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PHEFACE 


This  legislative  hlstozy  has  been  expanded  to  Include 
enactments  during  the  95th  Congress  involving  any  of  the  20 
titles  of  the  Social  Security  Act.    Previously,  the 
legislative  history  iidiioh  began  vith  the  Social  Security  Act, 
as  enacted  on  Aiigust  Ikt  1935 >  pertained  only  to  the  benefit 
programs  (titles  11,  XVI,  and  XVIII )  administered  by  the 
Social  Security  Administration.    Nov  that  the  administrative 
purview  of  the  Social  Security  Administration  has  been 
extended,  the  legislative  histoxy  has  been  accordingly 
expanded. 

This  legislative  history  includes; 

•Every  enactment  of  the  95th  Congress  affecting  or 
adding  to  the  provisions  of  the  Social  Security  Act. 

•Relevant  committee  reports  of  the  House  of 
Representatives  and  the  Senate  relating  to  the  Social 
Security  Act.    Vftiere  pertinent,  excerpts  may  be 
substituted  for  a  full  text. 

In  some  instances  the  House  and  Senate  reports  accompanying  a 
particular  act  will  not  reflect  one  or  more  provisions  con- 
tained in  the  act.    This  is  \i8ually  d\ie  to  the  fact  that  the 
particular  provision  was  added  to  the  bill  on  the  floor  of 
the  House,  or  Senate,  as  the  case  may  be,  after  issuance  of 
the  particular  report.    In  these  cases,  background  material 
relating  to  the  amendment  may  be  found  in  the  Congressional 
Record  report  of  the  House  or  Senate  debate  on  the  bill. 
The  Congressional  Record  may  also  provide  a  useful  supple- 
mental reference  source  even  in  those  cases  in  \diich  the 
House  or  Senate  report  discusses  the  particular  provision 
in  \4iich  the  researcher  is  interested.    It  is  not  feasible 
to  reproduce  in  this  legislative  history  the  thousands  of 
pages  of  the  Congressional  Record  carrying  the  House  and 
Senate  debates  with  respect  to  the  acts  included  in  the 
history.    However,  on  the  last  page  of  each  public  law  con- 
tained in  this  volume,  appears  a  listing  of  the  dates  on 
vdiich  the  act  was  considered  in  the  House  and  Senate,  and 
the  volume  of  the  Congressional  Record  in  which  such  debate 
may  be  found. 


The  material  included  in  this 
legislative  history  is  an 
exact  photo-reproduction  of 
the  original  documents.  
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Public  Law  95-30 
95th  Congress 

An  Act 

To  reduce  individual  and  business  income  taxes  and  to  provide  tax  simplification     May  23,  1977 

and  reform.  [H.R.  3477] 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 
SECTION  1.  SHORT  TITLE;  TABLE  OF  CONTENTS. 

(a)  Short  Title. — This  Act  may  be  cited  as  the  "Tax  Reduction 
and  Simplification  Act  of  1977". 

(b)  Table  of  Contents. — 

Sec.  1.  Short  title ;  table  of  contents. 
Sec.  2.  Amendment  of  1954  Code. 

TITLE  I— REDUCTION  AND  SIMPLIFICATION  OF  INDIVIDUAL  INCOME 

TAXES 

Sec.  101.  Change  in  tax  rates  and  tax  tables  to  reflect  permanent  increase  in 
standard  deduction. 

Sec.  102.  Change  in  definition  of  taxable  income  to  reflect  change  in  tax  rates 
and  tables. 

Sec.  103.  Extension  of  individual  income  tax  reductions. 
Sec.  104.  Change  in  filing  requirements. 
Sec.  105.  Withholding  tax. 
Sec.  106.  Effective  dates. 


Tax  Reductioii 
and 

Simplification 
Act  of  1977. 
26  use  1  note. 


TITLE  II— REDUCTION  IN  BUSINESS  TAXES 

Sec.  201.  Extension  of  certain  corporate  income  tax  reductions. 
Sec.  202.  New  jobs  credit. 

TITLE  III— PROVISIONS  RELATING  TO  EFFECTIVE  DATES  AND  OTHER 
PROVISIONS  OF  THE  TAX  REFORM  ACT  OF  1976 

Effective  date  of  changes  in  the  exclusion  for  sick  pay. 
Changes  in  treatment  of  income  earned  abroad  by  United  States  citi- 
zens living  or  residing  abroad. 
Underpayments  of  estimated  tax. 
Underwithholding. 
Interest  on  underpayments  of  tax. 
Use  of  residence  as  day  care  facility. 
State  legislators'  travel  expenses  away  from  home. 
Treatment  of  intangible  drilling  costs  for  purposes  of  the  minimum 
tax. 

Transfers  of  partial  interests  in  property  for  conservation  purposes. 
TITLE  IV— MISCELLANEOUS  PROVISIONS 

Sec.  401.  Authorization  of  additional  appropriations  for  the  work  incentive  pro- 
gram. 

Sec.  402.  Rapid  amortization  of  child  care  facilities. 

Sec.  403.  Election  of  former  retirement  income  credit  provisions  for  1976. 

Sec.  404.  Postponement  of  effective  date  of  changes  made  by  the  Tax  Reform 
Act  of  1976  in  the  method  of  accounting  for  certain  corporations 
engaged  in  farming. 

Sec.  405.  Withholding  tax  on  certain  gambling  winnings. 

Sec.  406.  Termination  of  1975  special  payments  to  certain  individuals. 

Sec.  407.  Payments  to  the  governments  of  American  Samoa,  Guam,  and  the  Vir- 
gin Islands. 

Sec.  408.  Withholding  of  county  income  tax  on  Federal  employees. 
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TITLE  V— CERTAIN  SOCIAL  SECURITY  ACT  AMENDMExNTS 
Sec.  501.  Clarification  of  garnishment  provisions. 

Sec.  502.  Bonding  of  certain  State  or  local  employees ;  handling  of  cash  receipts 
Sec.  503.  Incentive  payments  to  States  and  localities. 
Sec.  504.  Annual  report  of  the  Secretary. 
Sec.  505.  Certain  AFDC  payments. 

SEC.  2.  AMENDMENT  OF  1954  CODE. 

p]xc'opt  as  otlierwiso  expressly  provided,  whenever  in  tliis  Act  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to,  or 
repeal  of,  a  section  or  other  provision,  the  leference  shall  be  considered 
to  be  made  to  a  section  or  other  provision  of  the  Internal  Kevenue 
26  use  1  et  seq.  Code  of  1954. 

TITLE  I— REDUCTION  AND  SIMPLIFICA- 
TION OF  INDIVIDUAL  INCOME  TAXES 

SEC.  101.  CHANGE  IN  TAX  RATES  AND  TAX  TABLES  TO  REFLECT  PER- 
MANENT  INCREASE  IN  STANDARD  DEDUCTION. 

26  use  1.  (a)  CiiAN(.K  IN  Tax  Kates. — Section  1  (relatin<;  to  tax  imposed) 

is  amended  to  I'ead  as  follows : 

"SECTION  1.  TAX  IMPOSED. 

"(a)  Married  Individfals  Ftltxg  Joixt  Returns  and  Surviving 
SrousES. — There  is  hereby  imj)osed  on  the  taxable  income  of — 

"(1)  every  married  individual  (as  defined  in  section  143)  who 
makes  a  single  return  jointly  with  his  spouse  under  section  6013, 
and 

"  (2)  every  surviving  spouse  (as  defined  in  section  2(a)), 
a  tax  determined  in  accordance  with  the  following  table : 

"If  the  taxable  income  is :  The  tax  is : 

Not  over  $3,200   No  tax. 

Over  $3,200  but  not  over  $4,200   14%  of  the  excess  over  $3,200. 

Over  $4,200  but  not  over  $5,200   $140,  plus  15%  of  excess  over 

$4,200. 

Over  $5,200  but  not  over  $6,200   $290,  plus  16%  of  excess  over 

$5,200. 

Over  $6,200  but  not  over  $7,200   $450,  plus  17%  of  excess  over 

$6,200. 

Over  $7,200  but  not  over  $11,200   $620,  plus  19%  of  excess  over 

$7,200. 

Over  $11,200  but  not  over  $15,200   $1,380,  plus  22%  of  excess  over 

$11,200. 

Over  $15,200  but  not  over  $19,200   $2,260,  plus  25%  of  excess  over 

$15,200. 

Over  $19,200  but  not  over  $23,200   $3,260,  plus  28%  of  excess  over 

$19,200. 

Over  $23,200  but  not  over  $27,200   $4,380,  plus  32%  of  excess  over 

$23,200. 

Over  $27,200  but  not  over  $31,200   $5,660,  plus  36%  of  excess  over 

$27,200. 

Over  $31,200  but  not  over  $35,200   $7,100,  plus  39%  of  excess  over 

$31,200. 

Over  $35,200  but  not  over  $39,200   $8,660,  plus  42%  of  excess  over 

$35,200. 

Over  $39,200  but  not  over  $43,200   $10,340,  plus  45%  of  excess  over 

$39,200. 

Over  $43,200  but  not  over  $47,200   $12,140,  plus  48%  of  excess  over 

$43,200. 

Over  $47,200  but  not  over  $55,200   $14,060,  plus  50%  of  excess  over 

$47,200. 
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"(B)  Excess  intangible  drilling  costs. — For  purposes  of 
subparagraph  (A),  the  amount  of  the  excess  intangible  drill- 
ing costs  arising  in  the  taxable  year  is  the  excess  of — 

"(i)  the  intangible  drilling  and  development  costs 
described  in  section  268(c)  paid  or  incurred  in  connection 
with  oil  and  gas  wells  (otlier  than  costs  incurred  in  drill- 
ing a  nonproductive  well)  allowable  under  this  chapter 
for  the  taxable  year,  over 

"(ii)  the  amount  which  would  have  been  allowable 
for  the  taxable  year  if  such  costs  had  been  capitalized 
and  straight  line  recovery  of  intangibles  (as  defined  in 
subsection  (d) )  had  been  used  with  respect  to  such  costs. 
"(C)  Net  income  from  oil  and  gas  properities. — For 
purposes  of  subparagraph  (A),  the  amount  of  the  net  income 
of  the  taxpayer  from  oil  and  gas  properties  for  the  taxable 
year  is  the  excess  of — 

"(i)  the  aggregate  amount  of  gross  income  (within 
the  meaning  of  section  618  (a) )  from  all  oil  and  gas  pi  op- 
erties  of  the  taxpayer  received  or  accrued  by  the  taxpayer 
during  the  taxable  year,  over 

"(ii)  the  amount  of  any  deductions  allocable  to  such 
properties  reduced  by  the  excess  described  in  subpara- 
graph (B)  for  such  taxable  year." 
(b)  Effective  Date. — The  amendment  made  by  subsection  (a)  26  USC  57  note, 
liall  apply  with  respect  to  taxable  years  beginning  after  December  31, 
976,  and  before  January  1, 1978. 

EC.  309.  TRANSFERS  OF  PARTIAL  INTERESTS  IN  PROPERTY  FOR  CON- 
SERVATION PURPOSES. 

(a)  In  General.— Clause  (iii)  of  section  170(f)(3)(B)  (relating  26  USC170. 
3  exceptions  from  denial  of  deduction  in  case  of  certain  contributions 

f  partial  interests  in  property)  is  amended  to  read  as  follows : 

"(iii)  a  lease  on,  option  to  purchase,  or  easement  with 
respect  to  real  property  granted  in  perpetuity  to  an 
organization  described  in  subsection  (b)(1)(A)  exclu- 
sively for  conservation  purposes,  or". 

(b)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall  apply  with  26 USC  170 note, 
respect  to  contributions  or  transfers  made  after  June  13, 1977,  and 

before  June  14, 1981. 

(2)  Paragraph  (4)  of  section  2124(e)  of  the  Tax  Reform  Act 

of  1976  is  amended  by  striking  out  "June  14,  1977"  and  inserting  26  USC  170  note, 
in  lieu  thereof  "June  i4, 1981". 


I 


TITLE  IV— MISCELLANEOUS 
PROVISIONS 


sc.  401.  AUTHORIZATION  OF  ADDITIONAL  APPROPRIATIONS  FOR  THE 
WORK  INCENTIVE  PROGRAM, 
(a)  Matching  Funds  Disregarded. — The  Secretary  of  Plealth.  42  USC  602  note, 
ducation,  and  Welfare  and  the  Secretary  of  Labor  are  authorized  to 
Try  out  the  work  incentive  program  under  title  IV  of  the  Social 
'curity  Act  from  the  sums  appropriated  pursuant  to  this  Act  with- 
it  regard  to  the  requirements  for  non-Federal  matching  funds  con- 
ined  in  sections  402(a)  (19)  (C) ,  402(a)  (19)  (G),  403(a)(3)(A), 
)3(d) ,  and  435  of  the  Social  Security  Act.  42  USC  602, 

603,  635. 
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(b)  Authorization. — There  are  authorized  to  be  appropriated  to 
carry  out  the  work  incentive  program  under  title  IV  of  the  Social 
Security  Act,  as  modified  by  this  Act  (in  addition  to  any  sums  other- 
wise appropriated  pursuant  to  title  IV  of  such  Act) ,  $435,000,000  for 
fiscal  year  1978  and  $435,000,000  for  fiscal  year  1979. 

SEC.  402.  RAPID  AMORTIZATION  OF  CHILD  CARE  FACILITIES. 

(a)  Rapid  Amortization  of  Child  Care  FACiLrriEs. — 

(1)  Subsection  (c)  of  section  188  (relating  to  application  of 
section  188)  is  amended  by  striking  out  "January  1,  1977"  and 
inserting  in  lieu  thereof  "January  1, 1982". 

(2)  Subsection  (b)  of  section  188  (relating  to  definition  of  sec- 
tion 188  property)  is  amended  by  striking  out  "as  a  facility  for 
on-the-job  training  of  employees  (or  prospective  employees)  of 
the  taxpayer,  or". 

(3)  The  caption  of  section  188  is  amended  by  striking  out  "ON- 
THE-JOB  TRAINING  AND". 

(4)  The  table  of  sections  for  part  VI  of  subchapter  B  of  chap- 
ter 1  is  amended  by  striking  out  the  item  relating  to  section  188 
and  inserting  in  lieu  thereof  the  following  new  item: 

"Sec.  188.  Amortization  of  certain  expenditures  for  child  care  facilities." 

26  use  57.  (5)  The  caption  of  paragraph  (10)  of  section  57(a)  (relating 

to  items  of  tax  preference)  is  amended  by  striking  out  "on-the-  j 

JOB  TRAINING  and". 

26 use  188 note.      (b)  Effective  Date. — The  amendments  made  by  subsection  (a) 
shall  apply  with  respect  to  expenditures  made  after  December  31, 1976. 

SEC.  403.  ELECTION  OF  FORMER  RETIREMENT  INCOME  CREDIT  PROVI- 
SIONS FOR  1976. 

26  use  37  note.      A  taxpayer  may  elect  (at  such  time  and  in  such  manner  as  the  Secre- 
tary of  the  Treasury  or  his  delegate  shall  prescribe)  to  determine  the 
amount  of  his  credit  under  section  37  of  the  Internal  Revenue  Code  of 
26  use  37.        1954  for  his  first  taxable  year  beginning  in  1976  under  the  provisions 
of  such  section  as  they  existed  before  the  amendment  made  by  section 
26  use  37.        503  of  the  Tax  Reform  Act  of  1976. 

SEC.  404.  POSTPONEMENT  OF  EFFECTIVE  DATE  OF  CHANGES  MADE 
BY  THE  TAX  REFORM  ACT  OF  1976  IN  THE  METHOD  OF 
ACCOUNTING  FOR  CERTAIN  CORPORATIONS  ENGAGED  IN 
FARMING. 

26  use  447  note.     Section  207(c)(2)  of  the  Tax  Reform  Act  of  1976  is  amended  to 
read  as  follows : 

"(2)  Effective  DATES. — 

"(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  the  amendments  made  by  paragraph  (1)  shall  apply  to 
taxable  years  beginning  after  December  31,  1976. 

"(B)  Special  rule  for  certain  corporations. — In  the  case 
of  a  corporation  engaged  in  the  trade  or  business  of  farming 
and  with  respect  to  which — 

"(i)  members  of  two  families  (within  the  meaning  of 
paragraph  (1)  of  section  447(d)  of  the  Internal  Revenue 
Code  of  1954,  as  added  by  paragraph  (1))  owned,  on 
October  4,  1976  (directly  or  through  the  application  of 
such  section  447(d) ) ,  at  least  65  percent  of  the  total  com- 
bined voting  power  of  all  classes  of  stock  of  such  corpo- 


42  use  601. 


26  use  188. 
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Appropriation 
auuorization. 


Secretary  of  the  Treasury  upon  certification  to  the  Secretary  by  the 
[Jnited  States  Government  Comptrollers  for  Guam  and  the  Virgin 
[slands. 

(b)  There  are  hereby  authorized  to  be  appropriated,  out  of  any 
funds  in  the  Treasury  not  otherwise  appropriated,  such  sums  as  may 
3e  necessary  to  carry  out  the  provisions  of  this  section. 
JEC.  408.  WITHHOLDING  OF  COUNTY  INCOME  TAX  ON  FEDERAL 
EMPLOYEES. 

(a)  In  General. — Section  5520  of  title  5,  United  State  Code,  is 
imended — 

(1)  by  inserting  "or  county"  after  "city"  in  the  heading  of  such 
section ; 

(2)  by  inserting  "or  county"  after  "city"  each  place  it  appears 
in  subsections  (a)  and  (b)  (other  than  in  subsection  (a)(1)); 

(3)  by  striking  out  "the  city"  in  subsection  (a)(1)  and 
inserting  in  lieu  thereof  "a  designated  city  or  county  officer, 
department,  or  instrumentality" ; 

(4)  by  striking  out  "and"  at  the  end  of  subsection  (c)  (1) ; 

(5)  by  redesignating  paragraph  (2)  of  subsection  (c)  as  (4),  Definitions, 
and  by  inserting  after  paragraph  (1)  of  such  subsection  the  fol- 
lowing new  paragraphs : 

"  (2)  'county'  means  any  unit  of  local  general  government  which 
is  classified  as  a  county  by  the  Bureau  of  the  Census  and  within 
the  political  boundaries  of  which  500  or  more  persons  are  regularly 
employed  by  all  agencies  of  the  Federal  Government ; 

"(3)  'ordinance'  means  an  ordinance,  order,  resolution,  or 
similar  instrument  which  is  duly  adopted  and  approved  by  a  city 
or  county  in  accordance  with  the  constitution  and  statutes  of  the 
State  in  which  it  is  located  and  which  has  the  force  of  law  within 
such  city  or  county ;  and". 

(b)  Conforming  Amendment. — The  table  of  contents  of  sub- 
hapter  II  of  chapter  55  of  title  5,  United  States  Code,  is  amended  by 
nserting  "or  county"  after  "city"  in  the  item  relating  to  section  5520. 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall  5  USC  5520  note, 
ake  effect  on  the  date  of  the  enactment  of  this  Act. 


TITLE   V— CERTAIN   SOCIAL  SECURITY 
ACT  AMENDMENTS 

EC.  501.  CLARIFICATION  OF  GARNISHMENT  PROVISIONS. 

(a)  In  General. — Section  459  of  the  Social  Security  Act  is  42  USC  659. 
mended — 

(1)  by  striking  out  "  (including  any  agency  or  instrumentality 
thereof  and  any  wholly  owned  Federal  Corporation)"  and  insert- 
ing in  lieu  thereof  "or  the  District  of  Columbia  (including  any 
agency,  subdivision,  or  instrumentality  thereof) " ;  and 

(2)  by  inserting  "or  the  District  of  Columbia"  immediately 
after  "United  States"  where  it  appears  the  second  time. 

(b)  Service  of  Process. — Section  459  of  such  Act  is  further 
mended — 

( 1)  by  inserting  "  (a) "  immediately  after  "Sec.  459.",  and 

(2)  by  adding  at  the  end  thereof  the  following  new  subsections : 
"(b)  Service  of  legal  process  brought  for  the  enforcement  of  an 
idividual's  obligation  to  provide  child  support  or  make  alimony 

I 
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payments  shall  be  accomplished  by  certified  or  registered  mail,  return 
receipt  requested,  or  by  personal  service,  upon  the  appropriate  agent 
designated  for  receipt  of  such  service  of  process  pursuant  to  regula- 
Infra.  tions  promulgated  pursuant  to  section  461  (or,  if  no  agent  has  been 

designated  for  the  governmental  entity  having  payment  responsibility 
for  the  moneys  involved,  then  upon  the  head  of  such  governmental 
entity).  Such  process  shall  be  accompanied  by  sufficient  data  to  permit 
prompt  identification  of  the  individual  and  the  moneys  involved. 

"(c)  No  Federal  employee  w^hose  duties  include  responding  to  inter- 
rogatories pursuant  to  requirements  imposed  by  section  461(b)(3) 
shall  be  subject  under  any  law  to  any  disciplinary  action  or  civil  or 
criminal  liability  or  penalty  for,  or  on  account  of,  any  disclosure  of 
information  made  by  him  in  connection  with  the  carrying  out  of  any  of 
his  duties  which  pertain  (directly  or  indirectly)  to  the  answering  of 
any  such  interrogatory. 
Notice.  "(d)  Whenever  any  person,  who  is  designated  by  law  or  regulation 

to  accept  service  of  process  to  which  the  United  States  is  subject  under 
this  section,  is  effectively  served  with  an^  such  process  or  with  inter- 
rogatories relating  to  an  individual's  child  support  or  alimony  pay- 
ment obligations,  such  person  shall  respond  thereto  within  thirty  days 
(or  within  such  longer  period  as  may  be  prescribed  by  applicable  State 
law)  after  the  date  effective  service  thereof  is  made,  and  shall,  as  soon 
as  possible  but  not  later  than  fifteen  days  after  the  date  effective  service 
is  so  made  of  any  such  process,  send  written  notice  that  such  process  has 
been  so  served  (together  with  a  copy  thereof)  to  the  individual  whose 
moneys  are  affected  thereby  at  his  duty  station  or  last-known  home 
address. 

"(e)  Governmental  entities  affected  by  legal  processes  served  for  the 
enforcement  of  an  individual's  child  support  or  alimony  payment 
obligations  shall  not  be  required  to  vary  their  normal  pay  and  dis- 
bursement cycles  in  order  to  comply  with  any  such  legal  process. 

"(f)  Neither  the  United  States,  any  disbursing  officer,  nor  govern- 
mental entity  shall  be  liable  with  respect  to  any  payment  made  from 
moneys  due  or  payable  from  the  United  States  to  any  individual  pur- 
suant to  legal  process  regular  on  its  face,  if  such  payment  is  made  irj 
accordance  with  this  section  and  the  regulations  issued  to  carry  oui 
this  section.". 

(c)  Regulations. — Part  D  of  title  lY  of  such  Act  is  furthei 
amended  by  adding  at  the  end  thereof  the  following  new  section :  ! 

"regulations  pertaining  to  garnishments  j 

"Sec.  461.  (a)  Authority  to  promulgate  regulations  for  the  implej 
mentation  of  the  provisions  of  section  459  shall,  insofar  as  the  proi 
visions  of  such  section  are  applicable  to  moneys  due  from  (or  payable 

by)— 

"(1)  the  executive  branch  of  the  Government  (including  lit 
such  branch,  for  the  purposes  of  this  subsection,  the  territories! 
and  possessions  of  the  United  States,  the  United  States  Postal; 
Service,  the  Postal  Rate  Commission,  any  wholly  owned  Federaj 
corporation  created  by  an  Act  of  Congress,  and  the  governmeni! 
of  the  District  of  Columbia),  be  vested  in  the  President  (or  hijj 
designee), 

" (2)  the  legislative  branch  of  the  Government,  be  vested  jointljl 
in  the  President  pro  tempore  of  the  Senate  and  the  Speaker  o\ 
the  House  of  Representatives  (or  their  designees),  and 
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"(3)  the  judicial  branch  of  the  Government,  be  vested  in  the 
Chief  Justice  of  the  United  States  (or  his  designee). 
"(b)  Eegulations  promulgated  pursuant  to  this  section  shall — 

"(1)  in  the  case  of  those  promulgated  by  the  executive  branch 
of  the  Government,  include  a  requirement  that  the  head  of  each 
agency  thereof  shall  cause  to  be  published,  in  the  appendix  of  the 
regulations  so  promulgated,  (A)  his  designation  of  an  agent  or 
agents  to  accept  service  of  process,  identified  by  title  of  position, 
mailing  address,  and  telephone  number,  and  (B)  an  indication  of 
the  data  reasonably  required  in  order  for  the  agency  promptly 
to  identify  the  individual  with  respect  to  whose  moneys  the  legal 
process  is  brought, 

"(2)  in  the  case  of  regulations  promulgated  for  the  legislative 
and  j udicial  branches  of  the  Government  set  forth,  in  the  appendix 
to  the  regulations  so  promulgated,  (A)  the  name,  position,  address, 
and  telephone  number  of  the  agent  or  agents  who  have  been  desig- 
nated for  service  of  process,  and  (B)  an  indication  of  the  data 
reasonably  required  in  order  for  such  entity  promptly  to  identify 
the  individual  with  respect  to  whose  moneys  the  legal  process  is 
brought,  and 

"(3)  provide  that  (A)  in  the  case  of  regulations  promulgated 
by  the  executive  branch  of  the  Government,  each  head  of  a  gov- 
ernmental entity  (or  his  designee)  shall  respond  to  relevant 
interrogatories,  if  authorized  by  the  law  of  the  State  in  which 
legal  process  will  issue,  prior  to  formal  issuance  of  such  process, 
upon  a  showing  of  the  applicant's  entitlement  to  child  support 
or  alimony  payments,  and  (B)  in  the  case  of  regulations  promul- 
gated for  the  legislative  and  judicial  branches  of  the  Govern- 
ment, the  person  or  persons  designated  as  agents  for  service  of 
process  in  accordance  with  paragraph  (2)  shall  respond  to 
relevant  interrogatories  if  authorized  by  the  law  of  the  State 
in  which  legal  process  will  issue,  prior  to  formal  issuance  of  legal 
process,  upon  a  showing  of  the  applicant's  entitlement  to  child 
support  or  alimony  payments. 
"(c)  In  the  event  that  a  governmental  entity,  which  is  authorized 
jnder  this  section  or  regulations  issued  to  carry  out  this  section  to 
iccept  service  of  process,  pursuant  to  the  provisions  of  subsection  (a), 
s  served  with  more  than  one  legal  process  with  respect  to  the  same 
noneys  due  or  payable  to  any  individual,  then  such  moneys  shall  be 
ivailable  to  satisfy  such  processes  on  a  first-come,  first-served  basis, 
vith  any  such  process  being  satisfied  out  of  such  moneys  as  remain 
ifter  the  satisfaction  of  all  such  processes  which  have  been  previously 
.  lerved.". 

(d)  Definitions. — Part  D  of  title  IV  of  such  Act  is  further 
f  imended  by  adding  after  section  461  (as  added  by  subsection  (c)  of 
his  section)  the  following  new  section : 

s  "definitions 

I    "Sec.  462.  For  purposes  of  section  459—  42  USC  662. 

I  "(a)  The  term  'United  States'  means  the  Federal  Government  of  42  USC  659. 
J  he  United  States,  consisting  of  the  legislative  branch,  the  judicial 

>ranch,  and  the  executive  branch  thereof,  and  each  and  every  depart- 
I  lent,  agency,  or  instrumentality  of  any  such  branch,  including  the 
j  Jnited  States  Postal  Service,  the  Postal  Rate  Commission,  any  wholly 

>wned  Federal  corporation  created  by  an  Act  of  Congress,  any  office, 
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commission,  bureau,  or  other  administrative  subdivision  or  creature] 
thereof,  and  the  governments  of  the  territories  and  possessions  of  the 
United  States. 

"(b)  The  term  'child  support',  when  used  in  reference  to  the  legal 
obligations  of  an  individual  to  provide  such  support,  means  periodic 
payments  of  funds  for  the  support  and  maintenance  of  a  child  or  chil-i 
dren  with  respect  to  which  such  individual  has  such  an  obligation,  and 
(subject  to  and  in  accordance  with  State  law)  includes  but  is  not 
limited  to,  payments  to  provide  for  health  care,  education,  recreation, 
clothing,  or  to  meet  other  specific  needs  of  such  a  child  or  children ; 
such  term  also  includes  attorney's  fees,  interest,  and  court  costs,  when 
and  to  the  extent  that  the  same  are  expressly  made  recoverable  as  such 
pursuant  to  a  decree,  order,  or  judgment  issued  in  accordance  with 
applicable  State  law  by  a  court  of  competent  jurisdiction. 

"(c)  The  term  'alimony',  when  used  in  reference  to  the  legal  obliga- 
tions of  an  individual  to  provide  the  same,  means  periodic  payments 
of  funds  for  the  support  and  maintenance  of  the  spouse  (or  former 
spouse)  of  such  individual,  and  (subject  to  and  in  accordance  with 
State  law)  includes  but  is  not  limited  to,  separate  maintenance,  ali- 
mony pendente  lite,  maintenance,  and  spousal  support ;  such  term  also 
includes  attorney's  fees,  interest,  and  court  costs  when  and  to  the  extent 
that  the  same  are  expressly  made  recoverable  as  such  pursuant  to  a 
decree,  order,  or  judgment  issued  in  accordance  with  applicable  State 
law  by  a  court  of  competent  jurisdiction.  Such  term  does  not  include 
any  payment  or  transfer  of  property  or  its  value  by  an  individual  to 
his  spouse  or  former  spouse  in  compliance  with  any  community  prop- 
erty settlement,  equitable  distribution  of  property,  or  other  division 
of  property  between  spouses  or  former  spouses. 

"(d)  The  term  'private  person'  means  a  person  who  does  not  have 
sovereign  or  other  special  immunity  or  privilege  which  causes  such 
person  not  to  be  subject  to  legal  process. 

"(e)  The  term  'legal  process'  means  any  writ,  order,  summons,  or 
other  similar  process  in  the  nature  of  garnishment,  which — 

"(1)  is  issued  by  (A)  a  court  of  competent  jurisdiction  within 
any  State,  territory,  or  possession  of  the  United  States,  (B)  a 
court  of  competent  jurisdiction  in  any  foreign  country  with  which 
the  United  States  has  entered  into  an  agreement  which  requires 
the  United  States  to  honor  such  process,  or  (C)  an  authorized 
official  pursuant  to  an  order  of  such  a  court  of  competent  juris- 
diction or  pursuant  to  State  or  local  law,  and 

"(2)  is  directed  to,  and  the  purpose  of  which  is  to  compel,  a 
governmental  entity,  which  holds  moneys  which  are  otherwise 
payable  to  an  individual,  to  make  a  payment  from  such  moneys 
to  another  party  in  order  to  satisfy  a  legal  obligation  of  such 
individual  to  provide  child  support  or  make  alimony  payments. 
"(f)  Entitlement  of  an  individual  to  anv  money  shall  be  deemed 
to  be  'based  upon  remuneration  for  employment',  if  such  money 
consists  of — 

"(1)  compensation  paid  or  payable  for  personal  services  of  such 
individual,  whether  such  conipensr.tion  is  denominated  as  wages, 
salary,  commission,  bonus,  pay,  or  otherAvise,  and  includes  but  is 
not  limited  to,  severance  pav,  sick  pay.  J^nd  incentive  pay,  but  does 
not  include  awards  for  making  suggestions,  or 

"(2)  periodic  benefits  (including  a  periodic  benefit  as  defined  in 
42  use  428.  section  228(h)  (3)  of  this  Act)  or  other  payments  to  such  indi- 

vidual under  the  insurance  system  established  by  title  II  of  this : 
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Act  or  any  other  system  or  fund  established  by  the  United  States  42  USC  401. 
(as  defined  in  subsection  (a) )  which  provides  for  the  payment  of 
pensions,  retirement  or  retired  pay,  annuities,  dependents  or  sur- 
vivors' benefits,  or  similar  amounts  payable  on  account  of  personal 
services  performed  by  himself  or  any  other  individual  (not  includ- 
ing any  payment  as  compensation  for  death  under  any  Federal 
program,  any  payment  under  any  Federal  program  established 
to  provide  'black  lung'  benefits,  any  payment  by  the  Veterans' 
Administration  as  pension,  or  any  payments  by  the  Veterans' 
Administration  as  compensation  for  a  service-connected  disability 
or  death,  except  any  compensation  paid  by  the  Veterans'  Adminis- 
tration to  a  foi  mer  member  of  the  Armed  Forces  who  is  in  receipt 
of  retired  or  retainer  pay  if  such  former  member  has  waived  a 
portion  of  his  retired  pay  in  oixier  to  receive  such  compensation), 
and  does  not  consist  of  amounts  paid,  by  way  of  reimbursement  or 
otherwise,  to  such  individual  by  his  employer  to  defray  expenses 
incurred  by  such  individual  in  carrying  out  duties  associated  with 
his  employment. 

"(g)  In  determining  the  amount  of  any  moneys  due  from,  or  pay- 
le  by,  the  United  States  to  any  individual,  there  shall  be  excluded 
lounts  which — 

"(1)  are  owed  by  such  individual  to  the  United  States, 
"(2)  are  required  by  law  to  be,  and  are,  deducted  from  the 
remuneration  or  other  payment  involved,  including  but  not  limited 
to,  Federal  employment  taxes,  and  fines  and  forfeitures  ordered 
by  court-martial, 

*  "(3)  are  properly  withheld  for  Federal,  State,  or  local  income 
tax  purposes,  if  the  withholding  of  such  amounts  is  authorized  or 
required  by  law  and  if  amounts  withheld  are  not  greater  than 
would  be  the  case  if  such  individual  claimed  all  dependents  to 
which  he  was  entitled  (the  withholding  of  additional  amounts 
pursuant  to  section  3402 (i)  of  the  Internal  Revenue  Code  of  1954 
may  be  permitted  only  when  such  individual  presents  evidence 
of  a  tax  obligation  which  supports  the  additional  withholding), 
"(4)  are  deducted  as  health  insurance  premiums, 
"(5)  are  deducted  as  normal  retirement  contributions  (not 
including  amounts  deducted  for  supplementary  coverage),  or 

"(6)  are  deducted  as  normal  life  insurance  premiums  from 
salary  or  other  remuneration  for  employment  (not  including 
amounts  deducted  for  supplementary  coverage).", 
e)  Consum>:r  Provisions. — 

(1)  Subsection  (b)  of  section  303  of  the  Consumer  Credit  Pro- 
tection Act  (15  U.S.C.  1673(b))  is  amended— 

(A)  by  inserting  "(1)"  immediately  after  "(b)", 

(B)  by  redesignating  clauses  (1),  (2),  and  (3)  thereof  as 
clauses  (A),  (B),and  (C),  respectively, and 

(C)  by  adding  at  the  end  thereof  the  following  new  para- 
graph : 

(2)  The  maximum  part  of  the  aggregate  disposable  earnings  of 
individual  for  any  workweek  which  is  subject  to  garnishment  to 
prce  any  order  for  the  support  of  any  person  shall  not  exceed — 

"  ( A)  where  such  individual  is  supporting  his  spouse  or  depend- 
\  ent  child  (other  than  a  spouse  or  child  with  respect  to  whose  sup- 
,  port  such  order  is  used),  50  per  centum  of  such  individual's 

disposable  earnings  for  that  week ;  and 
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"(B)  where  such  individual  is  not  supporting  such  a  spouse  or' 
dependent  child. described  in  clause  (A),  60  per  centum  of  such 
individual's  disposable  earnings  for  that  week ; 
except  that,  with  respect  to  the  disposable  earnings  of  any  individual 
for  any  workweek,  the  50  per  centum  specified  in  clause  (A)  shall  be 
deemed  to  be  55  per  centum  and  the  60  per  centum  specified  in  clause 
(B)  shall  be  deemed  to  be  65  per  centum,  if  and  to  the  extent  that  such 
earnings  are  subject  to  garnishment  to  enforce  a  support  order  witl 
respect  to  a  period  which  is  prior  to  the  twelve- week  period  which  ends 
with  the  beginning  of  such  workweek.". 

(2)  The  provision  of  section  303(b)  of  the  Consumer  Credit 
15  use  1673.            Protection  Act  which  is  redesignated  under  paragraph  (1)  as 

clause  (A)  is  amended  by  striking  out  all  that  follows  "any  order'' 
and  inserting  in  lieu  thereof  the  following:  "for  the  support  of 
any  person  issued  by  a  court  of  competent  jurisdiction  or  ir 
accordance  with  an  administrative  procedure,  which  is  establishec 
by  State  law,  which  affords  substantial  due  process,  and  which  h 
subject  to  judicial  review.". 

(3)  Section  303(c)  of  such  Act  is  amended  by  inserting  ",  anc 
no  State  (or  officer  or  agency  thereof),"  immediately  after  "oi 
any  State". 

15  use  1675.  (4)  Section  305  of  such  Act  is  amended  by  inserting  "and  (b) 

(2)"  immediately  after  "section  303(a)"  each  place  it  appears 
therein. 

Effective  date.  (5)  The  amendments  made  by  this  subsection  shall  take  effecl 

15  use  1673  the  first  day  of  the  first  calendar  month  which  begins  after  the 

date  of  enactment  of  this  Act. 

SEC.  502.  BONDING  OF  CERTAIN  STATE  OR  LOCAL  EMPLOYEES;  HAN 
DLING  OF  CASH  RECEIPTS. 
42  use  654.  (a)   In  General. — Section  454  of  the  Social  Security  Act  if 

amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (12), 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (13) 
and  inserting  a  semicolon  in  lieu  thereof,  and 

(3)  by  adding  at  the  end  thereof  the  following  new  paragraphs 
"(14)  comply  with  such  bonding  requirements,  for  employeef 

Avho  receive,  disburse,  handle,  or  have  access  to,  cash,  as  the  Sec- 
retary shall  by  regulations  prescribe ;  and 
Regulations.  "(15)  maintain  methods  of  administration  which  are  designee 

to  assure  that  persons  responsible  for  handling  cash  receipts  shal 
not  participate  in  accounting  or  operating  functions  which  would 
permit  them  to  conceal  in  the  accounting  records  the  misuse  of  casl 
receipts  (except  that  the  Secretary  shall  by  regulations  provid( 
for  exceptions  to  this  requirement  in  the  case  of  sparsely  popu- 
lated areas  where  the  hiring  of  unreasonable  adelitional  staff  woulc 
otherwise  be  necessary).". 
42  use  654  note.       (b)  Effpxtive  Date. — The  amendments  made  by  this  sectioi 
shall  take  effect  on  the  first  day  of  the  fii'st  calendar  month  which 
begins  after  the  date  of  enactment  of  this  Act. 
SEC.  503.  INCENTIVE  PAYMENTS  TO  STATES  AND  LOCALITIES, 
(a)  In  General. — 

42  use  658.  (1)  Section  458(a)  of  the  Social  Security  Act  is  amended  h} 

striking  out  "parent — "  and  all  that  follows  and  inserting  in  lieu 
thereof  "parent  an  amount  equal  to  15  per  centum  of  any  amount 

42  use  657.  collected  and  required  to  be  distributed  as  provided  in  section  457 

to  reduce  or  repay  assistance  payments.". 
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(2)  Section  458(b)  of  such  Act  is  amended  by  striking  out  42  USC  658. 
"paragraphs  (1)  and  (2)  of". 

(b)  Effective  Date. — The  amendments  made  by  subsection  (a)    42  USC 658  note, 
jhall  be  applicable  with  respect  to  amounts  collected  on  and  after 
3ctober  1, 1977. 

5EC.  504.  ANNUAL  REPORT  OF  THE  SECRETARY. 

(a)  Report.— Section  452(a)  (10)  of  the  Social  Security  Act  is   42  USC  652. 
imended  to  read  as  follows : 

"(10)  not  later  than  three  months  after  the  end  of  each  fiscal   Submittal  to 
year,  beginning  with  the  year  1977,  submit  to  the  Congress  a  full  Congress, 
and  complete  report  on  all  activities  undertaken  pursuant  to  the 
provisions  of  this  part,  which  report  shall  include,  but  not  be 
limited  to,  the  following : 

"(A)  total  program  costs  and  collections  set  forth  in 
sufficient  detail  to  show  the  cost  to  the  States  and  the  Federal 
Government,  the  distribution  of  collections  to  families,  State 
and  local  governmental  units,  and  the  Federal  Government; 
and  an  identification  of  the  financial  impact  of  tlie  provi- 
sions of  this  part ; 

"(B)  costs  and  staff  associated  with  the  Office  of  Child 
Support  Enforcement ; 

"(C)  the  number  of  child  support  cases  in  each  State 
during  each  quarter  of  the  fiscal  year  last  ending  before  the 
report  is  submitted  and  during  each  quarter  of  the  preceding 
fiscal  year  (including  the  transitional  period  beginning 
July  1,  1976,  and  ending  September  30,  1976,  in  the  case  of 
the  first  report  to  which  this  subparagraph  applies),  and  the 
disposition  of  such  cases ; 

"(D)  the  status  of  all  State  plans  under  this  part  as  of  the 
end  of  the  fiscal  year  last  ending  before  the  report  is  sub- 
mitted, together  with  an  explanation  of  any  problems  which 
are  delaying  or  preventing  approval  of  State  plans  under 
this  part; 

"(E)  data,  by  State,  on  the  use  of  the  Federal  Parent 
Locator  Service,  and  the  number  of  locate  requests  submitted 
without  the  absent  parent's  social  security  account  number; 

"(F)  the  number  of  cases,  by  State,  in  which  an  applicant 
for  or  recipient  of  aid  under  a  State  plan  approved  under 
part  A  has  refused  to  cooperate  in  identifying  and  locating  42  USC  601. 
the  absent  parent  and  the  number  of  cases  in  which  refusal 
so  to  cooperate  is  based  on  good  cause  (as  determined  in 
accordance  with  the  standards  referred  to  in  section  402(a) 
(26)(B)(ii));  42  USC  602. 

"(G)  data,  by  State,  on  the  use  of  Federal  courts  and 
on  use  of  the  Internal  Revenue  Service  for  collections,  the 
number  of  court  orders  on  which  collections  were  made,  the 
number  of  paternity  determinations  made  and  the  number  of 
parents  located,  in  sufficient  detail  to  show  the  cost  and  bene- 
fits to  the  States  and  to  the  Federal  Government ;  and 

"(H)  the  major  problems  encountered  which  have  delayed 
or  prevented  implementation  of  the  provisions  of  this  part 
during  the  fiscal  year  last  ending  prior  to  the  submission  of 
such  report.". 


91  STAT.  164 


PUBLIC  LAW  95-30— MAY  23,  1977 


42  use  652  note. 


Submittal  to 

G>ngre8s. 

42  use  652  note. 

42  use  651. 


42  use  652. 


42  use  603. 


42  use  657. 


(b)  Efffxtive  Date. — The  amendment  made  by  subsection  (a)  shall 
be  effective  in  the  case  of  reports,  submitted  by  the  Secretary  of  Health, 
Education,  and  Welfare,  after  1976. 

(c)  Supplemental  Report. — The  Secretary  of  Health,  Education, 
and  Welfare  shall  submit  to  the  Congress  not  later  than  June  30, 1977, 
a  special  supplemental  report,  with  respect  to  activities  undertaken 
pursuant  to  part  D  of  title  IV  of  the  Social  Security  Act  during  the 
fiscal  year  ending  June  30,  1976,  and  during  the  transitional  period 
beginning  July  1,  1976,  and  ending  September  30,  1976.  Such  report 
shall,  with  respect  to  such  transitional  period,  contain  all  the  data  and 
information  specified  in  clauses  (A)  through  (H)  of  section  452(a) 
(10)  of  such  Act  (as  amended  by  subsection  (a)  of  this  section),  and 
with  respect  to  the  fiscal  year  ending  June  30,  1976,  contain  all  such 
data  and  information  which  was  not  included  in  the  report  made  by 
such  Secretary  to  the  Congress  on  June  30,  1976,  pursuant  to  section 
452(a)  (10)  of  such  Act,  as  in  effect  on  such  date. 

SEC.  505.  CERTAIN  AFDC  PAYMENTS. 

For  purposes  of  determining  the  amount  payable  to  the  State  of 
Georgia  under  section  403(a)  of  the  Social  Security  Act  on  account 
of  expenditures  made  by  such  State  as  aid  to  families  with  dependent 
children  under  its  State  plan  approved  under  part  A  of  title  IV  of 
such  Act  during  calendar  quarters,  beginning  after  June  30, 1975,  and 
prior  to  January  1,  1977,  there  shall  be  included  as  an  offset  against 
such  expenditures  amounts  which — 

(1)  were  collected  as  child  support  by  the  State  pursuant  to 
a  plan  approved  under  part  D  of  such  title  IV,  and 

(2)  were  retained  by  the  State  pursuant  to,  and  in  accordance 
with  the  provisions  of,  section  457(a)(2)  or  section  467(b)(1) 
of  such  Act. 
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TITLE  VI— INTERGOVERNMENTAL  ANTI- 
RECESSION ASSISTANCE 

Sec.  601.  This  title  may  be  cited  as  the  "Intergovernmental  Anti- 
recession Assistance  Act  of  1977". 

Sec.  602.  (a)  Subsection  (b)  of  section  202  of  the  Public  Works 
Employment  Act  of  1976  (42  U.S.C.  6722(b))  is  amended  to  read 
as  follows: 

"(b)  Authorization  of  Appropriations. — Subject  to  the  provi- 
sions of  subsections  (c)  and  (d)  of  this  section,  there  are  authorized 
to  be  appropriated  for  each  of  the  five  succeeding  calendar  quarters 
(Ix^ginning  Avith  the  calendar  quarter  which  begins  on  July  1,  1977) 
for  the  purpose  of  payments  under  this  title — 
"(1)  $125,000',000,  plus 

"(2)  $30,000,000  multiplied  by  the  number  of  whole  one-tenth 
percentage  points  by  which  the  rate  of  seasonally  adjusted 
national  unemployment  for  the  most  recent  calendar  quarter 
which  ended  three  months  before  the  beginning  of  such 
quarter  exceeded  6  per  centum.", 
(b)  Subsection  (c)  of  section  202  of  such  Act  is  amended  to  read 
as  follows: 
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"(B)  The  term  'territorial  population'  means  the  most  '^Territorial^ 
recent  population  for  each  territory  as  determined  by  the  pop^Jation." 
Bureau  of  Census. 

"(C)  The  provisions  of  sections  203(c)  (4),  204,  205,  206, 
207,  208.  209.  210,  211,  212,  and  213  shall  apply  to  the  funds  42  USC 
autho  rized  under  this  section.  6723-6733. 
"(c)  Payments  to  Local  Governments. — The  governments  of  the 
territories  are  authorized  to  make  payments  to  local  governments 
within  their  jurisdiction  from  sums  received  under  this  section  as 
they  deem  appropriate.". 

Approved  May  23,  1977. 
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Mr.  Mahon,  from  the  Committee  on  Appropriations 
submitted  the  following 

REPORT 

[To  accompany  H.R.  3477] 

The  Committee  on  Appropriations,  to  whom  was  referred  the  bill 
(H.R.  3477)  to  provide  for  a  refund  of  1976  individual  income  taxes 
and  other  payments,  to  reduce  individual  and  business  income  taxes, 
and  to  provide  tax  simplification  and  reform,  having  considered  the 
same,  report  thereon  without  amendment  and  without  recommendation. 

EXPLANATION  OF  COMMrTTEE  AC5TI0N 

H.R.  3477  was  originally  reported  from  the  Committee  on  Ways 
and  Means  on  February  24, 1977,  and  was  sequentially  referred  to  the 
Committee  on  Appropriations  for  consideration  as  provided  in  section 
401  (b)  of  Public  Law  93-344  (The  Congressional  Budget  Act  of  1974) . 

Section  401(b)  provides  that  when  an  authorizing  committee  re- 
ports a  bill  contaming  entitlement  authority  and  the  entitlement 
authority  is  in  excess  of  the  amount  allocated  under  the  budget 
resolution,  the  bill  shall  be  referred  to  the  Conmiittee  on  Appropna- 
tions.  The  Appropriations  Committee  then  has  16  legislative  days 
in  which  to  deal  with  the  bill.  The  Committee's  authority  over  the 
bill  relates  only  to  the  cost  provisions  of  the  legislation  and  not  to  the 
legislative  policy  it  contains.  After  15  days  the  committee  is  auto- 
matically discharged  from  further  consideration  of  the  bill  if  no 
action  has  been  taken. 

H.R.  3477  was  referred  to  the  Committee  on  Appropriations  because 
it  proposes  entitlement  authority  in  several  instances  for  the  fiscal 
year  1977  for  which  no  allocation  had  been  made  in  the  Second  Con- 
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current  Budget  Resolution  to  the  Committee  on  Ways  and  Means. 
Provision  for  this  entitlement  authority  has  now  been  made  in  the 
Third  Concurrent  Resolution  on  the  Budget  which  passed  the  House 
on  February  23,  1977.  However,  since  this  Resolution  has  not  yet 
passed  the  Senate  and  the  Conference  Report  has  not  been  adopted, 
it  is  the  existing  Second  Concurrent  Resolution  which  governs  the 
sequential  referral  mechanism  of  the  Budget  Act. 

COMMITTEE  BECOMMENDATION 

The  Committee  is  reporting  the  bill  without  amendment  and  without 
recommendation.  This  action  is  being  taken  in  recognition  of  the 
mainly  technical  nature  under  which  H.R.  3477  was  referred  to  the 
Committee  and  the  fact  that  such  referral  would  have  been  unnecessary 
if  the  Third  Concurrent  Resolution  on  the  Budget  had  been  in  place, 
as  it  is  almost  certain  to  be  within  the  week. 

The  actual  entitlement  provisions  of  the  tax  bill  before  the  Com- 
mittee are  those  related  to  providing  a  $50  rebate  for  individuals 
whose  tax  liability  is  less  than  $50  (estimated  to  cost  $1.3  billion)  and 
for  beneficiaries  of  various  programs  such  as  Social  Security,  Rail- 
road Retirement,  Supplemental  Security  Income,  and  Aid  to  Families 
With  Dependent  Children  (estimated  to  cost  $1.5  billion).  Because 
these  items  all  require  appropriations,  the  committee  will  have  the 
opportunity  to  take  action  on  actually  providing  the  funds  for  them 
at  a  later  tmie  in  an  appropriation  measure. 
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May  6,  1977.— Ordered  to  be  printed 


Mr.  Ullman,  from  the  committee  of  conference,  submitted  the 

following 

CONFERENCE  REPORT 

[To  accompany  H.R.  3477] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  Senate  to  the  bill  (H.R.  3477)  to 
provide  for  a  refund  of  1976  individual  income  taxes  and  other  pay- 
ments, to  reduce  individual  and  business  income  taxes,  and  to  pro- 
vide tax  simplification  and  reform,  having  met,  after  full  and  free 
conference,  have  agreed  to  reconmaend  and  do  recommend  to  their 
respective  Houses  as  follows: 

That  the  Senate  recede  from  its  amendments  numbered  13,  14,  15, 
17,  33,  35,  44,  45,  46,  47,  48,  51,  69,  70,  75,  77,  79,  and  83. 

That  the  House  recede  from  its  disagreement  to  the  amendments  of 
the  Senate  numbered  lA,  2,  3,  6,  7,  8,  9,  10,  11,  12,  16,  18,  19,  21, 
22,  24,  25,  26,  27,  28,  29,  30,  31,  32,  34,  36,  37,  39,  40,  41,  42,  43,  49, 
50,  52,  53,  54,  55,  56,  57,  59,  60,  61,  62,  63,  64,  and  66;  and  agree  to 
the  same. 

Amendment  numbered  1: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  1,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment, insert  the  following: 
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TITLE   I— REDUCTION  AND    SIMPLIFICATION   OF  INDIVIDUAL 

INCOME  TAXES 

Sec.  101.  Change  in  tax  rates  and  tax  tables  to  reflect  'permanent  increase  in  standard 
deduction. 

Sec.  102.  Change  in  definition  of  taxable  income  to  reflect  change  in  ta^  rates  and 
tables. 

Sec.  103.  Extension  of  individual  income  tax  reductions. 
Sec.  104.  Change  in  filing  requirements. 
Sec.  105.  Withholding  tax. 
Sec.  106.  Effective  dates. 

TITLE  II— REDUCTION  IN  BUSINESS  TAXES 

Sec.  201.    Extension  of  certain  corporate  income  tax  reductions. 
Sec.  202.    New  jcbs  credit. 

TITLE  III— PROVISIONS  RELATING   TO  EFFECTIVE  DATES  AND 
OTHER  PROVISIONS  OF  THE  TAX  REFORM  ACT  OF  1976 

Sec.  301.  Effective  date  of  changes  in  the  exclusion  for  sick  pay. 

Sec.  302.  Changes  in  treatment  of  income  earned  abroad  by  United  States  citizens 

living  or  residing  abroad. 

Sec.  303.  Underpayments  of  estimated  tax. 

Sec.  304-  Under  withholding. 

Sec.  305.  Interest  on  underpayments  of  tax. 

Sec.  306.  Use  of  residence  as  day  care  facility. 

Sec.  307.  State  legislators^  travel  expenses  away  from  home. 

Sec.  308.  Treatment  of  intangible  drilling  costs  for  purposes  of  the  minimum  tax. 

Sec.  309.  Transfers  of  partial  interests  in  property  for  conservation  purposes. 

TITLE  IV— MISCELLANEOUS  PROVISIONS 

Sec.  401 '    Authorization  of  additional  appropriations  for  the  work  incentive  program. 

Sec.  402.    Rapid  amortization  of  child  care  facilities. 

Sec.  403.    Election  of  former  retirement  income  credit  provisions  for  1976. 

Sec.  404'    Postponement  of  effective  date  of  changes  made  by  the  Tax  Reform  Act  of 

1976  in  the  method  of  accounting  for  certain  corporations  engaged  in 

farming. 

Sec.  405.    Withholding  tax  on  certain  gambling  winnings. 
Sec.  4O6.    Termination  of  1975  special  payments  to  certain  individuals. 
Sec.  407.    Payments  to  the  governments  of  American  Samoa,  Guam,  and  the  Virgin 
Islands. 

Sec.  4O8.    Withholding  of  county  income  tax  on  Federal  employees. 

TITLE  V— CERTAIN  SOCIAL  SECURITY  ACT  AMENDMENTS 
Sec.  501.    Clarification  of  garnishment  provisions. 

Sec.  502.    Bonding  of  certain  State  or  local  employees;  handling  of  cash  receipts. 
Sec.  503.    Incentive  payments  to  States  and  localities. 
Sec.  504.    Annual  report  of  the  Secretary. 
Sec.  505.    Certain  AFDC  payments. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  4 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  4,  and  agree  to  the  same  with  an  amendment  as 
follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment insert  the  following : 
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INVESTMENT  ANNUITIES 
(Senate  amendment  numbered  83) 

House  bill. — No  provision. 

Senate  amendment. — The  Senate  amendment  postpones  the  effective 
date  of  Internal  Revenue  Service  Revenue  Ruling  77-85  (relating  to 
investment  annuity  contracts)  from  March  9,  1977,  to  March  9,  1978. 

Conference  agreement. — The  conference  agreement  omits  the  Senate 
amendment. 

CERTAIN  SOCIAL  SECURITY  ACT  AMENDMENTS 
(Senate  amendment  numbered  84) 

House  bill. — No  provision. 

Senate  amendment. — The  first  section  of  the  amendment  clarifies 
the  law  which  provides  for  the  garnishment  of  Federal  payment  for 
purposes  of  child  support  and  alimony.  This  section:  (1)  specifically 
authorizes  the  issuance  of  regulations  by  the  three  branches  of  Gov- 
ernment charged  with  administering  the  garnishment  law;  (2)  specifi- 
cally includes  the  District  of  Columbia  under  the  garnishment  provi- 
sions; (3)  provides  specific  conditions  and  procedures  to  be  followed 
under  the  garnishment  provisions  relating  to  service  of  legal  processes ; 
(4)  defines  the  terms  used  in  the  garnishment  provisions;  and  (5) 
sets  a  limit  of  50  percent  on  the  amount  of  wages  subject  to  garnish- 
ment for  child  support  and  alimony  for  a  person  supporting  a  second 
family  and  60  percent  for  a  person  who  is  not  (plus  an  additional  5 
percent  in  each  situation  if  there  are  outstanding  arrearages  under  12 
weeks  old). 

The  second  section  of  the  amendment:  (1)  requires  bonding  of  all 
State  and  local  employees,  or  employees  of  contractors  used  by  agen- 
cies, who  handle  the  collection  of  child  support  payments,  and  (2) 
provides  that  persons  handhng  cash  be  separate  from  those  in  the 
accounting  function. 

The  third  section  of  the  amendment  sets  at  15  percent  the  propor- 
tion of  child  support  payments  retained  by  the  State  in  which  the 
recipient  family  lives  which  will  be  paid  as  an  incentive  to  the  political 
subdivision  within  the  State,  or  to  another  State,  which  makes  the 
collections. 

The  fourth  section  of  the  amendment  relates  to  the  annual  report 
on  the  child  support  program  which  must  be  submitted  to  the  Con- 
gress  by  the  Secretary  of  Health,  Education  and  Welfare.  The  section: 
(1)  lists  the  specific  kinds  of  information  to  be  included  in  the  annual 
report;  (2)  requires  that  an  annual  report  be  submitted  to  the  Con- 
gress within  3  months  of  the  end  of  each  fiscal  year;  and  (3)  requires 
a  special  supplemental  report  on  fiscal  year  1976  and  the  transitional 
quarter  by  June  30,  1977. 

The  fifth  section :  validates  a  letter  of  exception  by  the  Department 
of  Health,  Education,  and  Welfare  to  Georgia  dated  January  22, 
1976,  permitting  that  State  until  the  end  of  calendar  year  1976  to 
work  out  a  problem  of  interpretation  concerning  the  treatment  of 
child  support  collections  for  purposes  of  reimbursement. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 
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EXTENSION  OF  COUNTERCYCLICAL  REVENUE  SHARING 
(Senate  amendment  numbered  85) 

House  bill. — No  provision. 

Senate  amendment — The  Senate  amendment  extends  and  makes 
some  minor  technical  revisions  in  the  current  countercycUcal  revenue 
sharing  legislation  which  expires  September  30,  1977.  The  ceiling  on 
the  aggregate  authorization  under  current  law  occurred  in  April  1977 
with  a  distribution  of  $60  milhon  to  eHgible  State  and  local  govern- 
ments. Accordingly,  no  more  payments  can  be  made  under  current 
law.  Under  the  Senate  amendment,  up  to  $1  biUion  in  additional 
funding  is  authorized  for  fiscal  year  1977,  and  up  to  $2.25  biUion  is 
authorized  for  fiscal  year  1978.  The  aggregate  amount  to  be  provided 
is  amended  to  depend  on  tenths  of  unemployment  percentages  rather 
than  half  percentage  points.  Currently,  each  half  percentage  point  by 
which  the  national  unemployment  rate  exceeds  6  percent,  generates 
$62.5  million. 

The  amendment  provides  that  each  tenth  of  a  percentage  point 
generate  $30  million  for  allocation  in  addition  to  the  basic  $125  milhon. 
The  amendment  further  provides  that  payments  be  made  to  Puerto 
Rico  and  the  Virgin  Islands  on  a  formula  basis.  The  amount  to  be 
distributed  equals  1  percent  of  the  national  aggregate  amount  and  is 
in  addition  to  the  national  amount.  Allocation  between  Puerto  Rico 
and  the  Virgin  Islands  is  based  on  their  relative  population  size,  as 
determined  by  the  Bureau  of  the  Census. 

The  Senate  amendment  updates  the  data  to  be  used  in  the  formula. 
Currently,  the  formula  uses  the  unemployment  rate  in  excess  of  5.4 
percent  and  the  fiscal  year  1976  revenue  sharing  entitlement  payments. 
The  amendment  provides  that  more  up  to  date  entitlement  payment 
data  be  utilized. 

GonjerevAie  agreement. — This  amendment  was  reported  in  technical 
disagreement. 

Al  Ullman, 
James  A.  Burke, 
Dan  Rostenkowski, 
Charles  Vanik, 
Omar  Burleson, 
Barber  B.  Conable,  Jr., 
John  J.  Duncan, 

Managers  on  ike  Part  oj  the  House, 
Russell  Long, 
Herman  Talmadqe, 
Abraham  Ribicoff, 
Harry  F.  Byrd,  Jr., 
Lloyd  Bentsen, 
Floyd  K.  Haskell, 

Managers  on  the  Part  oj  the  Senate, 
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91  STAT.  255 


Public  Law  95-59 
)5th  Congress 


An  Act 


Tor  the  relief  of  Smith  College,  Northampton,  Massachusetts,  and  for  other 

purposes. 

Be  it  enacted  by  the  iSenate  and  House  of  Representatives  of  the 
Ignited  States  of  America  in  Congress  assembled^  That  the  Secretary 
)f  the  Treasury  shall  admit  free  of  duty  thirty-three  carillon  bells 
[including  all  accompanying  parts  and  accessories)  for  the  use  of 
^mith  College,  Northampton,  Massachusetts,  such  bells  being  provided 
)y  the  Paccard  Fonderie  de  Cloches,  Annecy,  France. 

Sec.  2.  If  the  liquidation  of  the  entry  for  consumption  of  any  article 
;ubject  to  the  provisions  of  the  first  section  of  this  Act  has  become 
inal,  such  entry  shall  be  reliquidated  and  the  appropriate  refund  of 
luty  shall  be  made. 


June  30,  1977 
[H.R.  1404] 


Smith  College, 
Northampton, 
Mass.;  Social 
Security  Act. 
Amendments. 


^OOD  STAMP  ELIGIBILITY  FOR  SUPPLEMENTAL  SECURITY  INCOME  RECIPIENTS 

Sec.  3.  Effective  July  1,  1977,  section  8  of  Public  Law  93-233  is 
imended  by  striking  out  "June  30,  1977"  where  it  appears — 

(1)  in  the  matter  preceding  the  colon  in  subsection  (a)  (1),  and 
in  the  new  sentence  added  by  such  subsection,  and 

(2)  in  subsections  (a)(2),  (b)(1),  (b)(2),  (b)(3),  and  (f), 
md  by  inserting  in  lieu  thereof  in  each  instance  "September  30, 1978". 

EXTENSION  OF  FEDERAL  FUNDS  FOR  CHILD  SUPPORT  COLLECTION  AND  PATER- 
NITY ESTABLISHMENT  SERVICES  PROVIDED  FOR  PERSONS  NOT  RECEIVING 
AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN 

Sec.  4.  Section  455  (a)  of  the  Social  Security  Act  is  amended  by  strik-  42  USC  655. 
ng  out  "June  30,  1977"  in  the  matter  following  paragraph  (2)  and 
nserting  in  lieu  thereof  "September  30, 1978". 

EXTENSION  OF  TIME  FOR  MAKING  REPORT  BY  SECRETARY  REGARDING  CHILD 
DAY  CARE  SERVICES  STANDARDS 

Sec.  5.  Section  2002(a)(9)(B)  of  the  Social  Security  Act  is  42  USC  1397a. 
imended  by  striking  out  "July  1,  1977"  and  inserting  in  lieu  thereof 
'April  1, 1978". 


7  USC  2012. 


7  USC  612c  note. 
7  USC  1431  note. 
7  USC  612c  note. 
7  USC  1382e 
note. 
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42  use  1396b 
note. 

42  use  1396b. 


42  use  1396  et 
seq 


DEFERRAL    OF    IMPLEMENTATION    OF    CERTAIN    DECREASES    IN  MEDICA 

MATCHING  FUNDS 

Sec.  6.  Notwithstanding  the  provisions  of  subsection  (g)  of  se 
tion  1903  of  the  Social  Security  Act,  the  amount  payable  to  ar 
State  for  the  calendar  quarters  during  the  period  comniencin 
April  1,  1977,  and  ending  September  30,  1977,  on  account  of  expend 
tures  made  under  a  State  plan  approved  under  title  XIX  of  sue 
Act,  shall  not  be  decreased  by  reason  of  the  application  of  tl 
provisions  of  such  subsection  with  respect  to  any  period  for  whic 
such  State  plan  was  in  operation  prior  to  April  1,  1977. 


Approved  June  30,  1977 


LEGISLATIVE  HISTORY: 

HOUSE  REPORT  No.  95-80  (eomm.  on  Ways  and  Means). 
SENATE  REPORT  No.  95-290  (eomm.  on  Finance). 
eONGRESSIONAL  REeORD,  Vol.  123  (1977): 

Mar.  21,  considered  and  passed  House. 

June  28,  considered  and  passed  Senate,  amended. 

June  30,  House  agreed  to  Senate  amendment. 


buse  Report  95-80 

b  material  re  social  security  in  this  report. 


Calendar  No.  276 

95th  Congress    )              SENATE  (  Keport 

IstSemm       )   |         No.  95-298 


FOR  THE  RELIEF  OF  SMITH  COLLEGE, 
NORTHAMPTON,  MASS. 


June  24  (legislative  day.  May  18),  1977. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  1404] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
1404)  for  the  relief  of  Smith  College,  Northampton,  Mass.,  having 
considered  the  same,  reports  favorably  thereon,  with  an  amendment 
and  an  amendment  to  the  title,  and  recommends  that  the  bill  as 
amended  do  pass. 

I.  Summary  of  the  Bill 

The  bill,  as  passed  by  the  House  of  Representatives,  provides  for 
the  refund  of  duty  paid  by  Smith  College  on  the  importation  of  bells 
needed  to  repair  its  carillon.  The  committee  made  no  change  in  the 
House-passed  provisions.  The  committee  added  to  the  bill,  however, 
an  amendment  dealing  with  four  matters  requiring  action  before 
July  1, 1977,  as  follows : 

Food  stamp  eligibility  for  SSI  recipients. — The  committee  amend- 
ment will  extend  for  15  months  (through  September  30, 1978)  tempo- 
rary provisions  of  existing  law  which  govern  the  eligibility  for  food 
stamps  of  persons  who  receive  benefits  under  the  supplemental  secu- 
rity income  (SSI)  program.  Under  the  existing  temporary  provisions 
which  are  continued  by  the  committee  amendment,  SSI  recipients  in 
all  States  except  California  and  Massachusetts  are  eligible  for  food 
stamps. 

Funding  of  child  support  program  for  nonwelfare  families. — State 
child  support  programs  provide  assistance  to  families  in  establishing 
the  paternity  of  children  and  obtaining  support  for  them  from  absent 
parents.  These  child  support  services  are  available  to  both  welfare  and 
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monwelfare  families  and  Federal  matching  funds  are  now  provided 
for  the  costs  of  serving  both  types  of  families.  Effective  July  1, 1977, 
however,  current  law  would  cease  to  provide  Federal  matching  in  the 
•case  of  child  support  services  for  nonwelf are  families.  The  committee 
amendment  would  continue  Federal  matching  for  such  services  to  non- 
welfare  families  for  an  additional  15  months — ^through  the  end  of  fis- 
cal year  1978. 

Extension  of  deadline  for  child  care  study. — Title  XX  of  the  Social 
Security  Act  requires  the  Secretary  of  Health,  Education,  and  Wel- 
fare to  report  to  the  Congress  on  the  appropriateness  of  child  care 
standards  mandated  by  that  title  and  on  his  recommendations  for  any 
changes  in  those  standards.  The  deadline  for  this  report  is  July  1, 1977, 
under  present  law.  The  committee  amendment  to  the  bill  would  extend 
that  deadline  to  April  1, 1977. 

Barring  of  certain  meclicaid  decreases. — A  provision  of  the  medic- 
aid statute  calls  for  a  reduction  in  State  medicaid  matching  funds  in 
cases  where  the  State  does  not  conduct  regular  independent  profes- 
sional evaluations  of  patients  in  skilled  nursing  homes,  intermediate 
care  facilities,  and  mental  hospitals.  This  provision  has  not  previously 
been  applied  but  the  Department  of  Health,  Education,  and  Welfare 
has  announced  its  intention  of  reducing  payments  to  States  starting 
Avith  the  July-September  1977  quarter.  The  committee  amendment 
would  bar  any  such  reductions  prior  to  October  1, 1977,  by  which  time 
it  is  anticipated  that  pending  legislation  related  to  this  problem  will 
have  been  considered. 

II.  General  Explanation  of  the  Bill 

A.  REFUND  or  DUTY  ON  CARILLON  BELLS  FOR  USE  OF  SMITH  COLLEGE 

Sections  1  and  2  of  the  hill 

The  purpose  of  the  duty-free  provision  of  H.R.  1404  is  to  enable 
Smith  College  to  obtain  a  refund  of  the  duties  it  has  paid  on  the  bells 
necessary  to  repair  its  carillon.  The  Paccard  Bell  Foundry  in  France 
supplied  the  original  bells.  Apparently,  Paccard  is  the  only  source  of 
the  new  bells  since  they  must  match  those  presently  in  place. 

Under  present  law,  the  bells  specified  in  the  proposed  bill  would  be 
classified  under  item  725.36  TSUS  and  dutiable  at  7  percent  ad 
valorem.  The  proposed  legislation  would  permit  the  one-time  entry  of 
these  items  free  of  duty  for  use  of  Smith  College,  Northampton,  Mass. 

Section  1  directs  the  Secretary  of  the  Treasury  to  admit  free  of  duty 
33  carillon  bells  (including  accompanying  parts  and  accessories)  for 
the  use  of  Smith  College,  Northampton,  Mass. 

Section  2  provides  for  a  refund  of  duty  if  there  has  been  a  final 
liquidation  of  the  entry  of  any  article  subject  to  the  provisions  of 
section  1. 

The  Treasury  Department  submitted  a  report  with  no  objections. 
The  International  Trade  Commission  submitted  an  information 
report. 

No  objections  to  sections  1  and  2  of  this  legislation  have  been  re- 
ceived by  the  committee  from  any  source. 
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B.  FOOD  STAMP  ELIGIBILITY  FOR  RECIPIENTS  OF  SUPPLEMENTAL  SECURITY 

INCOME  (SSI) 

^Section  3  of  the  hill 

Under  existing  law,  supplemental  security  income  (SSI)  recipients 
are  generally  eligible  for  food  stamp  program  benefits  in  all  States 
except  Massachusetts  and  California.  In  Massachusetts,  the  State  re- 
ceives a  special  Federal  payment  designed  to  compensate  the  State  for 
paying  an  increased  cash  supplement  to  SSI  recipients  in  lieu  of  food 
stamps.  In  California,  although  there  is  no  longer  a  Federal  payment, 
legislation  was  enacted  in  1976  at  the  request  of  the  State  to  continue 
the  ineligibility  of  SSI  recipients  for  food  stamps  because  the  State 
prefers  to  continue  paying  an  increased  cash  supplement  in  lieu  of  food 
stamps. 

The  existing  situation,  however,  is  based  on  temporary  legislation 
which  expires  as  of  June  30,  1977.  After  that  date,  the  eligibility 
•of  SSI  recipients  in  all  States  would  be  governed  by  legislation  which 
was  enacted  in  the  93d  Congress  but  which  has  never  been  permitted  to 
go  into  effect.  Under  that  legislation,  each  individual's  eligibility  for 
food  stamps  would  be  determined  by  a  complex  process  involving  the 
measurement  of  his  present  income  with  and  without  food  stamps 
against  the  income  he  would  have  had  under  the  State  welfare  pro- 
grams which  were  repealed  at  the  end  of  1973.  It  is  generally  believed 
that  the  provisions  of  the  permanent  law  would  be  administratively 
unworkable.  For  this  reason,  the  temporary  provisions  now  in  effect 
have  been  extended  several  times.  General  food  stamp  legislation 
passed  by  the  Senate  earlier  this  year  would  permanently  resolve  tliis 
issue.  It  appears  that  this  legislation  will  not  be  enacted,  however,  be- 
fore the  June  30, 1977,  expiration  of  the  present  temporary  provisions. 
For  this  reason,  the  committee  amendment  simply  extends  the  existing 
provisions  for  an  additional  period  of  time.  The  extension  under  the 
committee  amendment  would  cover  the  15  months  starting  July  1, 1977, 
and  carrying  through  the  end  of  fiscal  year  1978  (September  30, 1978). 

C.  CHILD  support:  FEDERAL  FUNDS  FOR  SERVICES  PROVIDED  TO  PERSONS 

NOT  RECEIVING  AFDC 

Section  4-  of  the  hill 

On  June  30,  1977,  the  authorization  will  expire  for  Federal  match- 
ing funds  for  the  costs  of  child  support  collection  and  paternity  estab- 
lishment services  provided  by  States  to  individuals  not  receiving  aid 
to  families  with  dependent  children. 

The  committee  amendment  would  extend  the  authorization  for  Fed- 
eral matching  to  October  1,  1978.  The  15-month  extension  of  the 
present  law  provision  will  assure  that  there  will  be  no  disruption  in 
the  operation  of  existing  State  programs. 

The  committee  has  been  advised  that  in  the  last  year.  State  child  sup- 
port a^^encies  collected  over  $300  million  for  families  with  children  who 
were  not  receiving  aid  to  families  with  dependent  children.  Many  of 
these  families  might  have  been  forced  to  go  on  welfare  if  they  had  not 
had  the  benefit  of  these  child  support  services.  The  amendment  would 
promote  the  purpose  of  the  child  support  legislation  to  assist  families 
in  receiving  financial  support  from  legally  responsible  parents  and  to 
reduce  the  need  for  welfare  assistance. 
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•!).  EXTENSTOlSr  OF  REPORTING  DATE  FOR  CHILD  CARE3  APPROPRIATENESS  STUDY 

Section  5  of  the  hill 

The  Social  Services  Amendment  of  1974  (Public  Law  93-647)  sub- 
stantially revised  the  social  services  program  under  a  new  title  (XX) 
of  the  Social  Security  Act.  The  1974  legislation  included  a  number  of 
requirements  for  child  care  funded  under  the  title  XX  program.  It 
also  directed  the  Secretary  of  Health,  Education,  and  Welfare  to  sub- 
mit an  evaluation  of  the  appropriateness  of  the  child  care  requirements 
Included  in  title  XX  including  any  recommended  changes  in  those 
requirements.  The  statute  specifies  that  this  evaluation  be  sent  to  Con- 
gress during  the  first  6  months  of  1977.  The  Secretary  is  authorized  to 
modify  the  requirements  by  regulation  no  earlier  than  90  days  after 
the  report  has  been  submitted. 

Although  the  law  requires  the  report  to  be  submitted  by  the  end  of 
June  1977,  major  ongoing  studies  of  child  care  which  the  Department 
believes  should  be  considered  as  a  part  of  that  report  will  not  be  com- 
pleted by  then.  The  question  of  what  are  the  most  appropriate  Federal 
requirements  for  child  care  has  been  a  source  of  continuing  debate  over 
the  past  several  years.  The  Federal  staffing  standards  which  will  be 
l>ased  on  the  Department's  report  may  involve  hundreds  of  millions  of 
dollars  in  additional  staffing  costs.  For  this  reason,  the  committee  be- 
lieves that  the  Department's  evaluation  report  on  this  subject  should 
be  based  on  thorough  study.  The  committee  amendment  would  extend 
until  April  1,  1978,  the  deadline  for  the  submission  of  that  report. 

E.  PROHIBITION  AGAINST  REDUCTION  IN  FEDERAL  MEDICAID  MATCHING 
PAYMENTS  TO  STATES,  FOR  QUARTER  BEGINNING  JULY,  19  77,  BECAUSE 
OF  FAILURE  TO  COMPLY  WITH  STATUTORY  REQUIREMENTS  THAT  NURS- 
ING HOME  PATIENTS  BE  REGULARLY  EVALUATED 

Section  6  of  the  hill 

Present  law  requires  that  States  conduct  regular  independent  pro- 
fessional evaluation  of  medicaid  patients  in  skilled  nursing  and  inter- 
mediate care  facilities  and  in  mental  hospitals.  Under  the  1972  Social 
Security  Amendments,  Federal  matching  payments  are  to  be  auto- 
matically reduced  by  one-third  for  patients  who  are  in  skilled  nursing 
homes  or  intermediate  care  facilities  for  more  than  60  days.  The  re- 
duced matching  does  not  occur  where  a  State  demonstrates  that  it  is 
satisfactorily  undertaking  the  required  regular  independent  review 
of  all  patients  in  all  facilities. 

The  administration  proposed  and  the  House  agreed  in  1972  to  an 
automatic  reduction  in  matching  regardless  of  whether  proper  patient 
review  obtained.  The  Finance  Committee  modified  the  provision  to 
continue  full  matching  where  the  patient  review  was  undertaken.  The 
Senate  and  House  conferees  agreed  with  the  Finance  Committee 
position. 

The  independent  review  requirements  were  first  enacted  in  1967 
T3ecause  of  numerous  HEW  Audit  Agency  and  GAO  reports  indicating 
widespread  inappropriate  placement  of  medicaid  patients  in  institu- 
tions. The  1972  amendments  included  the  reduced  matching  provision 
because  of  the  continued  failure  by  many  States  to  conduct  the  required 
patient  review. 
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HEW  will  reduce  Federal  medicaid  payments  to  20  States  for  the 
July  1977  quarter  by  a  total  of  $142  million  for  failure  to  comply 
with  the  independent  professional  review  requirements  during  the 
first  calendar  quarter  of  this  year.  The  essential  problem  is  the  severity 
of  the  reductions  in  terms  of  State  budgetary  difficulties  balanced 
against  the  need  to  assure  that  Federal  funds  are  expended  only  for 
patients  receiving  proper  care  in  a  proper  setting. 

Present  law  does  not  distinguish  between  significant  and  nominal 
noncompliance — the  reductions  are  across  the  board.  For  example,  in 
Kansas,  only  13  out  of  385  facilities  were  not  reviewed  in  timely 
fashion ;  in  Nebraska,  only  5  out  of  249  were  missed ;  in  Indiana,  only 
1  out  of  a  total  of  511  facilities;  and  in  New  Jersey,  only  2  facilities 
out  of  425  were  not  completed  on  time. 

However,  there  was  substantial  noncompliance  in  other  States.  Ohio 
missed  408  out  of  728  facilities ;  New  York  failed  in  199  facilities  out 
of  825 ;  and  212  facilities  out  of  1,543  were  not  reviewed  on  time  in 
California. 

The  committee  expects  to  have  before  it  in  the  near  future  legisla- 
tion affecting  medicaid  that  will  provide  the  Senate  with  an  oppor- 
tunity to  consider  and  develop  permanent  changes  in  current  law  rela- 
tive to  review  requirements  and  reductions  for  noncompliance.  To 
assure  the  time  necessary  to  undertake  statutory  changes,  the  amend- 
ment approved  by  the  committee  prevents  any  reduction  in  Federal 
matching  payments  to  States  in  the  quarter  beginning  July  1  because 
of  any  prior  noncompliance  with  the  patient  review  requirements. 

The  committee  understands  that  the  Department  of  Health,  Edu- 
cation, and  Welfare  has  begun  to  make  the  July  1  grant  awards  to 
States.  The  grant  awards  made  to  at  least  five  States  have  been  re- 
duced in  accordance  with  section  1903(g).  However,  since  the  amend- 
ment approved  by  the  committee  would  postpone  any  reduction  in 
payments  to  States  until  October  1,  1977,  the  committee  expects  that 
HEW  will  make  a  supplemental  grant  award  to  restore  funds  to 
these  States  and  to  any  other  States  whose  grant  awards  might  be 
reduced  for  noncompliance  with  1903(g)  either  before  or  subsequent 
to  enactment  of  this  amendment. 

III.  Budgetary  Iotact  of  the  Bell 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganiza- 
tion Act,  and  sections  302(a)  and  403  of  the  Congressional  Budget 
Act,  the  following  statements  are  made  relative  to  the  cost  and  revenue 
impact  of  the  bill. 

A.  REVENUE  IMPACT 

The  committee  estimates  that  the  cost  of  carrying  out  sections  1 
and  2  will  be  a  one-time  revenue  loss  in  customs  revenue  $2,250. 

B.  COST  OF  PROVISIONS  RELATING  TO  SUPPLEMENTAL  SECURITY  INCOME,. 
FOOD  STAIVIP,  SOCIAL  SERVICES,  CHILD  SUPPORT,  AND  MEDICAL  ASSISTANCE 
PROGRAMS 

^  The  following  estimates  are  made  by  the  committee  after  consulta- 
tion with  the  Congressional  Budget  Office.  No  estimate  pursuant  tO' 
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section  403  of  the  Congressional  Budget  Act  has  been  received  as  of 
the  time  the  bill  is  being  reported. 

The  committee  understands  that  the  provisions  of  the  bill  relating 
to  the  supplemental  security  income,  food  stamp,  social  services,  child 
support,  and  medical  assistance  programs  would  not  change  the  pres- 
ent law  estimates  used  by  the  Budget  Committees  for  purposes  of  the 
congressional  budget  process  since  those  estimates  are  based  on  a  con- 
tinuation of  current  policy  in  each  of  these  programs  and  since  the 
provisions  in  the  bill  simply  extend  the  application  of  current  policy 
which  would  otherwise  be  altered  by  the  expiration  of  temporary 
legislation  (in  the  case  of  the  supplemental  security  income,  social 
services,  and  child  support  programs)  or  by  changes  in  administra- 
tive policy  (in  the  case  of  the  medical  assistance  program).  The  costs 
of  these  provisions  are  similarly  included  within  the  present  law  totals 
shown  in  the  most  recent  budget  allocation  reports  of  this  committee 
under  section  302  of  the  Congressional  Budget  Act. 

The  provisions  of  the  bill  relating  to  these  programs,  therefore,  are 
considered  to  have  no  budgetary  impact  for  purposes  of  the  congres- 
sional budget  process.  By  comparison  with  present  law,  however,  the 
provisions  would  have  an  impact  as  follows  in  fiscal  year  1977  and 
1978.  (None  of  the  provisions  affect  fiscal  years  after  1978.) 

Supplemental  security  income  provision, — If  present  permanent  law 
were  allowed  to  become  effective,  the  cost  of  the  food  stamp  program 
would  be  changed  since  some  individuals  in  California  and  Massachu- 
setts might  become  eligible  for  the  program  while  many  individuals  in 
other  States  would  lose  eligibility.  Administrative  costs  would  be  in- 
creased since  a  complex  eligibility  determination  would  be  required 
in  every  case.  No  estimate  is  available  of  the  net  amount  of  the  change 
in  program  costs  which  would  occur  if  the  present  temporary  provi- 
sions were  not  extended  as  proposed  in  this  bill. 

Social  services  program. — ^The  committee  estimates  that  the  provi- 
sion relating  to  the  submission  of  a  report  by  the  Department  of 
Health,  Education,  and  Welfare  on  child  care  requirements  involves 
no  cost. 

Child  support  program, — The  committee  estimates  that  the  provi- 
sions related  to  Federal  matching  for  child  support  services  will  have 
gross  costs  of  about  $7  million  in  fiscal  year  1977  and  $27  million  in 
fiscal  year  1978.  Legislation  enacted  earlier  this  year  (Public  Law 
95-19)  included  amendments  to  the  child  support  program  estimated 
to  reduce  Federal  expenditures  under  that  program  by  about  $26  mil- 
lion in  fiscal  year  1978.  Taken  together  and  combined  with  the  expected 
impact  of  the  child  support  services  in  making  it  unnecessary  in  some 
cases  for  families  to  become  dependent  upon  aid  to  families  with  de- 
pendent children,  the  committee  believes  that  the  provisions  will  re- 
sult in  no  net  increase  in  Federal  spending. 

Medicaid  program.— Undi^Y  existing  law,  the  administration  plans 
to  mstitute  a  reduction  in  funding  for  certain  States  which  would  re- 
duce Federal  medicaid  expenditures  by  an  estimated  $142  million.  The 
committee  bill  will  prevent  any  reduction  from  being  applied  durino- 
the  July-September  1977  quarter.  The  provision  has  no  cost  impact  m 
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IV.  Vote  of  Committee  in  Reporting  the  Bill 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946,  the  committee  states  that  the  bill,  as  amended,  was  or- 
dered favorably  reported  by  voice  vote. 

V.  Regulatory  Impact  of  the  Bill 

In  compliance  with  paragraph  5  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  the  committee  states  that  the  sections  1  and  2  of 
the  bill  will  not  regulate  any  individuals  or  businesses. 

Sections  3  through  6  of  the  bill  are  extensions  of  existing  law  and 
thus  involve  no  new  regulatory  impact. 

VI.  Changes  in  Existing  Law  Made  by  the  Bill,  As  Reported 

In  compliance  with  subsection  (4)  of  rule  XXIX  of  the  standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted 
is  enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman) : 

PUBLIC  LAW  93-233,  AS  AMENDED 

eligibility  of  supplemental  security  income  recipients  for  food 

stamps 

Sec.  8.  (a)(1)  Section  3(e)  of  the  Food  Stamp  Act  of  1964  is 
amended  effective  only  for  the  period  ending  [June  30,  1977]  Ref- 
teniber  30^  1978  to  read  as  it  did  before  amendment  by  Public  Law 

92-  603  and  Public  Law  93-86,  but  with  the  addition  of  the  following 
new  sentence  at  the  end  thereof:  "For  the  period  ending  [June  30, 
1977 J  September  30^  1978  no  individual,  who  receives  supplemental 
security  income  benefits  under  title  XVI  of  the  Social  Security  Act, 
State  supplementary  payments  described  in  section  1616  of  such  Act, 
or  payments  of  the  type  referred  to  in  section  212(a)  of  Public  Law 

93-  66,  shall  be  considered  to  be  a  member  of  a  household  or  an  elderly 
person  for  purposes  of  this  Act  for  any  month  during  such  period,  if, 
for  such  month,  such  individual  resides  in  a  State  which  provides 
State  supplementary  payments  (A)  of  the  type  described  in  section 
1616(a)  of  the  Social  Security  Act,  and  (B)  the  level  of  which  has 
been  found  by  the  Secretary  of  Health,  Education,  and  Welfare  to 
have  been  specifically  increased  so  as  to  include  the  bonus  value  of 
food  stamps.". 

(2)  Section  3(b)  of  Public  Law  93-86  shall  not  be  effective  for  the 
period  ending  [June  30, 1977]  Bef  teniber  30, 1978. 

(b)  (1)  Section  4(c)  of  Public  Law  93-86  shall  not  be  effective  for 
the  period  ending  [June  30, 1977]  Septerriber30, 1978. 

(2)  The  last  sentence  of  section  416  of  the  Act  of  October  21, 1949 
(as  added  by  section  411(g)  of  Public  Law  92-603)  shall  not  be  effec- 
tive for  the  "period  ending  [June  30, 1977]  September  30, 1978, 
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(3)  For  the  period  ending  [June  30,  1977]  September  30^  1978,  no 
individual  who  receives  supplemental  security  income  benefits  under 
title  XVI  of  the  Social  Security  Act,  State  supplementary  payments 
described  in  section  1616  of  such  Act,  or  payments  of  the  type  referred 
to  in  section  212(a)  of  Public  Law  93-66,  shall  be  considered  to  be  a 
member  of  a  household  for  any  purpose  of  the  food  distribution  pro- 
gram for  families  under  section  32  of  Public  Law  74-320,  section  416  of 
the  Agricultural  Act  of  1949,  or  any  other  law,  for  any  month  during 
such  period,  if,  for  such  month,  such  individual  resides  in  a  State 
which  provides  State  supplementary  payments  (A)  of  the  type  de- 
scribed in  section  1616(a)  of  the  Social  Security  Act,  and  (B)  the 
level  of  which  has  been  found  by  the  Secretary  of  Health,  Education, 
and  Welfare  to  have  been  specifically  increased  so  as  to  include  the 
bonus  value  of  food  stamps. 

(c)  For  purposes  of  the  last  sentence  of  section  3(e)  of  the  Food 
Stamp  Act  of  1964  (as  amended  by  subsection  (a)  of  this  section)  and 
subsections  (b)  (3)  and  (f )  of  this  section,  the  level  of  State  supple- 
mentary payment  under  section  1616(a)  shall  be  found  by  the  Secre- 
tary to  have  been  specifically  increased  so  as  to  include  the  bonus  value 
of  food  stamps  (1)  only  if,  prior  to  October  1,  1973,  the  State  has 
entered  into  an  agreement  with  the  Secretary  or  taken  other  positive 
steps  which  demonstrate  its  intention  to  provide  supplementary  pay- 
ments under  section  1616(a)  at  a  level  which  is  at  least  equal  to  the 
maximum  level  which  can  be  determined  under  section  401(b)  (1)  of 
the  Social  Security  Amendments  of  1972  and  which  is  such  that  the 
limitation  on  State  fiscal  liability  under  section  401  does  result  in  a 
reduction  in  the  amount  which  would  otherwise  be  payable  to  the 
Secretary  by  the  State,  and  (2)  only  with  respect  to  such  months  as 
the  State  may,  at  its  option,  elect. 

(d)  Upon  the  request  of  the  State  of  California  the  Secretary  shall 
find,  for  purposes  of  the  provisions  specified  in  subsection  (c)  of  this 
section,  that  the  level  of  such  State's  supplementary  payments  of  the 
type  described  in  section  1616(a)  of  the  Social  Security  Act  has  been 
specifically  increased  for  any  month  after  June  1976  so  as  to  include 
the  bonus  value  of  food  stamps  if — 

(1)  the  State  law  as  in  effect  for  such  month  specifically  pro- 
vides for  increases  in  such  payments  on  account  of  increases  in  the 
level  of'  benefits  payable  under  title  XVI  of  the  Social  Security 
Act  in  a  manner  designed  to  assure  that,  whenever  a  cost-of-living 
increase  in  the  level  of  benefits  payable  under  such  title  XVI  be- 
comes effective  for  any  month  after  June  1976,  the  amount  of  the 
State  supplementary  payment  payable,  for  each  month  with 
respect  to  which  such  cost-of-living  increase  is  effective,  to  any 
individual  or  to  any  individual  with  an  eligible  spouse,  will  be 
increased  by  such  amount  as  is  necessary  to  assure  that — 

(A)  the  aggregate  of  (i)  the  amount  payable  for  such 
month  to  such  individual,  or  to  such  individual  with  an 
eligible  spouse,  under  such  title  XVI,  and  (ii)  the  amount 
payable  for  such  month  to  such  individual,  or  to  such  indi- 
vidual with  an  eligible  spouse,  under  the  State's  supplemen- 
tary payments  program, 
will  exceed,  by  an  amount  which  is  not  less  than  the  monthly 
amount  of  such  cost-of-living  increase  (plus  the  monthly  amount 
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of  any  previous  cost-of-living  increases  in  th^  level  of  benefits 
payable  under  title  XVI  of  the  Social  Security  Act  which  became 
effective  for  months  after  June  1976 ) — 

(B)  the  aggregate  of  the  amounts  which  would  otherwise 
have  been  payable,  to  such  individual  (or  to  such  individual 
with  an  eligible  spouse) ,  under  such  title  XVI  and  under  the 
State's  supplementary  payments  program  for  such  month 
under  the  law  as  in  effect  on  June  1, 1976;  and 
(2)  such  month  is  (A)  the  month  of  July  1976,  or  (B)  a 
month  thereafter  which  is  in  a  period  of  consecutive  months  the 
first  of  which  is  July  1976  and  each  of  which  is  a  month  with 
respect  to  which  the  conditions  of  paragraph  (1)  are  met. 
As  used  in  this  subsection,  the  term  "cost-of-living  increase  in  the  level 
of  benefits  payable  under  title  XVI  of  the  Social  Security  Act"  means 
an  increase  in  benefits  payable  under  such  title  XVI  by  reason  of  the 
operation  of  section  1617  of  such  Act;  except  that  the  cost-of-living 
increase  in  the  level  of  benefits  payable  under  such  title  XVI  which 
became  effective  for  the  month  of  July  1976  shall  be  deemed  (for 
purposes  of  determining  the  amount  of  the  required  excess  referred  to 
in  the  matter  following  subparagraph  (A)  and  preceding  subpara- 
graph (B)  in  paragraph  (1))  to  have  provided  an  increase  of  $3.00 
per  month  in  the  case  of  an  individual  without  an  eligible  spouse  and 
$4.50  per  month  in  the  case  of  an  individual  with  an  eligible  spouse. 

(e)  Section  401(b)  (1)  of  the  Social  Security  Amendments  of  1972 
is  amended  by  striking  out  everything  after  the  word  "exceed"  and 
inserting  in  lieu  thereof:  "a  payment  level  modification  (as  defined  in 
paragraph  (2)  of  this  subsection)  with  respect  to  such  plans." 

(f )  The  amendment  made  by  subsection  (e)  shall  be  effective  only 
for  the  period  ending  [June  30, 1977]  September  30^  1978^  except  that 
such  amendment  shall  not  during  such  period,  be  effective  in  any  State 
which  provides  supplementary  payments  of  the  type  described  in  sec- 
tion 1616(a)  of  the  Social  Security  Act  the  level  of  which  has  been 
found  by  the  Secretary  to  have  been  specifically  increased  so  as  to  in- 
clude the  bonus  value  of  food  stamps. 

«  «  *  >i»  *  «  * 

SOCIAL  SECUKITY  ACT 

Title  IV — Grants  to  States  for  Aid  and  Services  to  Needt 
Families  With  Children  and  for  Child- Welfare  Services 

*  ♦  «  «  *  *  « 

part  D  CHILD  SUPPORT  AND  ESTABLISHMENT  OF  PATERNITY 

4 

PAYMENTS  TO  STATES 

Sec.  455.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
shall  pay  to  each  State  for  each  quarter,  beginning  with  the  quarter 
commencing  July  1, 1975,  an  amount — 
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(1)  equal  to  75  percent  of  the  total  amounts  expended  by  such 
State  during  such  quarter  for  the  operation  of  the  plan  approved 
under  section  454,  and 

(2)  equal  to  50  percent  of  the  total  amounts  expended  by  such 
State  during  such  quarter  for  the  operation  of  a  plan  which  meets 
the  conditions  of  section  454  except  as  is  provided  by  a  waiver 
by  the  Secretary  which  is  granted  pursuant  to  specific  authority 
set  forth  in  the  law ; 

except  that  no  amount  shall  be  paid  to  any  State  on  account  of  furnish- 
ing child  support  collection  or  paternity  determination  services  (other 
than  the  parent  locator  services)  to  individuals  under  section  454(6) 
during  any  period  beginning  after  [June  30,  1977]  September  30^ 
1978. 

(b)  (1)  Prior  to  the  beginning  of  each  quarter,  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsection 
(a)  for  such  quarter,  such  estimates  to  be  based  on  (A)  a  report  filed 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  expended 
in  such  quarter  in  accordance  with  the  provisions  of  such  subsection, 
and  stating  the  amount  appropriated  or  made  available  by  the  State 
and  its  political  subdivisions  for  such  expenditures  in  such  quarter, 
and  if  such  amount  is  less  than  the  State's  proportionate  share  of  the 
total  sum  of  such  estimated  expenditures,  the  source  or  sources  from 
which  the  difference  is  expected  to  be  derived,  and  (B)  such  other 
investigation  as  the  Secretary  may  find  necessary. 

(2)  The  Secretary  shall  then  pay,  in  such  installments  as  he  may 
determine,  to  the  State  the  amount  so  estimated,  reduced  or  increased 
to  the  extent  of  any  overpayment  or  underpayment  which  the  Secretary 
determines  was  made  under  this  section  to  such  State  for  any  prior 
quarter  and  with  respect  to  which  adjustment  has  not  already  been 
made  under  this  subsection. 

(3)  Upon  the  making  of  any  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this  sec- 
tion shall  be  deemed  obligated. 

«  4e  *  *  ♦  «  * 

Title  XX — ^Grants  to  States  For  Services 

«  *  ♦  4t  «  *  ♦ 

PAYMENTS  TO  STATES 

Sec.  2002.  (a)  (1)  *  *  * 

(9)  (A)  No  payment  may  be  made  under  this  section  with  respect 
to  any  expenditure  in  connection  with  the  provision  of  any  child  day 
care  service,  unless — 

(i)  in  the  case  of  care  provided  in  the  child's  home,  the  care 
meets  standards  established  by  the  State  which  are  reasonably  in 
accord  with  recommended  standards  of  national  standard-setting 
organizations  concerned  with  the  home  care  of  children,  or 

(ii)  in  the  case  of  care  provided  outside  the  child's  home,  the 
care  meets  the  Federal  interagency  day  care  requirements  as  ap- 
proved by  the  Department  of  Health,  Education,  and  Welfare 
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and  the  Office  of  Economic  Opportunity  on  September  23,  1968 ; 
except  that  (I)  subdivision  III  of  such  requirements  with  respect 
to  educational  services  shall  be  recommended  to  the  States  and 
not  required,  and  staffing  standards  for  school-age  children  in  day 
care  centers  may  be  revised  by  the  Secretary,  (II)  the  staffing 
standards  imposed  with  respect  to  such  care  in  the  case  of  children 
under  age  3  shall  conform  to  regulations  prescribed  by  the  Secre- 
tary, (III)  the  staffing  standards  imposed  with  respect  to  such 
care  in  the  case  of  children  aged  10  to  14  shall  require  at  least  one 
adult  for  each  20  children,  and  in  the  case  of  school-aged  children 
under  age  10  shall  require  at  least  one  adult  for  each  15  children, 
(IV)  the  State  agency  may  waive  the  staffing  standards  other- 
wise applicable  in  the  case  of  a  day  care  center  or  group  day 
care  home  in  which  not  more  than  20  per  centum  of  the  chil- 
dren in  the  facility  (or,  in  the  case  of  a  day  care  center,  not 
more  than  5  children  in  the  center)  are  children  whose  care  is 
being  paid  for  (wholly  or  in  part)  from  funds  made  available 
to  the  State  under  this  title,  if  such  agency  finds  that  it  is  not 
feasible  to  furnish  day  care  for  the  children,  whose  care  is  so 
paid  for,  in  a  day  care  facility  which  complies  with  such  staffing 
standards,  and  if  the  day  care  facility  providing  care  for  such 
children  complies  with  applicable  State  standards,  and  (V)  in 
determining  whether  applicable  staffing  standards  are  met  in  the 
case  of  day  care  provided  in  a  family  day  care  home,  the  num- 
ber of  children  being  cared  for  in  such  home  shall  include  a 
child  of  the  mother  who  is  operating  the  home  only  if  such 
child  is  under  age  6, 
except  as  provided  in  subparagraph  (B) , 

(B)  The  Secretary  shall  submit  to  the  President  of  the  Senate  and 
the  Speaker  of  the  House  of  Eepresentatives,  after  December  31, 1976, 
and  prior  to  [July  1, 19773  ^P^l  1',  1978^  an  evaluation  of  the  appro- 
priateness of  the  requirements  imposed  by  subparagraph  (A),  to- 
gether with  any  recommendations  he  may  have  for  modification  of 
those  requirements.  No  earlier  than  ninety  days  after  the  submission 
of  that  report,  the  Secretary  may,  by  regulation,  make  such  modifica- 
tions in  the  requirements  imposed  by  subparagraph  (A)  as  he  deter- 
mines are  appropriate. 
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PUBLIC  LAW  95-83— AUG.  1,  1977  91  STAT.  383 

Public  Law  95-83 
95th  Congress 

An  Act 

To  amend  the  Public  Health  Service  Act  to  extend  through  the  fiscal  year  ending  Aug.  1,  1977 
September  30, 1978,  the  assistance  programs  for  health  services  research  ;  health  [H.R.  4975] 
statistics ;  comprehensive  public  health  services ;  hypertension  programs ; 
migrant  health ;  community  health  centers ;  medical  libraries ;  cancer  control 
programs ;  the  National  Cancer  Institute ;  heart,  blood  vessel,  lung,  and  blood 
disease  prevention  and  control  programs ;  the  National  Heart,  Lung,  and  Blood 
Institute ;  National  Research  Service  Awards :  population  research  and  volun- 
tary family  planning  programs;  sudden  infant  death  syndrome;  hemophilia; 
national  health  planning  and  development;  and  health  resources  develop- 
ment; to  amend  the  Community  Mental  Health  Centers  Act  to  extend  it 
through  the  fiscal  year  ending  September  30,  1978;  to  extend  the  assistance 
programs  for  home  health  services ;  and  for  other  purposes. 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 

TITLE  I— HEALTH  PLANNING  AND  HEALTH  SERVICES 
RESEARCH  AND  STATISTICS  EXTENSION 

Sec.  101.  This  title  may  be  cited  as  the  "Health  Planning  and  Healtli 
Services  Research  and  Statistics  Extension  Act  of  1977". 

Sec.  102.  (a)  Section  1516(c)  (1)  of  the  Public  Health  Service  Act 
(relating  to  authorizations  for  planning  grants)  is  amended  by  strik- 
ing out  "for  the  fiscal  year  ending  June  30,  1977"  and  inserting  in  lieu 
thereof  "each  for  the  fiscal  years  ending  September  30,  1977,  and 
September  30, 1978". 

(b)  Section  1525(c)  of  such  Act  (relating  to  authorizations  for 
State  health  planning  and  development  agencies)  is  amended  by 
striking  out  "for  the  fiscal  year  ending  June  30,  1977"  and  insert- 
ing in  lieu  thereof  "each  for  the  fiscal  years  ending  September  30, 
1977,  and  September  30, 1978". 

(c)  Section  1526(e)  of  such  Act  (relating  to  authorizations  for 
ofrants  for  rate  regulation)  is  amended  by  striking  out  "for  the  fiscal 
yearjinding  June  30,  1977"  and  inserting  in  lieu  thereof  "each  for  the 
fiscal  years  ending  September  30,  1977,  and  September  30,  1978". 

(d)  Section  I584^(d)  of  such  Act  (relating  to  authorizations  for 
centers  for  health  planning)  is  amended  by  striking  out  "for  the  fiscal 
year  ending  June  30,  1977"  and  inserting  in  lieu  thereof  "each  for  the 
fiscal  years  ending  September  30, 1977,  and  September  30, 1978". 

Sec.  103.  (a)  Section  1613  of  the  Public  Health  Service  Act  42  USC  300p-3. 
(relating  to  authorizations  for  construction)  is  amended  by  striking 
out  "for  the  fiscal  year  ending  June  30,  1977"  and  inserting  in  lieu 
thereof  "each  for  the  fiscal  years  ending  September  30, 1977,  and  Sep- 
tember 30, 1978". 

(b)  Section  1625(d)  of  such  Act  (relating  to  funds  for  project 
grants)  is  amended  by  adding  at  the  end  the  following  new  sentence : 
"In  addition  to  the  amounts  made  available  for  such  grants  under  the 
preceding  sentence  for  the  fiscal  year  ending  September  30, 1978,  there 
are  authorized  to  be  appropriated  $67,500,000  for  such  fiscal  year  for 
such  grants.". 

(c)  Section  1640(d)  of  such  Act  (relating  to  authorizations  for  area 
health  services  development)  is  amended  by  striking  out  "for  the  fis- 
cal year  ending  June  30, 1977"  and  inserting  in  lieu  thereof  "each  for 
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the  fiscal  years  ending  September  30,  1977,  and  September  30.  1978' 
Sec.  104.  (a)  Section  308 (i)  (1)  of  the  Public  Health  Service  Ac 
(relating  to  authorizations  for  the  National  Center  for  Health  Serv 
ices  Research)  is  amended  (1)  by  striking  out  "and"  after  "1975," 
and  (2)  by  inserting  after  "1976^'  the  following:  ",  and  $28,600,00* 
for  the  fiscal  year  ending  September  30, 1978". 

(b)  Section  308 (i)  (2)  of  such  Act  (relating  to  authorizations  fo 
the  National  Center  for  Health  Statistics)  is  amended  (1)  by  strik 
ing  out  "and"  after  "1975,",  and  (2)  by  inserting  after  "1976"  tb 
following :  ",  and  $33,600,000  for  the  fiscal  year  ending  September  3C 
1978". 

Sec.  105.  (a)(1)  Section  1903(m)  (2)  (A)  of  the  Social  Securit; 
Act  is  amended  to  read  as  follows : 

"(2)  (A)  Except  as  provided  in  subparagraphs  (B)  and  (C),  n< 
payment  shall  be  made  under  this  title  to  a  State  with  respect  t 
expenditures  incurred  by  it  for  payment  (determined  under  a  prepai( 
capitation  basis  or  under  any  other  risk  basis)  for  services  provide( 
by  any  entity  which  is  responsible  for  the  provision  of  inpatient  hos 
pital  services  and  any  other  service  described  in  paragraph  (2),  (3) 
(4),  (5),  or  (7)  of  section  1905(a)  or  for  the  provision  of  any  three  o 
more  of  the  services  described  in  such  paragraphs  unless — 

"(i)  the  Secretary  (or  the  State  as  authorized  by  paragrap] 
(3) )  has  determined  that  the  entity  is  a  health  maintenance  orga 
nization  as  defined  in  paragraph  (1) ;  and 

"(ii)  less  than  one-half  of  the  membership  of  the  entity  consist 
of  individuals  who  (I)  are  insured  for  benefits  under  part  B  o 
title  XVIII  or  for  benefits  under  both  parts  A  and  B  of  such  titk 
or  (II)  are  eligible  to  receive  benefits  under  this  title.". 

(2)  Section  1903 (m)  (2)  (C)  of  such  Act  is  amended  by  striking  ou 
"  ( A)  (iii) "  each  place  it  occurs  and  inserting  in  lieu  thereof  "  ( A)  (li) ' 

(3)  The  amendments  made  by  paragraphs  (1)  and  (2)  shall  appl; 
with  respect  to  payments  under  title  XIX  of  the  Social  Security  Ac 
to  States  for  services  provided — 

(A)  after  October  8,  1976,  under  contracts  under  such  titl 
entered  into  or  renegotiated  after  such  date,  or 

(B)  after  the  expiration  of  the  one-year  period  beginning  o: 
such  date, 

whichever  occurs  fii-st. 

(b)  Section  1309(a)  of  the  Public  Health  Service  Act  is  amende 
by  striking  out  "September  30,  1977"  the  second  time  it  occurs  an 
inserting  in  lieu  thereof  "September  30, 1979". 

Sec.  106.  (a)  The  fourth  sentence  of  section  1503(b)(1)  of  th 
Public  Health  Service  Act  is  amended  by  inserting  "established 
before  "under  section  1524". 

(b)  The  first  sentence  of  section  1511(a)  of  such  Act  is  amended  b 
striking  out  "There"  and  inserting  in  lieu  thereof  "Except  as  provide 
in  section  1536,  there". 

(c)  Section  1512(b)  (3)  (B)  (i)  of  such  Act  is  amended  by  strikin 
out  "subsections  (e),  (f),  and  (g)"  and  inserting  in  lieu  thereof  "sul 
sections  (e),  (f),  (g),and  (h)". 

(d)  Section  1512(c)  of  such  Act  is  amended  by  striking  out  "ager 
cies'  health"  and  inserting  in  lieu  thereof  "agency's  health". 

(e)  The  first  sentence  of  section  1513(a)  of  such  Act  is  amended  b 
striking  out  "the  provision"  and  inserting  in  lieu  thereof  "provision' 

(f )  The  last  sentence  of  section  1513(a)  of  such  Act  is  amended  b 
striking  out  "  (g) "  and  inserting  in  lieu  thereof  "  (h)  | 
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ptember  30,  1977,  and  $1,930,000  for  the  fiscal  year  ending  on 
ptember  30,  1978". 

(b)  (1)  Section  203(d)(1)  of  such  Act  (relating  to  authorizations 
r  initial  operation)  is  amended  (A)  by  striking  out  "and"  after 
576,",  and  (B)  by  striking  out  "for  fiscal  year  1977"  and  inserting 
lieu  thereoi  the  following :  "for  the  fiscal  year  ending  September  30, 
77,  and  $38,890,000  for  the  fiscal  year  ending  September  30,  1978". 
(2)  Section  203(d)  (2)  of  such  Act  (relating  to  continuation  grants) 
amended  (A)  by  striking  out  "1977"  and  inserting  in  lieu  thereof 
578",  and  (B)  by  striking  out  "or  the  next  fiscal  year"  and  inserting 
lieu  thereof  "or  the  next  two  fiscal  years". 

(c)  Section  204(c)  of  such  Act  (relating  to  authorizations  for 
isultation  and  education  services)  is  amended  (1)  by  striking  out 
tid"  after  "1976,",  and  (2)  by  striking  out  "for  fiscal  year  1977" 
d  inserting  in  lieu  thereof  the  following :  "for  the  fiscal  year  ending 
ptember  30,  1977.  and  $15,000,000  for  the  fiscal  year  ending  Sep- 
Qber  30,  1978". 

(d)  Section  205(c)  of  such  Act  (relating  to  authorizations  for 
iversion  grants)  is  amended  (1)  by  striking  out  "and"  after  "1976,", 
d  (2)  by  striking  out  "for  fiscal  year  1977"  and  inserting  in  lieu 
5reof  the  following :  "for  the  fiscal  year  ending  September  30, 1977, 
d  $23,000,000  for  the  fiscal  year  ending  Septeniber  30, 1978". 

(e)  Section  213  of  such  Act  (relating  to  authorizations  for  financial 
itress  grants)  is  amended  (1)  by  striking  out  "and"  after  "1976,", 
d  (2)  by  striking  out  "for  fiscal  year  1977"  and  inserting  in  lieu 
»reof  the  following:  "for  the  fiscal  year  ending  September  30, 1977, 
d  $13,500,000  for  the  fiscal  year  ending  September  30, 1978,". 

(f )  Section  228  of  such  Act  (relating  to  authorizations  for  facili- 
s  assistance)  is  amended  (1)  by  striking  out  "and"  after  "1976,", 
d  (2)  by  inserting  after  "1977,"  the  following:  "and  $2,500,000  for 
)  fiscal  year  ending  September  30, 1978,"> 

(g)  Section  231(d)  of  such  Act  (relating  to  authorizations  for  rape 
Bvention  and  control)  is  amended  (1)  by  striking  out  "and"  after 
)76,",  and  (2)  by  striking  out  "for  fiscal  year  1977"  and  inserting 
lieu  thereof  the  following :  "for  the  fiscal  year  ending  September  30, 
r7,  and  $7,880,000  for  the  fiscal  year  ending  September  30,  1978". 

(h)  Section  203(e)  (1)  (A)  (i)  of  such  Act  (relating  to  conversion 
Eints)  is  amended  by  striking  out  "two  grants"  and  inserting  in  lieu 
jreof  "three  grants". 

(i)  The  last  sentence  of  section  206(d)  of  such  Act  (relating  to 
aeral  provisions)  is  amended  by  striking  out  "ninetieth"  and  insert- 
r  in  lieu  thereof  "one  hundred  and  twentieth". 

Sec.  309.  (a)  Section  501  of  the  Social  Security  Act  (relating  to 
thorizations  for  maternal  and  child  health  and  crippled  children's 
•vices)  is  amended  (1)  by  striking  out  "and"  after  ^*1972,",  and  (2) 
striking  out  "and  each  fiscal  year  thereafter"  and  inserting  in  lieu 
jreof  the  following :  "and  for  each  of  the  next  four  fiscal  years,  and 
59,864,200  for  the  fiscal  year  ending  September  30, 1978,  and  for  each 
3al  year  thereafter". 

(b)  Section  249B  of  the  Social  Security  Amendments  of  1972  (relat- 
r  to  compensation  under  medicaid  for  nursing  home  inspectors)  is 
lended  by  striking  out  "June  30, 1977"  and  inserting  in  lieu  thereof 
eptember30, 1980". 
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Sec.  310.  (a)  Section  602(a)(5)  of  Public  Law  94-63  (relating 
authorizations  for  home  health  services)  is  amended  by  inserting  afi 
"1977"  the  following:  and  $8,000,000  for  the  fiscal  year  ending  S( 
tember  30,  1978,".  ^ 

(b)  Section  602(b)(4)  of  such  Public  Law  (relating  to  autho 
zations  for  home  health  services  training)  is  amended  (1)  by  striki 
out  "and"  after  "1976,",  and  (2)  by  inserting  after  "1977"  the  folio 
ing:  ",  and  $4,000,000  for  the  fiscal  year  ending  September  30, 197^ 

Sec.  311.  (a)(1)  Section  303(a)  of  the  Comprehensive  Alcol 
Abuse  and  Alcoholism  Prevention,  Treatment,  and  Rehabilitation  A 
of  1970  (relating  to  State  plans)  is  amended  by  adding  after  and  beL 
paragraph  (16)  the  following : 

"Each  State  plan  shall  pertain  to  the  twelve-month  period  of  the  Sti 
fiscal  year  which  commences  in  the  calendar  year  m  which  the  pi 
is  submitted  and  shall  be  submitted  not  later  than  July  31  of  ea 
calendar  year.". 

(2)  Section  303(b)  of  such  Act  is  amended  by  adding  at  the  e: 
the  following:  "A  State  plan  submitted  under  subsection  (a)  may  a] 
contain  provisions  relating  to  drug  abuse  or  mental  health.  The  Sec; 
tary,  acting  through  the  National  Institute  on  Alcohol  Abuse  a 
Alcoholism,  shall  establish  procedures  by  which  the  Institute  shi 
review  each  State  plan  submitted  under  subsection  (a)  and  und 
which  it  shall  complete  its  review  of  each  such  plan  not  later  th 
September  15  of  the  calendar  year  in  which  the  plan  is  submitted 
not  later  than  sixty  days  after  the  plan  is  received  by  the  Institu 
whichever  is  later.". 

(3)  The  second  sentence  of  section  409  (e)  of  the  Drug  Abuse  Offi 
and  Treatment  Act  of  1972  (relating  to  State  plans)  is  amended 
striking  out  "commencing  October  1  of  the  calendar  year"  and  insei 
ing  in  lieu  thereof  "of  the  State  fiscal  year  which  commences  in  t 
calendar  year". 

(b)  (1)  The  first  sentence  of  section  302(a)  of  the  Comprehensi 
Alcohol  Abuse  and  Alcoholism  Prevention,  Treatment,  and  Rehabi 
tation  Act  of  1970  (relating  to  allotments)  is  amended  by  striking  o 
"shall  be  less  than  $200,000."  and  inserting  in  lieu  thereof  the  follow 
ing:  "shall,  except  as  provided  in  paragraph  (2),  be  less  than  t 
greater  of  (A)  $200,000,  or  (B)  the  amount  of  such  State's  allotme 
for  the  fiscal  year  ending  June  30,  1976,  unless  the  amount  appropi 
ated  under  section  301  for  allotments  for  the  fiscal  year  ending  June  t 
1976,  was  greater  than  the  amount  appropriated  for  the  fiscal  year  f 
which  the  minimum  allotment  determination  is  being  made  ,  in  whi^ 
case  the  minimum  allotment  prescribed  by  this  clause  shall  be  i 
amount  which  bears  the  same  ratio  to  the  amount  allotted  for  the  fisc 
year  ending  June  30,  1976,  as  the  amount  appropriated  for  the  fisc 
year  for  which  the  minimum  allotment  determination  is  being  ma* 
bears  to  the  amount  appropriated  for  the  fiscal  year  ending  June  i 
1976.". 

(2)  Section  302(a)  of  such  Act  is  further  amended  by  inserti: 
"(1)"  after  "(a)"  and  by  adding  at  the  end  the  following: 

"(2)  If  the  amount  appropriated  under  section  301  for  any  fis( 
year  is  less  than  the  amount  required  to  make  for  such  fiscal  year  t 
minimum  allotment  prescribed  by  paragraph  (1)  to  each  State  with 
approved  State  plan,  the  minimum  allotment  for  such  fiscal  year  i 
a  State  with  an  approved  State  plan  shall  be  an  amount  which  be«i 
the  same  ratio  to  the  minimum  allotment  prescribed  by  paragra]: 
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.)  for  such  State  as  the  amount  appropriated  under  section  301  for 
ch  fiscal  year  bears  to  the  amount  of  appropriations  required  to 
ake  the  minimum  allotment,  as  so  prescribed,  to  each  State  with  an 
>proved  State  plan.". 

(c)  Section  311(c)  (2)  (B)  (i)  of  such  Act  (relating  to  review  of 
^plications)  is  amended  by  ^riking  out  "his"  and  inserting  in  lieu 
ereof  "its". 

(d)  The  second  sentence  of  section  202  of  the  Drug  Abuse  Office 
id  Treatment  Act  of  1972  (relating  to  the  Director  of  the  Office  of 
rug  Abuse  Policy)  is  amended  by  striking  out  "an}^  other  depart- 
ent  or  agency  of  the  United  States"  and  inserting  in  lieu  thereof 
ny  department  or  agency  of  the  United  States  engaged  in  any  drug 
a-ffic  prevention  function  (as  defined  in  section  103) ". 

Sec.  312.  Section  208(g)  of  the  Public  Health  Service  Act  is 
iiended  by  (1)  striking  out  "fifty"  and  inserting  in  lieu  thereof 
ifty-five",  and  (2)  inserting  after  "National  Institutes  of  Health" 
e  following :  "and  not  less  than  five  shall  be  for  the  National  Insti- 
te  on  Alcohol  Abuse  and  Alcoholism  for  individuals  engaged  in 
search  on  alcohol  abuse  and  alcoholism". 

Sec.  313.  Section  603(b)  of  Public  Law  94-63  is  amended  by  strik- 
g  out  "Not  later  than  2  years  from  the  date  of  enactment  of  this 
ct"  and  inseiiting  in  lieu  thereof  "Not  later  than  August  30,  1977,". 
Sec.  314.  The  Secretary  of  Health,  Education,  and  Welfare,  in  coop- 
ation  with  appropriate  professional  entities  and  individuals,  shall 
[thin  two  years  of  the  date  of  the  enactment  of  this  section  (1) 
tablish  model  standards  with  respect  to  preventive  health  services  in 
mmunities,  and  (2)  report  such  standards  to  the  Congress.  Such 
mdards  shall  be  developed  to  identify  populations  in  need  of  prevcn- 
^e  or  protective  health  services  and  to  maintain  community  oriented 
•eventive  health  programs. 

Sec.  315.  (a)  (1)  The  Secretary  of  Health,  Education,  and  Welfare 
hereinafter  in  this  section  referred  to  as  "Secretary")  shall  arrange 
r  the  conduct  of  a  study  or  studies  to  determine  opportunities,  if  any, 
r  broadened  Federal  program  activities  in  areas  of  international 
alth.  Such  study  or  studies  shall  consider  biomedical  and  behavioral 
search,  health  services  research,  health  professions  education,  immu- 
zation  and  public  health  activities,  and  other  areas  that  might 
iprove  our  and  other  nations'  capacities  to  prevent,  diagnose,  control, 
cure  disease,  and  to  organize  and  deliver  effective  and  efficient  health 
rvices. 

(2)  An  interim  report  on  such  study  or  studies  shall  be  completed 
>  later  than  October  1,  1977.  A  final  report  thereon  shall  be  com- 
eted  no  later  than  January  1, 1978.  Both  reports  shall  be  submitted 
the  Secretary,  the  Committee  on  Human  Resources  of  the  Senate, 
id  the  Committee  on  Interstate  and  Foreign  Commerce  of  the  House 
Representatives. 

(b)  (1)  The  Secretary  shall  request  the  National  Academy  of  Sci- 
ices  (hereinafter  in  this  section  referred  to  as  "Academy")  to  con- 
ict  such  study  or  studies  under  an  arrangement  whereby  the  actual 
penses  incurred  by  the  Academy  directly  related  to  the  conduct  of 
ich  study  or  studies  will  be  paid  by  the  Secretary.  If  the  Academy  is 
illing  to  do  so,  the  Secretary  shall  enter  into  such  an  arrangement 
ith  the  Academy. 
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(2)  If  the  Academy  is  unwilling  to  conduct  one  or  more  of  sue 
studies  under  such  an  arrangement,  then  the  Secretary  shall  enter  int 
a  similar  arrangement  with  other  appropriate  nonprofit  private  group 
or  associations  to  conduct  such  study  or  studies  and  prepare  and  submi 
the  reports  thereon  as  provided  in  subsection  (a)(2). 

Approved  August  1,  1977.  ^ 
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HEALTH  PLANNING  AND  HEALTH  SERVICES  RESEARCH 
AND  STATISTICS  EXTENSION  ACT  OF  197T 


March  26,  1977. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


^Ir.  Staggers,  from  the  Committee  on  Interstate  and  Foreign 
Commerce,  submitted  the  following 

REPORT 

[To  accompany  H.R.  4974] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was 
referred  the  bill  (H.R.  4974)  to  amend  the  Public  Health  Service  Act 
to  authorize  appropriations  for  fiscal  year  1978  for  health  planning 
and  related  programs,  having  considered  the  same,  report  favorably 
thereon  without  amendment  and  recommend  that  the  bill  do  pass. 

Summary  of  Legislation 

H.R.  4972,  the  Health  Planning  and  Health  Services  Research  and 
Statistics  Extension  Act  of  1977,  extends  for  one  year  without  sub- 
stantive modification  the  legislative  authorities  for  health  planning 
and  resources  development  programs  authorized  by  titles  XV  and 
XVI  of  the  Public  Health  Service  Act  and  for  health  services  re- 
search and  health  statistics  programs  authorized  by  sections  304-308 
of  the  PHS  Act.  It  would  authorize  appropriations  for  the  title  XV 
and  XVI  programs  for  1978  at  the  same  level  at  wliich  they  were 
authorized  for  1977  (see  Cost  of  Legislation),  because  the-  authoriza:!; 
tions  in  title  XV  are  based  upon  formulas  related  to  the  population 
served  by  the  programs  supported  and  because  these  are  new  programs 
in  their  initial  implementation  phase  needing  additional  appropria- 
tions for  new  agencies  and  activities  as  well  as  sufficient  appropria- 
tions to  compensate  for  the  effects  of  inflation  on  existing  agencies  and 
activities.  The  other  programs  would  be  authorized  at  a  level  which 
is  115  percent  of  1977's  appropriatioasi. 

Part  A  of  title  XV  of  the  PuWic  Health  Service  Act  requires  the 
creation  of  a  National  Council  on  Health  Planning  and  Development 
specifies  national  health  priorities,  and  requires  uie  deTfilopi&ent  of 
national  guidelines  for  health  planning. 
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Statistics  to  authorize  appropriation  in  fiscal  year  1978  of  $31.74  mil- 
lion. This  amount  is  115  percent  of  the  $27.6  million  which  was  appro- 
priated for  the  National  Center  for  Health  Statistics  in  fiscal  year 
1977  under  this  authority.  The  committee  is  aware  that  the  National 
Center  received  some  additional  funds  during  fiscal  year  1977  fi-om 
other  authorities  and  that  the  total  budget  for  the  National  Center 
for  fiscal  year  1978  is  more  than  the  authorized  $31.74  million.  As  a 
matter  of  consistency  the  Committee  has  nevertheless  applied  its 
policy  of  authorizing  115  percent  of  the  1977  appropriation  in  this 
case  but  does  undei-stand  that  additional  appropriations  may  be  sought 
in  fiscal  year  1978,  as  they  were  obtained  in  fiscal  year  1977,  for  the 
National  Center  from  other  authorities. 

Section  6  makes  two  technical  amendments  to  the  HMO  authorities 
of  title  XIX  of  the  Social  Security  Act  and  title  XIII  of  the  Public 
Health  Service  Act  as  they;  were  amended  by  Public  Law  94-460  in 
1976.  The  first,  contained  in  section  5(a),  amends  section  1903  (m) 
(2)  (A)  of  the  Social  Security  Act  to  provide  that  (except  as  pro- 
vided in  existing  subparagraphs  (B)  and  (C))  no  payment  shall  be 
made  under  title  XIX  to  a  State  with  respect  to  expenditures  incurred 
by  it  for  payment  (determined  under  a  prepaid  capitation  basis  or 
under  any  other  risk  basis)  for  services  provided  hj  any  entity  re- 
sponsible for  tlie  provision  of  inpatient  hospital  services  and  any  of 
the  other  required  services  described  in  para^aphs  (2),  (3),  (4),  (5) 
or  (7)  of  section  1905(a),  or  for  the  provision  of  any  three  or  more 
of  the  services  described  in  those  paragraphs.  The  Secretary  is,  how- 
ever, allowed  to  make  such  payments  if  he  (or  the  State  as  authorized 
by  existing  1903 (m)  (3) )  has  determined  that  the  entity  in  question  is 
a  health  maintenance  organization  as  defined  in  existing  section  1903 
(m)  (l),  and  that  less  than  half  of  the  membership  of  the  entity 
consists  of  individuals  who  are  eligible  for  parts  A  and  B  of  medicare 
or  are  recipients  of  Medicaid  benefits. 

The  amendment  further  makes  a  conforming  correction  in  a  cross- 
reference  in  section  1903  (m)  (2)  (C)  and  makes  the  effective  date  for 
the  changes  which  it  makes  the  same  as  the  one  which  would  have  pre- 
Tailed  nnder  Public  Law  94-460. 

These  amendments  correct  technically  deficient  language  in  the 
original  law  to  achieve  the  committee's  original  policy  that  medicaid 
payments  should  not  be  available  to  HMO's  whicn  have  memberships 
made  up  of  a  majority  of  people  who  are  recipients  of  benefits  under 
medicare  and/or  for  medicaid. 

The  second  technical  amendment  in  section  5(b)  amends  section 
1309(a)  of  the  Public  Health  Service  Act  to  authorize  appropriations 
of  $50  million  in  fiscal  year  1979.  Section  1309  (a) ,  as  amended  by  Pub- 
lic Law  94-460,  erroneously  first  authorizes  appropriation  of  $45 
million  in  fiscal  year  1977  and  tlien  $50  million  in  fiscal  year  1978  witli 
no  authorization  given  for  fiscal  year  1979,  since  in  the  latter  case 
1977  was  mistakenly  written  in  place  of  1979. 

Section  6  contains  27  technical  amendments  to  titles  XV  and  XVI 
of  the  Public  Health  Service  Act  correction  incorrect  cross-references 
and  misspelled  words,  adding  omitted  words  and  phrases,  and  con- 
forming them  to  the  new  Federal  fiscal  year. 
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(16)  The  term  "medically  miderserved  population"  means  the 
populaticm  of  an  urban  or  rural  area  designated  by  the  Secretary 
as  an  area  with  a  shortage  of  health  facilities  or  a  population  group 
designated  by  the  Secretary  as  having  a  shortage  of  such  facilities. 
0  m  m  *  m  ^  m 

Part  F — ^Area  Health  Services  Development  Funds 

development  grants  for  area  health  services 
development  funds 

Sec.  1640.  (a)  The  Secretary  shall  make  in  each  fiscal  year  a 
grant  to  each  health  ^stem  agency— 

(1)  with  which  there  is  in  effect  a  designation  agreement  under 
section  1515  (cj, 

(2)  which  nas  in  effect  an  HSP  and  AIP  reviewed  by  the 
Statewide  Health  Coordinating  Council,  and 

(3)  which,  as  determined  imder  the  review  made  under  section 
1535(c),  is  organized  and  operated  in  the  manner  prescribed 
by  section  1512(b)  and  is  performing  its  functions  under  section 
1613  in  a  manner  satisfactory  to  the  Secretary, 

to  enable  the  agen^  to  establish  and  maintain  an  Area  Health  Serv- 
ices Development  Fund  from  which  it  may  make  grants  and  enter 
into  contracts  in  accordance  with  section  1513(c)  (3). 

(b)  (1)  Except  as  provided  in  paragraph  (2),  the  amount  of  any 
grant  under  subsection  (a)  shall  be  determined  by  the  Secretary  after 
taking  into  consideration  the  population  of  the  health  service  area 
for  which  the  health  systems  agency  is  designated,  the  average  family 
income  of  the  area,  and  the  supply  of  health  services  in  the  area. 

(2)  The  amount  of  any  grant  under  subsection  (a)  to  a  health 
systems  agency  for  any  fiscal  year  may  not  exceed  the  product  of  $1 
and  the  population  of  the  health  service  area  for  which  such  agency  is 
designated. 

^  (c)  No  grant  may  be  made  under  subsection  (a)  unless  an  applica- 
tion therefor  has  been  submitted  to,  and  approved  by,  the  Secretary. 
Such  an  application  shall  be  submitted  in  such  form  and  manner  and 
contain  such  information  as  the  Secretary  may  require. 

(d)  For  the  purpose  of  making  payments  pursuant  to  grants  imder 
subsection  (a),  there  are  authorized  to  be  appropriated  $25,000,000 
tot  the  fiscal  year  ending  June  30,  1975,  $75,000,000  for  the  fiscal  year 
ending  June  30,  1976,  and  $120,000,000  [for  the  fiscal  year  ending 
June  30,  1977]  ecoch  for  the  fiscal  years  ending  SeptemSer  SO,  1977, 
and  September 30, 1978, 

*  «  *  ♦  4e  *  « 


SECiflON  1903  OF  THE  SOCIAL  SECtTftTTT  AcT 
PAYMENT  TO  STATES 

Sec.  1903.  (a)  *  *  * 
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(m)  (1)  (A)  The  term  "health  mamtenance  organization"  means  a 
legal  entity  which  provides  health  services  to  individuals  enrolled  in 
such  organization  and  which — 

(i)  provides  to  its  enrollees  who  are  eligible  for  benefits  under 
this  title  the  services  and  benefits  described  in  paragraphs  (1), 
(2),  (3),  (4)(C),  and  (5)  of  section  1905,  and,  to  the  extent 
required  by  section  1902(a)  (13)  (A)  (ii)  to  be  provided  under  a 
State  plan  for  medical  assistance,  the  services  and  benefits  de- 
scribed in  paragraph  (7)  of  section  1905(a) ; 

(ii)  provides  such  services  and  benefits  in  the  manner  pre- 
scribed in  section  1301(b)  of  the  Public  Health  Service  Act  (ex- 
cept that,  solely  for  purposes  of  this  paragraph,  the  term  "basic 
health  services"  and  references  thereto,  when  employed  in  such 
section,  shall  be  deemed  to  refer  to  the  services  and  benefits  de- 
scribed in  paragraphs  (1),  (2),  (3),  (4)(C),  and  (5^  of  section 
1905(a),  and,  to  the  extent  required  by  section  1902(a)  (13)  (A) 
(ii)  to  be  provided  under  a  State  plan  for  medical  assistance,  the 
services  and  benefits  described  in  paragraph  (7)  of  section  1905- 
(a))  ;  and 

(lii)  is  organized  and  operated  in  the  manner  prescribed  by 
section  1301(c)  of  the  Public  Health  Service  Act  (except  that 
solely  for  purposes  of  this  paragraph,  the  term  "basic  health  serv- 
ices" and  references  thereto,  when  employed  in  such  section  shall 
be  deemed  to  refer  to  the  services  and  benefits  described  in  section 
1905(a)  (1),  (2^,  (3),  (4)(C),and  (5),  and  to  the  extent  required 
by  section  1902(a)  (13)  (A)  (ii)  to  be  provided  imder  a  State  plan 
for  medical  assistance,  the  services  and  benefits  described  in  para- 
graph (7)  of  section  1905  (a) ) . 
(B)  The  duties  and  functions  of  the  Secretary,  insofar  as  they 
involve  making  determinations  as  to  whether  an  organization  is  a 
health  maintenance  organization  witMn  the  meaning  of  subparagraph 
(A)  J  shall  be  administered  throu^  the  Assistant  Secretary  for  Health 
and  in  the  Office  of  the  Assistant  Secretary  for  Health,  and  the  admin- 
istration of  such  duties  and  functions  shall  be  integrated  with  the 
administration  of  section  1312  (a)  and  (b)  of  the  Public  Health 
Service  Act. 

C(2)(A)  Except  as  provided  in  subparagraphs  (B)  and  (C),  no 
payment  shall  be  made  under  this  title  to  a  State  with  respect  to 
expenditures  incurred  by  it  for  payment  for  services  provided  Iby  any 
entity — 

£(i)  which  is  responsible  for  the  provision  of— 

[(I)  inpatient  hospital  services  and  any  other  service  de- 
scribed in  paragraph  (2),  (3),  (4),  (5),  or  (7)  of  section 
1905(a),  or 

£(II)  any  three  or  more  of  the  services  described  in  such 
paragraphs, 

when  payment  tor  such  services  is  determined  under  a  prepaid 
capitation  risk  basis  or  under  any  other  risk  basis ; 

[(ii)  which  the  Secretary  (or  the  State  as  authorized  by  para- 
graph (3) )  has  not  determined  to  be  a  health  maintenance  orga- 
nization as  defined  in  paragraph  (1) ;  and 
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J(iii)  more  than  one-half  of  the  membership  of  which  consists 
of  individuals  who  are  insured  under  parts  A  and  B  of  title 
XVIII  or  recipients  of  benefits  under  this  title.] 
(2)  (A )  Except  as  provided  in  subparagraphs  (B)  and  (0),no  pay- 
ment shml  he  rriade  under  this  title  to  a  State  with  respect  to  expendi- 
tures incurred  hy  it  for  payment  (determined  wnder  a  prepaid  capita- 
tion basis  or  under  any  other  risk  basis)  for  services  provided  by  any 
entity  which  is  responsible  for  the  provision  of  inpatient  hospital 
services  and  any  other  service  described  in  paragraph  (^),  (^),  (^), 
(5),  or  (7)  of  section  1905 {a)  or  for  the  provision  of  any  three  or 
mxyre  of  the  services  described  in  such  paragraphs  unless — 

(«)  the  Secretary  (or  the  State  as  authorized  by  paragraph  (3) ) 
has  determined  that  the  entity  is  a  health  mainterumce  organiza- 
sation  as  defined  in  paragraph  (1) ;  and 

(ii)  less  than  one-half  of  the  membership  of  the  entity  consists 
of  iridividuals  who  are  insured  under  parts  A  and  B  of  title 
XVIII  or  recipients  of  benefits  under  this  title. 
(B)  Subparagraph  (A)  does  not  apply  with  respect  to  payments 
under  this  title  to  a  State  with  respect  to  expenditures  incurred  by  it 
for  payment  for  services  provided  by  an  entity  which — 

(i)  (I)  received  a  grant  of  at  least  $100,000  in  the  fiscal  year 
ending  June  30, 1976,  under  section  319(d)  (1)  (A)  or  330(d)  (1) 
of  the  Public  Health  Service  Act,  and  (II)  for  the  period  beg;in- 
ning  July  1,  1976,  and  ending  on  the  expiration  of  the  period 
for  which  payments  are  to  be  made  under  this  title  has  been  the 
recipient  of  a  grant  under  either  such  section ;  and 

(II)  provides  to  its  enroUees,  on  a  prepaid  capitation  risk 
basis  or  on  any  other  risk  basis,  all  of  the  services  and  benefits 
described  in  paragraphs  (1),  (2),  (3),  (4)(C),and  (5)  of  sedition 
1905(a)  and,  to  the  extent  required  by  section  1902(a)  (13)  (A) 
(ii)  to  be  provided  under  a  State  plan  for  medical  assistance,  the 
services  and  benefits  described  in  paragraph  (7)  of  such  section; 
or 

(ii)  is  a  nonprofit  primary  health  care  entity  located  in  a  rural 
area  (as  defined  by  the  Appalachian  Regional  Commission) — 

(I)  which  received  m  the  fiscal  year  ending  June  30, 1976, 
at  least  $100,000  (by  grant,  subgrant,  or  subcontract)  under 
the  Appalachian  Regional  Development  Act  of  1965,  and 

(II)  for  the  pericS  beginning  July  1,  1976,  and  ending  on 
the  expiration  of  the  period  for  which  payments  are  to  be 
made  under  this  title  either  has  been  the  recipient  of  a  grant, 
subgrant,  or  subcontract  imder  such  Act  or  has  provided  serv- 
ices under  a  contract  (initially  entered  into  during  a  year  in 
which  the  entity  was  the  recipient  of  such  a  grant,  subgrant, 
or  subcontract)  with  a  State  agency  under  this  title  on  a 
prepaid  capitation  risk  basis  or  on  any  other  risk  basis ;  or 

(ill)  which  has  contracted  with  the  single  State  agency  for  the 
provision  of  services  (but  not  including  mpatient  hospital  serv- 
ices) to  persons  eligible  under  this  title  on  a  prepaid  risk  basis 
prior  to  1970. 
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(C)  'Swbparagraph  ( A)  £  (hi )  ]  (u)  shall  not  apply  with  respect 
to  payments  under  this  title  to  a  State  with  respect  to  expendi- 
tures incurred  by  it  for  payment  for  services  by  an  entity  during 
the  three-year  period  banning  on  the  date  of  enactment  of  this 
subsection  or  beginning  on  the  date  the  entity  enters  into  sa  con- 
tract with  the  State  under  this  title  for  the  provision  of  health 
services  on  e  prepaid  risk  basis,  whichever  occurs  later,  but  only 
if  the  entit;^  demonstrates  to  the  satisfaction  of  the  Secretary  by 
the  submission  of  plans  for  each  year  of  such  three-year  period 
that  it  is  making  continuous  efforts  and  progress  toward  achiev- 
ing compliance  with  subparagraph  (A)£(iii)3(w). 
(3)  A  State  may,  in  the  case  of  an  entity  which  has  submitted  an 
application  to  the  Secretary  for  determination  that  it  is  a  health 
maintenance  organization  within  the  meaning  of  paragraph  (1)  and 
for  which  no  such  determination  has  been  made  within  90  days  of  the 
submission  of  the  application,  make  a  provisional  determination  for 
the  purposes  of  this  title  that  such  entity  is  such  a  health  maintenance 
organization.  Such  provisional  determination  shall  remain  in  force 
until  such  time  as  the  Secretary  makes  a  determination  regarding  the 
entity's  qualification  xmder  paragraph  (1). 
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Mr.  Staggers,  from  the  Committee  on  Interstate  and  Foreign 
Commerce,  submitted  the  following 

REPORT 

[To  accompany  H.R.  4976] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was 
referi-ed  the  bill  (H.R.  4976)  to  amend  the  Public  Health  Service  Act, 
the  Community  Mental  Health  Centers  Act,  title  V  of  the  Social 
Security  Act,  and  the  program  of  assistance  for  home  health  services 
to  authorize  appropriations  for  fiscal  year  1978  for  health  services 
programs,  and  for  other  purposes,  having  considered  the  same,  report 
favorably  thereon  with  amendments  and  recommend  that  the  bill  as 
amended  do  pass. 

Page  5,  line  14,  strike  out  "$62,922,250"  and  insert  in  lieu  thereof 
"$67,838,000". 

Page  5,  line  10,  insert  "(1)"  after  "(c)";  redesignate  clauses  (1) 
and  (2)  in  lines  11  and  12  as  clauses  (A)  and  (B),  respectively;  and 
after  line  15  insert  the  following : 

(2)  Section  1004(b)  (2)  of  such  Act  (relating  to  limitation  on  source 
of  funds)  is  amended  by  adding  immediately  before  the  period  the 
following :  "or  for  the  administration  of  this  section". 

Page  6,  line  1,  strike  out  "June  30,"  and  insert  in  lieu  thereof  "fiscal 
year". 

Page  6,  line  2,  before  "Sep-"  insert  "ending". 
Page  8,  line  16,  before  "and"  insert  "the  second  time  it  occurs". 
Page  13,  line  15,  strike  out  "such"  and  insert  in  lieu  thereof  "the 
Public  Health  Service". 
Page  14,  line  10,  after  "for"  insert  "the". 

(1) 
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Legislative  Background 

Legislation  to  amend  the  Public  Health  Service  Act,  the  Community 
Mental  Health  Centers  Act,  title  Y  of  the  Social  Security  Act,  and  the 
program  of  assistance  for  home  health  services  to  authorize  appro- 
jDriations  for  fiscal  year  1978  for  health  services  programs,  and  for 
other  purposes,  H.R.  3598,  was  introduced  on  February  16,  1977,  by 
Mr.  Eogers,  Chairman  of  the  Subcommittee  on  Health  and  the  En- 
vironment, and  eleven  members  of  the  Subcommittee.  Hearings  were 
conducted  on  February  22,  and  23,  1977.  The  bill  was  subsequently 
considered  in  open  executive  session  by  the  Subcommittee  on  Health 
and  the  Environment,  amended,  reported,  and  reintroduced  as  a  clean 
bill,  H.R.  4976,  on  March  14, 1977  by  Mr.  Rogers  and  eleven  members 
of  the  Subcommittee.  H.R.  4976  was  considered  by  the  Interstate  and 
Foreign  Commerce  Committee  on  March  17,  1977,  amended,  and 
ordered  reported  by  unanimous  voice  vote. 

Similar  legislation  has  not  yet  passed  the  Senate. 

Summary  of  Legislation 

The  proposed  legislation  would  extend  the  authorizations  of  appro- 
priations for  fiscal  year  1978  at  115  percent  of  fiscal  year  1977  appro- 
priations of  the  legislative  authorities  for  the  following  health  service 
delivery  programs:  grants  to  the  States  for  comprehensive  health 
services,  hypertension,  migrant  health  centers,  community  health  cen- 
ters, family  planning,  sudden  infant  death  syndrome,  hemophilia 
treatment  centers,  and  the  provision  of  home  health  services.  In  addi- 
tion, it  would  increase  the  authorization  of  appropriations  level  of 
title  V  of  the  Social  Security  Act  (Maternal  and  Child  Health  and 
Crippled  Children's  Services)  to  a  level  reflecting  115  percent  of  the 
fiscal  year  1977  appropriation  and  continue  the  authority  for  blood 
separation  centers  and  training  in  the  provision  of  home  health  services 
for  fiscal  year  1978. 

H.  R.  4976  also  makes  minor  revisions  in  the  authorities  for  migrant 
health  centers,  commimity  health  centers,  hypertension  programs, 
and  community  mental  health  centers.  The  revisions  are  as  follows : 

I.  An  amendment  to  section  319(h)  (1)  of  the  Public  Health  Service 
Act  (relating  to  authorizations  for  migratory  health  planning  and 
development  grants  and  contracts)  which  would  continue  for  fiscal 
year  1978  the  25  percent  limitation  on  the  amount  of  appropriations 
which  may  be  made  available  for  planning  and  development  purposes 
in  non-high  impact  areas. 
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2.  An  amendment  to  section  319(h)  (2)  of  the  PHS  Act  (relating 
to  authorizations  for  operation  of  migrant  health  centers)  which 
would  continue  for  fiscal  year  1978  the  limitation  on  the  amount  of 
appropriations  which  may  be  made  available  to  provide  services  to 
non-high  impact  areas. 

3.  An  amendment  to  section  330(b)  (3)  of  the  PHS  Act  (relating 
to  the  definition  of  medically  underserved  populations  for  the  pur- 
pose of  planning,  developing,  and  operating  community  health  cen- 
ters to  serve  such  populations)  which  would  require  the  Secretary  of 
HEW  to  take  into  account,  in  designating  medically  underserved  pop- 
ulations, unusual  local  conditions  which  are  a  barrier  to  access  to 
or  availability  of  personal  health  services. 

4.  An  amendment  to  section  314(d)  (7)  (B)  of  the  PHS  Act  (re- 
lating to  purposes  for  which  grants  for  hypertension  programs  may  be 
authorized)  which  would  authorize  hypertension  programs  to  pro- 
vide ambulatory  care  services  where  appropriate. 

5.  An  amendment  to  section  203(e)  (1)  (A)  (i)  of  the  Community 
Mental  Health  Centers  Act  (relating  to  continuation  grants)  which 
would  have  the  effect  of  postponing  until  fiscal  year  1979  the  date  by 
which  community  mental  health  centers  funded  prior  to  the  date  of 
enactment  of  the  Health  Kevenue  Sharing  and  Health  Services  Act 
of  1975  (Public  Law  94-63)  must  offer  the  comprehensive  services 
mandated  by  such  Act  in  order  to  be  eligible  for  continued  support. 

H.R.  4976  also  contains  a  series  of  technical  and  minor  substantive 
amendments  to  the  Health  Professions  Educational  Assistance  Act 
of  1976  (Public  Law  94-484) ;  the  Alcohol  Abuse  and  Alcoholism 
Prevention,  Treatment,  and  Rehabilitation  Act  of  1970,  as  amended 
by  Public  Law  94-371 ;  the  Drug  Abuse  Office  and  Treatment  Act  of 
1972,  as  amended  by  Public  Law  94-237 ;  the  Nurse  Training  Act  of 
1975  (Public  Law  94-63) ;  the  Indian  Health  Care  Improvement  Act 
(Public  Law  94r437) ;  and  the  Social  Security  Amendments  of  1972 
(Public  Law  92-603). 

Cost  of  Legislation 

As  reported  by  the  Committee,  H.R.  4976  provides  authorizations 
of  appropriations  for  fiscal  year  1978  in  the  amounts  shown  in  the 
following  table.  With  two  exceptions,  authorizations  for  blood  sep- 
aration centers  and  home  health  services  training  grants,  the  amoimts 
proposed  to  be  authorized  for  fiscal  year  1978  reflect  a  15  percent  in- 
crease over  actual  fiscal  year  1977  appropriations. 
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(c)  There  are  authorized  to  be  appropriated  for  payments  under 
grants  under  subsection  (a)  $20,000,000  for  fiscal  year  1976,  [and] 
$20,000,000  [for  fiscal  year  19773  -fiscal  year  ending  Septem- 
her  30, 1917,  and  $22fl00ft00  for  the  fiscal  year  ending  September 
1978. 

*  *  *  *  *  * 

Part  B — Financial  Distress  Grants 

*  *  *  *  «  *  * 

AUTHORIZATION  OF  APPROPRIATIONS 

Sec.  213.  There  are  authorized  to  be  appropriated  $15,000,000  for 
fiscal  year  1976,  [and]  $15,000,000  [for  fiscal  year  1977]  for  the  fiscal 
year  ending  Septemher  30,  1977,  and  $12,000,000  for  the  fiscal  year 
ending  Septemher  SO,  1978,  for  payments  under  grants  under  section 
211. 

^  *  *  *  *  4:  ♦ 

Part  D — Eape  Pre^t:ntion  and  Control 
rape  prevention  and  control 

Sec.  231.  (a)  *  *  * 

******* 

(d)  For  the  purpose  of  carrying  out  subsection  (b) ,  there  are  author- 
ized to  be  appropriated  $7,000,000  for  fiscal  year  1976,  [and]  $10,000,- 
000  [for  fiscal  year  1977]  for  the  fiscal  year  ending  Sepetmher  30, 1977, 
and  $5,750,000  for  the  fiscal  year  ending  Septemher  30,  1978. 

Sfs  ^  SfS  9{S  Sjt 


Section  501  of  the  Social  Security  Act 

TITLE  V— MATER^N^AL  AND  CHILD  HEALTH  AND  CRIP- 
PLED CHILDREN'S  SERVICES 

AUTHORIZATION  OF  APPROPRIATIONS 

Sec.  501.  For  the  purpose  of  enabling  each  State  to  extend  and 
improve  (especially  in  rural  areas  and  in  areas  suffering  from  severe 
economic  distress),  as  far  as  practicable  under  the  conditions  in  such 
State, 

(1)  services  for  reducing  infant  mortality  and  otherwise  pro- 
moting the  health  of  mothers  and  children ;  and 

(2)  services  for  locating,  and  for  medical,  surgical,  corrective, 
and  other  services  and  care  for  and  facilities  for  diagnosis,  hos- 
pitalization, and  aftercare  for,  children  who  are  crippled  or  who 
are  suffering  from  conditions  leading  to  crippling, 

there  are  authorized  to  be  appropriated  $250,000,000  for  the  fiscal 
year  ending  June  30,  1969,  $275,000,000  for  the  fiscal  year  ending 
June  30,  1970,  $300,000,000  for  the  fiscal  year  ending  June  30,  1971, 
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$325,000,000  for  the  fiscal  year  ending  June  30, 1972,  [and]  $350,000,- 
000  for  the  fiscal  year  ending  June  30, 1973,  [and  each  fiscal  year  there- 
after] arid  for  each  of  the  next  four  fiscal  years^  and  $S99^S^^00  for 
the  fiscal  year  ending  Septerriber  30^  1978^  and  for  each  fiscal  year  there- 
afte?. 

Section  249B  of  the  Social  Security  Amendments  of  1972 

PAYMENTS  TO  STATES  UNDER  Mia>ICAID  FOR  COMPENSATION  OF  INSPECTORS 
RESPONSIBLE  FOR  MAINTAINING  COMPLIANCE  WITH  FEDERAL  STANDARDS 

Sec.  249B.  Section  1903(a)  of  the  Social  Security  Act,  as  amended 
by  sections  207(a)  (2)  and  235(a)  of  this  Act,  is  further  amended, 
effective  for  the  period  beginning  October  1, 1972,  and  ending  [June  30, 
1977]  Septemher  30^  19&)^  by  redesignating  paragraph  (4)  as  para- 
graph (5),  and  by  inserting  after  paragraph  (3)  the  following  new 
paragraph : 

"(4)  an  amount  equal  to  100  per  centum  of  the  sums  expended 
during  such  quarter  (as  found  necessary  by  the  Secretary  for 
the  proper  and  efficient  administration  of  the  State  plan)  which 
are  attributable  to  compensation  or  training  of  personnel  (of  the 
State  agency  or  any  other  public  agency)  responsible  for  inspect- 
ing public  or  private  institutions  (or  portions  thereof)  providing 
long-term  care  to  recipients  of  medical  assistance  to  determine 
whether  such  institutions  comply  with  health  or  safety  standards 
applicable  to  such  institutions  under  this  Act ;  plus". 

Section  602  of  Public  Law  94-63 

AN  ACT  to  amend  the  the  Public  Health  Service  Act  and  related  health  laws  to 
revise  and  extend  the  health  revenue  sharing  program,  the  family  planning 
programs,  the  community  mental  health  centers  program,  the  programs  for 
migrant  health  centers  and  community  health  centers,  the  National  Health 
Service  CJorps  program,  and  the  programs  for  assistance  for  nurse  training, 
and  for  other  purposes 

*  «  *  «  »  ic  « 

TITLE  VI— MISCELLANEOUS 

HOIHE  HEALTH  SERVICES 

Sec.  602.  (a)  (i)  *  *  * 
»^  *  *  *  *  «  * 

(5)  There  are  authorized  to  be  appropriated  $8,000,000  for  fiscal 
year  1976,  $2,000,000  for  the  period  July  1, 1976,  through  September  30, 
1976,  $8,000,000  for  the  fiscal  year  ending  September  30,  1977,  and 
$3y!t50pOO  for  the  fiscal  year  ending  September  30^  1978^  for  payments 
under  grants  under  this  subsection. 

(b)  (1)  The  Secretary  of  Health,  Education,  and  Welfare  may  make 
grants  ito  public  and  nonprofit  private  entities  to  assist  them  in  demon- 
strating the  training  of  professional  and  paraprofessional  x)ersonnel 
to  provide  home  health  services  (as  defined  in  section  1861  (m)  of  the 
Social  Security  Act) . 

(2)  Applications  for  grants  under  ithis  subsection  shall  be  in  such 
form  and  contain  such  information  as  the  Secretary  shall  by  regula- 
tions, prescribe. 
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(B)  The  provisions  of  section  225  (f)  (1)  of  the  Public  Health  Serv- 
ice Act  (as  in  eflect  on  September  30,  1977)  prescribing  the  financial 
obligation  of  a  participant  in  the  Public  Health  and  National  Health 
Service  Corps  Scholarship  Program  who  fails  to  complete  an  active 
duty  service  obligation  incurred  under  that  Program  shall  apply  to 
any  individual  who  received  a  scholarship  under  such  Program  for  any 
school  year  ending  before  September  30, 1977,  irrespective  of  whether 
such  individual  received  such  a  scholarship  after  that  date. 

[(C)  Periods  of  internship  or  residency  served  before  September 
30,  1976,  in  a  facility  of  the  National  Health  Service  Corps  or  other 
facility  of  the  Public  Health  Service  in  accordance  with  an  agreement 
entered  into  under  section  225(b)  of  the  Public  Health  Service  Act 
(as  in  effect  before  that  date)  shall  be  creditable  in  satisfying  a  service 
obligation  incurred  under  the  Public  Health  and  National  Health 
Service  Corps  Scholarship  Program  as  revised  by  this  subsection.] 

{O)  If  an  individual  received  a  scholarship  under  the  Public  Health 
and  National  Health  Service  Corps  Scholarship  Program  for  any 
school  year  ending  before  September  30^^  1977^  periods  of  internship 
or  residency  served  by  such  individuul  in  a  facility  of  the  National 
Health  Service  Corps  or  other  facility  of  the  Public  Health  Service 
shall  be  creditable  in  satisfying  such  individual's  service  obligation 
incurred  under  that  Program  for  such  scholarship  or  for  any  scholar- 
ship received  under  the  National  Health  Service  Corps  Scholarship 
Program  for  any  subsequent  school  year, 

3^  *****  tif 
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Calendar  No.  82 

$5th  Congress    )  SENATE  (  Report 

1st  Session      )  |  No.  95-102 


HEALTH  ASSISTANCE  PROGRAMS  EXTENSION  ACT  OF 

1977 


April  26  (legislative  day,  February  21),  1977. — Ordered  to  be  printed 


Mr.  Kennedy,  from  the  Committee  on  Human  Resources, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  4975] 

The  Committee  on  Human  Resources,  to  which  was  referred  the 
bill  (H.R.  4975),  to  amend  the  PubHc  Health  Service  Act  to  authorize 
appropriations  for  fiscal  year  1978  for  biomedical  research  and  related 
programs,  having  considered  the  same,  reports  favorably  thereon  with 
an  amendment  in  the  nature  of  a  substitute  and  an  amendment  to  the 
title  and  recoromends  that  the  biU  (as  amended)  do  pass. 
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i:  SUMMARY  OF  LEGISLATION 

As  approved  by  the  Committee,  H.R.  4975  would — 

(1)  Extend  through  the  fiscal  year  ending  September  30,  1978 
without  major  substantive  modifications,  the  assistance  programs 
under  the  Pubhc  Health  Service  Act  for  health  services  research; 
health  statistics;  comprehensive  public  health  services;  hyper- 
tension; migrant  health;  community  health  centers;  memcal 
libraries;  cancer  control  programs;  the  National  Cancer  Institute; 
heart,  blood  vessel,  lung,  and  blood  disease  prevention  and  con- 
trol programs;  the  National  Heart,  Lung,  and  Blood  Institute; 
National  Research  Service  Awards;  population  research  and 
voluntary  family  planning;  sudden  infant  death  syndrome;  hemo- 
phiUa;  national  health  j^anning  and  development;  and  health 
resources  developmrait; 

(2)  Extend  tliough  the  fiscal  vear  oading  September  30,  1978 
without  major  substantive  modifications  the  assistance  programs 
under  the  Community  Mental  Health  Centers  Act; 

(3)  Extend  through  the  fiscal  year  ending  September  30,  1978 
without  substantive  modifica^ons  the  assistance  programs  for 
home  health  services  imder  PubUc  Law  94-63 ; 

(4)  Establish  five  supererade  poations  for  the  National  Insti- 
tute on  Alcohol  Abuse  and  Alcoholism  and  increase  the  number 
of  National  Cancer  Institute  ccwisultants  from  100  to  200; 

(5)  Authorize  the  Secretary  of  Health,  Education,  and  Welfare 
to  develop  minimum  pubHc  health  standards  to  maintain  pre- 
ventive health  care  programs ; 

(6)  Amend  the  health  professions  educational  assistance  laws 
to  clarify  language  and  cwrect  errors  in  dates  and  titles;  assure 
equity  for  loans,  scholarships,  and  payback  provisions  for  medical 
students  who  had  made  commitments  under  previous  legislation ; 
insure  that  general  pediatrics  is  considered  primary  care  at  Area 
Health  Education  Centers;  assure  that  all  graduates  of  schools 
accredited  by  the  Liaison  Committee  on  Medical  Education  are 
treated  the  same;  and  guarantee  that  for  admission  into  the  third 
year  of  a  U.S.  medical  school,  U.S.  citizens  who  have  graduated 
from  two-year  U.S.  medical  schools  will  be  treated  the  same  as 
U.S.  citizens  who  have  successfully  completed  2  years  of  a  foreign 
medical  school; 

(7)  Authorize  an  additional  $135  million  in  grants  for  public 
hospitals  to  eliminate  or  prevent  imminent  safety  hazards  or 
avoid  noncompliance  with  State  or  voluntary  licensure  or  accredi- 
tation standards;  and 

(8)  Authorize  the  Secretary  of  Health,  Education,  and  Welfare 
to  arrange  for  studies  of  international  health  issues  and  oppor- 
tunities. 

(6) 


n.  HISTORY  OF  LEGISLATION 

The  legislation  was  introduced  on  February  22,  1977,  by  Senators 
Kennedy,  Schweiker,  Williams,  Javits,  Randolph,  Pell,  Hathaway, 
Riegle  and  Stafford  and  was  referred  to  the  Committee  on  Human 
Resources.  On  February  23,  1977,  the  Subcommittee  on  Health  and 
Scientific  Research  held  a  hearing  on  the  legislation.  Testimony  was 
received  from  the  Department  of  Health,  Education  and  Welfare 
which  testified  in  support  of  the  legislation.  In  addition,  statements, 
which  were  generally  supportive,  were  suppUed  for  the  record  by  the 
following  organizations  and  individual: 
AFI^CIO. 

American  Cancer  Society. 

American  College  of  Cardiology. 

American  College  of  Chest  Physicians. 

American  Dental  Association. 

American  Hospital  Association. 

American  Library  Association. 

American  Lung  Association. 

American  Medical  Association. 

American  Nurses'  Association. 

American  Occupational  Therapy  Association. 

American  Psychiatric  Association. 

Association  of  American  Medical  Colleges. 

Candlelighters. 

Citizens  for  the  Treatment  of  High  Blood  Pressure,  Inc. 
Cystic  Fibrosis  Foimdation. 

Federation  of  American  Societies  for  Experimental  Biology. 
Health  Insurance  Association  of  America. 
Mental  Health  Association. 

National  Association  of  Community  Health  Centers,  Inc. 
National  Association  of  Counties. 

National  Council  of  Community  Mental  Health  Centers. 
National  Governors'  Conference. 
John  H.  Vetne. 

The  subcommittee  considered  the  legislation  in  open  markup  on 
March  18,  1977,  and  ordered  it  reported  to  the  full  Committee.  On 
March  31,  1977,  companion  legislation  passed  the  House  and  was 
subsequently  referred  to  the  committee  for  consideration.  On  April 
6,  1977,  the  committee  considered  the  legislation  in  open  markup  and 
ordered  it  favorably  reported  to  the  Senate. 

(6) 
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National  Research  Service  Awards 

The  Federal  Government  has  been  sponsoring  the  training  of 
biomedical  researchers  since  1930.  By  1971,  the  I?ational  Institutes 
of  Health  (NIH),  through  their  fellowship  and  training  grant  pro- 
grams, supported  38  percent  of  the  nation's  full  time  graduate  students 
m  the  medical  sciences  and  21  percent  in  all  biomedical  sciences. 

The  National  Research  Act  of  1974,  Public  Law  93-348,  amended 
the  Public  Health  Service  Act  by  repealing  existing  research  training 
authorities  and  consolidating  them  m  the  "National  Research  Serv- 
ice Awards''  (NRSA)  authority  of  the  act. 

The  first  awards  under  NRSA  authority  were  made  in  fiscal  year 
1975.  Since  then  research  training  programs  funded  under  the  au- 
thorities in  existence  previous  to  the  NRSA  have  been  phased  out. 
By  fiscal  vear  1978,  75  percent  of  individuals  at  the  predoctoral  level 
supported  by  NIH  will  be  under  the  NRSA  authority;  for  those  at 
the  post-doctoral  level,  the  proportion  will  be  90  percent.  The  table 
below  shows  the  numbers  of  persons  receiving  training  through  NIH. 
The  program  is  proceeding  in  an  orderly  manner,  consistent  with 
recommendations  of  the  NAS. 


NATIONAL  INSTITUTES  OF  HEALTH 
RESEARCH  TRAINEES-INDIVIDUALS 

1974  1975  1976  1977  1978 

actuaM  actuaM  actaal  estimata  request 

Oldprogrami                                         9,975  8,729  5,705  3,345  1,475 

Predoctoral  _                             »5,475  M,800  3,257  2,304  1,044 

Postdoctoral                                    M,500  «3,929  2^448  1,041  431 

NRSA    inmrmm  3^420  3^949  s/ts  7,497 

Predoctoral   876  1~473  2^507  3,074 

Postdoctoral   „  -  2.544  2^76  4^^273  4,423 

Total  _  „  9^975  12,149  9.654  10,125  8,972 

Predoctoral  J  5, 475  «5,676  4^7^^  MU  ^ll8 

Postdoctoral                                    »4,500  »  6,473  4,924  5,314  4,854 


>  Excludes  trainees  funded  from  1973  restored  funds. 

s  Determination  of  distribution  between  pre-  and  postdoctoral  support  in  the  old  programs  in  1974  and  1975  required 
approximations. 

Population  Research  and  Voluntary  JFamily  Planning 

Programs 

Until  the  i960*s,  public  attitudes  toward  family  planning  were 
characterized  by  ignorance  or  silence.  Medical  family  planning  services 
were  generally  available  only  to  those  who  could  anord  them  through 
private  physicians  and  clinics.  There  was  no  national  fociis  on  the 
field  until  the  passage,  of  the  Social  Security  Amendments  of  1967 
(Public  Law  90-248),  which  included  the  Child  Health  Act  of  1967, 
the  first  Act  to  establish  a  special  project  grant  authority  for  family 
planning  services.  In  the  same  year,  the  Economic  Opportunity 
Anaendments  of  1967  established  family  planning  as  a  special  emphasis 
program  of  the  Office  of  Economic  Opportunity. 

The  growing  Federal  commitment  toward  direct  provision  of  family 
planning  services  was  embodied  in  the  establishment,  in  October, 
1969,  of  the  National  Center  for  Family  Planning  Services  in  HEW's 
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Health  Services  and  Mental  Health  Administration.  The  creation  of 
the  NCFPS,  to  administer  the  family  planning  funds  appropriated 
under  title  V  of  the  SSA,  reaflfirmed  the  traditional  Federal  position 
that  family  planning  services  should  be  made  available  to  those  who 
desire  such  services,  but  because  of  income  or  other  circumstances, 
are  denied  access  to  such  services. 

In  1970,  a  major  new  Congressional  initiative  in  the  fields  of  both 
population  research  and  family  planning  was  launched.  The  result 
was  enactment  of  S.  2108,  the  Family  Planning  Services  and  Popula- 
tion Research  Act  of  1970  (P.L.  91--572).  The  Act's  intent  was  to 
greatly  expand  the  availability  of  voluntary  family  planning  services 
with  prion ty  on  low-income  individuals.  The  Family  Planning  Act  of 
1970  amended  the  PHS  Act  by  adding  to  it  a  new  title  X.  The  new  title 
X  provided  authority  to  the  Secretary  of  HEW  to  award  project 
grants  and  contracts  to  entities  establishing  and  operating  voluntary 
family  planning  projects  (sec.  1001).  It  also  authorized  (sec.  1002)  a 
limited  formula  grant  program  to  support  the  planning,  establish- 
ment, maintenance,  coordination  and  evaluation  of  family  planning 
services  offered  by  State  health  authorities.  It  should  be  noted  that 
funds  have  never  been  requested  by  HEW  or  appropriated  for  this 
formula  grant  program.^  Training  related  to  individual  and  State 
projects  in  family  planning  was  provided  for  in  a  specific  authoriza- 
tion (sec.  1003).  The  grant  and  contract  authority  and  authorizations 
for  appropriations  for  research  in  family  planning  and  population 
was  enlarged,  and  new  authority  (sec.  1004)  was  provided  for  the  de- 
velopment and  distribution  of  informational  and  educational  ma- 
terials pertaining  to  family  planning  and  population  growth.  Specific 
provisions  were  also  included  in  the  new  title  X  to  insure  that  partici- 
pation in  family  activities  would  be  completely  voluntary  (sec. 
1007) — a  principle  consistently  adhered  to  with  regard  to  Federal 
support  of  family  planning  services — and  that  none  of  the  funds  ap- 
propriated under  tne  title  would  support  programs  using  abortion  as 
a  method  of  family  planning  (sec.  1008). 

It  is  estimated  there  are  almost  6  million  low-income  individuals 
wishing  family  planning  services  but  unable  to  obtam  them  because  of 
economic  reasons  sometimes  compounded  by  the  inaccessibility  of 
such  services.  There  are  probably  another  3.5  million  individuals 
with  an  income  slightly  over  the  defined  poverty  level  for  whom  the 
cost  of  family  planning  services  acts  as  a  deterrent  to  the  utilization 
of  such  services.  Teenage  pregnancy  has  become  a  significant  health 
and  social  concern  with  one  million  teenagers  between  the  ages  of 
15  and  19  becoming  ffregnant  each  year  and  30,000  teenagers  younger 
than  15  becoming  pregnant  each  year.  The  appropriation  of  $130 
million,  an  increase  of  $22.5  million  over  the  fiscal  year  1977  appro- 
priation, would  permit  the  expansion  of  family  planning  services 
programs  to  reacn  an  additional  600,000  women  over  the  3,000,000 
currently  reached  with  title  X  funding  support. 

The  committee  bill  authorizes  the  appropriation  of  $5  million  for 
grants  and  contracts  for  training  individuals  representing  all  elements 
of  the  family  planning  clinic  staff,  with  special  attention  being  given 
to  regional  and  local  staff  priorities  in  the  establishment  of  training 
programs.  Among  the  key  personnel  trained  under  this  authority  are 
family  planning  nurse  practitioners,  who  have  proven  to  be  an  in- 
valuable asset  in  the  provision  of  family  planning  services,  as  well  as 
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outreach  workers  who  have  been  instrumental  in  making  individuals 
in  remote  areas  aware  of  the  availability  of  these  services.  These 
individuals  are  essential  if  established  fainily  planning  programs  are 
to  succeed  in  their  efforts  to  expand  their  services  to  surrounding  areas 
with  limited  health  care  resources.  The  modest  increase  of  $2,000,000, 
over  the  fiscal  year  1977  appropriation  of  $3  million,  for  training 
programs  will  help  increase  efforts  to  train  these  important  family 
planning  workers. 

The  committee  bill  authorizes  the  appropriation  of  $70  million  for 
research  in  the  biomedical,  contraceptive  development,  behavioral, 
and  program  implementation  fields  related  to  family  planning  and 
population. 

Appropriation  of  $70  million  for  fiscal  year  1978,  an  increase  of 
approximately  $16  million  over  the  amount  appropriated  in  fiscal 
year  1977,  will  permit  a  modest  expansion  in  population  research, 
after  the  inflation  factor  is  taken  into  consideration.  Few  medical 
research  efforts  promise  the  social  and  economic  returns  which  can 
be  obtained  through  investments  in  population  research;  the  less 
effective  our  contraceptive  technology  is,  tne  higher  the  costs  of  family 
planning  services  will  be. 

The  committee  bill  authorizes  the  appropriation  of  $2.5  million  for 
information  and  education  programs.  In  fiscal  year  1977,  only  $600,000 
was  appropriated  for  this  purpose.  Planned  rarenthood  reports  that 
at  least  one  million  young  women  below  age  20  become  pregnant  each 
year,  and  the  vast  majority  of  these  pregnancies  are  not  planned.  In 
addition,  that  organization  reports  that  less  than  40  percent  of  single 
teenage  women  Imow  the  period  of  time  during  which  they  are  likely 
to  become  pregnant,  and  30  percent  of  teenage  women  are  imaware 
of  where  they  can  obtain  family  planning  services.  These  figures  make 
compelling  arguments  for  an  expanded  informational  and  educational 
program  that  can  reach  these  young  people. 

The  $2.5  million  recommended  for  this  purpose  would  enable  HEW 
to  initiate  and  expand  efforts  to  provide  educational  and  informational 
materials  to  these  young  people. 

Sudden  Infant  Death  Syndrome 

Some  7,000  infants  die  each  year  in  this  country  of  Sudden  Infant 
Death  Syndrome,  a  mysterious  disease  which  strikes  quickly  and 
which  cannot  be  prevented  or  cured. 

The  Committee  has  been  deeply  concerned  with  both  the  need  for 
support  of  research  into  this  disease,  and  the  need  for  public  and  pro- 
fessional education  information  and  counseling  about  it.  As  a  result  of 
this  concern,  the  Congress  enacted  the  Sudden  Infant  Death  Syndrome 
Act  in  1974.  Through  31  centers  located  around  the  country,  this 
program  provides  education  and  training  to  the  personnel — social 
workers,  police,  doctors,  etc. — ^who  come  into  contact  with  the  families 
who  have  lost  infants  to  SIDS;  encourages  the  coordination  and  de- 
velopment of  community  resources  for  dealing  with  SIDS  cases;  and 
supports  the  development  of  informational  and  educational  materials 
about  the  disease  and  its  effects  on  families. 

In&cal  year  1976  31  SIDS  projects  were  supported  in  27  States. 
The  number  of  infant  deaths  attributed  to  the  Sudden  Infant  Death 
Syndrome  in  the  area  served  by  these  projects  is  estimated  at  4,550 
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per  year,  well  oyer  half  the  annual  estimated  total  of  6,500  SIDS 
deaths  in  the  United  States. 

Twenty-two  of  these  projects  have  been  operational  since  July  1, 
1975.  In  their  first  annual  report  these  projects  showed:  1,308  families 
served;  1,362  autopsies  for  suspected  cases  of  SIDS;  and  1,596  hours 
of  educational  programs  for  SIDS. 

The  committee  bill  authorizes  the  appropriation  of  $3  million  for 
fiscal  year  1978  which  will  enable  the  program  to  expand  its  reach  to  a 
greater  proportion  of  those  families  which  lose  children  and  to  estab- 
Hsh  programs  in  some  of  the  more  populous  of  the  23  States  in  which 
no  programs  now  exist. 

Hemophilia  Programs 

Special  authority  for  hemophilia  programs  was  provided  under 
Public  Law  94-63  to  provide  Federal  assistance  to  establish  compre- 
hensive hemophilia  diagnostic  and  treatment  centers,  and  to  develop 
and  expand,  within  existing  facilities,  blood-separation  centers.  In 
enacting  this  legislation.  Congress  noted  that,  while  there  were  67 
existing  hemophilia  treatment  centers  in  27  States,  there  was  a  need 
for  sudi  facilities  in  areas  which  had  no  or  limited  diagnostic  and 
treatment  facilities.  In  addition,  support  for  blood-separation  centers 
was  recognized  as  necessary  in  order  to  make  optimal  and  more  efli- 
cient  use  of  blood  components  and  to  encourage  the  blood  banking 
community  to  make  components  more  readily  available. 

There  are  currently  17  hemophilia  diagnostic  and  treatment  centers 
which  are  supported  through  this  program.  These  centers  serve  an 
estimated  2,300  people. 

Health  Planning  and  Resources  Development 

The  National  Health  Planning  and  Resources  Development  Act, 
PubHc  Law  93-641,  was  passed  in  January,  1975,  in  response  to 
substantial  evidence  that  (1;  there  was  insujQBcient  control  over  rapidly 
rising  health  care  expenditures;  (2)  existing  health  resources  and  serv- 
ices were  not  eflFectively  distributed;  and  (3)  there  were  inadequate 
methods  for  ensuring  that  new  technology  would  be  available  on  an 
equitable  basis,  as  required  for  quaUty  health  care  without  unneces- 
sary duplication  of  services. 

In  passing  Public  Law  93-641  Congress  concluded  that  there  was  a 
pressmg  need  to  restructure  and  strengthen  State  and  local  health 
planning,  resource  development,  and  regulatory  efforts  previously 
carried  out  under  the  comprehensive  health  planning,  Hill-Burton, 
and  regional  medical  programs.  It  also  was  evident  that  the  develop- 
rnent  of  a  national  planning  policy  which  would  guide  resource  alloca- 
tion throughout  the  nation  was  required. 

Considerable  progress  has  been  made  in  implementing  Public  Law 
93-641  to  date.  The  two-tiered  structure  of  State  and  local  health 
planning  agencies  is  now  largely  in  place.  Health  systems  agencies 
(HSAs)  have  been  designated  and  funded  in  200  of  the  205  heath 
service  areas  that  were  established  in  September  1975.  State  health 
planning  and  development  agencies  (SHPDA's)  have  been  designated 
in  52  of  the  .56  States;  and  33  of  those  also  have  estabUshed  their 
Statewide  Health  Coordinating  Councils  (SHCC's). 
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Further  reflection  of  progress  is  seen  in  the  staffing,  and  governance 
of  these  agencies.  By  late  1976  the  aggregate  staff  of  the  HSA's  ex- 
ceeded 2,000  professional  and  support  personnel,  and  SHPDA  staffs 
totalled  over  900. 

It  is  estimated  that  over  8,000  consumers  and  fjroviders  presently 
are  serving  on  HSA  governing  bodies.  These  governing  bodies,  and  the 
public  officials,  providers,  and  consumers  serving  on  them,  are  re- 
sponsible for  the  governance  of  HSAs,  a  critical  role.  One  significant 
feature  of  the  new  program,  which  distinguishes  it  from  the  previous 
comj)rehensive  health  planning  program,  is  the  high  level  of  interest 
and  mvolvement  of  public  officials,  especially  local  ejected  officials. 

Most  HSAs  during  their  first  year  of  operation  devoted  a  significant 
fraction  of  their  time  and  effort  to  organizational  development,  for. 
example,  establishing  their  governing  boards,  recruiting  staff.  Now 
they  are  increasingly  devoting  attention  to  the  development  of  their 
long-range  Health  Systems  Plans  (HSP^s)  and  Annual  Implementation 
Plans  (AIFs). 

While  it  is  anticipated  that  few  HSA's  will  achieve  full  designation 
by  the  end  of  the  1977  fiscal  year,  most  of  the  HSAs  will  be  fully 
designated  sometime  before  the  end  of  the  1978  fiscal  year.  The  in- 
creased funding  levels  made  available  by  Congress  for  HSAs  in  fiscal 
year  1977  should  permit  them  to  increase  their  staff  and  other  capa- 
bilities, which  in  turn  should  lead  to  an  acceleration  in  plan  develop- 
ment and  better  enable  them  to  assume  the  expanded  responsibilities 
that  will  be  required  of  them  once  accorded  full  designation. 

Community  Mental  Health  Centers 

In  February  1963,  President  Kennedy  sent  Congress  a  special 
message  caUing  for  "a  bold  new  approach"  to  mental  illness  and 
mentd  retardation.  In  October  1963  Congresspassed  the  community 
mental  health  centers  program,  authorizmg  Inderal  grants  for  con- 
struction of  community  mental  health  centers.  Federal  support  for 
initial  stafling  was  authorized  in  1965  by  Public  Law  89-105,  providing 
assistance  on  a  declining  basis  over  a  51-month  period.  The  CMHC 
Act  was  expanded  to  include  services  for  alcoholism  and  narcotics 
abusers  witli  enactment  of  Public  Law  90-574  in  1968.  In  1970, 
Public  Law  91-211  extended  the  support  period  for  Federal  staffing 
grants  to  8  years,  authorized  a  higher  percentage  of  funds  for  con- 
struction and  staffing  in  poverty  areas,  and  established  grant  support 
for  specialized  children's  services.  Most  recently,  Public  Law  94-63, 
enacted  in  1975,  required  all  centers  to  provide  designated  essential 
services  as  well  as  certain  specialized  services  to  children,  the  elderly, 
alcoholics,  and  drug  dependent  persons.  It  also  created  the  National 
Center  for  the  Prevention  andf  Control  of  Rape,  which  conducts 
research  into  the  legal,  social  and  medical  aspects  of  rape. 

Presently,  650  centers  have  been  funded  of  which  347,  or  53  percent, 
are  in  urban  and  rural  poverty  areas.  To  achieve  the  goal  of  total 
U.S.  coverage,  it  is  estimated  that  an  additional  850  centers  wiU  be 
needed. 

Operating  centers  total  547,  making  services  available  tp  82  million 
people,  or  38  percent  of  the  Nation's  population.  When  the  650  funded 
Centers  are  fully  operational  services  will  be  available  to  over  93 
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million  persons.  In  1975,  over  1,600,000  persons  received  direct 
services,  an  increase  of  312  percent  over  1970.  It  is  estimated  that  in 
1977  over  two  million  persons  will  receive  direct  services  in  CMHC's. 

The  more  severe  mental  disorders,  depressive  disorders,  schizo- 
phrenia, along  with  alcoholism  and  drug  aouse,  comprise  nearly  half 
the  admissions  to  centers,  23  percent  of  all  admissions  are  under  age 
18,  with  42  percent  under  age  24. 

CMHC's  are  located  in  all  States,  in  the  inner  city  districts  of  the 
largest  metropolitan  areas,  in  urban  areas,  and  in  the  most  rural  areas 
of  the  country.  Half  are  operated  by  private,  nonprofit  organizations 
and  half  are  organized  under  State,  county  or  municipal  government. 
Most  Centers  (92  percent)  represent  the  collaborative  progranmiing 
of  two  or  more  aMiating  agencies. 

Nationally^  the  support  of  all  operating  CMHC's  is  made  up  of 
38  percent  State  and  local  governmental  funds,  30  percent  receipts 
for  direct  services,  and  30  percent  Federal  CMHC  grants.  For  every 
dollar  of  Federal  CMHC  operations  support,  $2.70  in  non-Federal 
funds  is  used. 

Home  Health  Services 

Originally  authorized  by  Public  Law  94-63,  the  home  health  serv- 
ices program  provides  grants  to  meet  the  initial  costs  of  establishing 
and  operating  home  health  agencies  and  expanding  the  services  avail- 
able through  existing  agencies.  Grants  are  made  based  on  the  relative 
needs  by  States  for  home  health  services  with  preference  given  to 
areas  within  a  State  where  a  high  percentage  of  the  population  to  be 
served  is  composed  of  individuals  who  are  eldeiiy,  medically  indigent, 
or  both. 

This  program  expands  the  capability  to  provide  home  health  service 
to  persons  who  are  entitled  to  such  services  under  titles  XVII,  XIX, 
ana  XX  of  the  Social  Security  Act  but  Are  unable  to  receive  «uch  care 
because  there  are^  either  no  qualified  providers  of  home  health  services 
or  the  capacity  of  the  existing  home  health  agency  is  limited;  The  most 
t^cent  social  security  data  indicate  that  the  median  number  of  visits 
provided  to  100  medicare  eligibles  was  30  home  health  visits.  It  is 
generally  accepted  that  increased  utilization  of  home  health  services 
serves  as  a  deterrent  to  institutionaUzation  for  the  elderly,  ill  and 
handicapped  and  also  provides  for  a  more  efl&cient  use  of  medical  care 
expeditures.  Support  is  also  available  to  public  and  nonprofit  private 
entities  to  demonstrate  the  training  of  professional  and  parapro- 
fessionals  persons  to  administer  and  provide  home  health  services. 

It  is  intended  that  projects  be  provided  initial  funding  with  a  view 
toward  their  becoming  independent  of  Federal  support. 

During  fiscal  year  1976,  56  grants  were  awarded  serving  15,000 
persons  for  the  expansion  of  services  and  16  for  the  development  of 
new  agencies.  It  is  anticipated  that  40  additional  projects  will  be 
funded  in  fiscal  year  1977  (20  new  and  20  expansion).  During  the 
period  of  the  one-year  extension  of  this  authorization  of  this  authority, 
it  is  projected  that  40  home  health  projects  will  be  funded  (20  new 
and  20  expanded)  bringing  the  total  to  136  grants  over  the  three- 
year  period. 
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TITLE  V— GRANTS  FOR  HEALTH  PROFESSIONS  SCHOOLS 

*  *  4e  *  *  «  4e 

Grant  Requirements 

Sec.  502  (a).  [Effective J  Except  ds  provided  in  subsection  (6), 
ejffective  with  respect  to  fiscal  years  beginning  after  September  30, 
1977,  part  E  of  Title  VII  is  amended  (1)  by  striking  out  sections  771, 
772,  773,  and  774,  and  (2)  by  adding  after  770  the  follo^ving  new 
section: 

(6)  Section  771  (6)  (3)  as  amended  by  this  Act  shall  take  efect  on  the 
date  of  enactment  oj  this  Act, 
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Mr.  Staggers,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  H.R.  4975] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendment  of  the  House  to  the  amendment  of  the  Senate 
to  the  text  of  the  bill  (H.R.  4975)  to  amend  the  Public  Health  Service 
Act  to  extend  through  the  fiscal  year  ending  September  30,  1978,  the 
assistance  programs  for  health  services  research;  health  statistics; 
comprehensive  public  health  services;  hypertension  pro-ams;  mi- 
grant health;  community  health  centers;  medical  libraries;  cancer 
control  programs;  the  National  Cancer  Institute;  heart,  blood  vessel, 
lung,  and  blood  disease  prevention  and  control  programs ;  t^he  National 
Heart,  Lung,  and  Blood  Institute ;  National  Research  Service  Awards; 
population  research  and  voluntarj^  family  planning  programs ;  sudden 
infant  death  syndrome;  hemophilia;  national  health  planning  and 
development ;  and  health  resources  development ;  to  amend  the  Com- 
munity Mental  Health  Centers  Act  to  extend  it  through  the  fiscal  year 
ending  September  30, 1978 ;  to  extend  the  assistance  programs  for  home 
health  services ;  and  for  other  purposes,  having  met,  after  full  and  free 
conference,  have  agreed  to  recommend  and  do  recommend  to  their 
respective  Houses  as  follows : 

That  the  Senate  recede  from  its  disagreement  to  the  amendment  of 
the  House  and  agree  to  the  same  with  an  amendment  as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  House  amend- 
ment insert  the  following : 

TITLE  I— HEALTH  PLANNING  AND  HEALTH  SERVICES 
RESEARCH  AND  STATISTICS  EXTENSION 

Sec,  101,  This  title  may  he  cited  as  the  ''Health  Planning  and  Health 
Services  Research  and  Statistics  Extension  Act  of  197T\ 

Sec.  m.  {a)  Section  lS16(c)  (1)  of  the  Public  Health  Service  Act 
(relating  to  authorizations  for  planning  grants)  is  amended  by  strik- 
ing out  ''for  the  fiscal  year  ending  June  30, 197T'  and  inzertingm  Iteu 
thereof  "each  for  the  fiscal  years  ending  Sfptemher  30,  1977,  and 
September 30, 1978'\ 


Material  is  substantially  identical  with  Senate  Conference 
Report  95-3U9. 
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mum  flexibility  in  determining  what  may  be  the  most  appropriate 
form  for  public  liealth  service  program  standards.  The  conferees  are 
aware  of  the  recent  efforts  of  the  Association  of  State  and  Territorial 
Health  Officials,  the  National  Association  of  County  Health  Officials, 
the  United  States  Conference  of  City  Health  Officei-s,  and  the  Ameri- 
can Public  Health  Association,  with  staff  suppoit  from  the  Center 
for  Disease  Control,  to  develop  such  standards  on  a  voluntary,  col- 
laborative basis.  The  conferees  anticipate  that  the  Secretary  will  rely 
on  the  experience  and  advice  of  these  groups,  and  support  their  con- 
tinued efforts  as  a  basis  for  both  the  form  and  content  of  public  health 
program  standards  development  required  in  this  section. 

STUDIES  OF  INTORNATIONAL  HEALTH  ISSUES  AND  OrPORTUNITIES 

The  Senate  amendment  contained  a  provision  not  included  in  the 
House  amendment  which  directed  the  Secretary  of  HEW  to  arrange 
for  the  conduct  of  a  study  or  studies  to  determine  opportunities,  if  any, 
for  broadened  Federal  program  activities  in  areas  of  international 
health. 

The  conference  substitute  conforms  to  the  Senate  amendment. 

Harley  O.  Staggers, 
Paul  Rogers, 
David  Satterfield, 
Tim  Lee  Carter, 
James  T.  Broyhill, 
Managers  ori  the  part  of  the  House, 
Edward  M.  Kennedy, 
Harrison  A.  Williams,  Jr., 
Claiborne  Pell, 
Gaylord  Nelson, 
Alan  Cranston, 
William  D.  Hathaway, 
Jacob  Javits, 
Richard  S.  Schweiker, 
John  H.  Chafee, 
Managers  on  the  part  of  the  Senate, 
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July  14  (legislative  day,  Mat  18),  1977.— Ordered  to  be  printed 


Mr.  Kennedy,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  H.R.  4d75] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendment  of  the  House  to  the  amendment  of  the  Senate 
to  the  text  of  the  bill  (H.R.  4975)  to  amend  the  Public  Health  Service 
Act  to  extend  through  the  fiscal  year  ending  September  30,  1978,  the 
assistance  programs  for  health  services  research;  health  statistics; 
comprehensive  public  health  services;  hypertension  programs;  mi- 
grant health;  community  health  centers;  medical  libraries;  cancer 
control  programs;  the  National  Cancer  Institute;  heart,  blood  vessel, 
lung,  and  blood  disease  prevention  and  control  programs ;  the  National 
Heart,  Lung,  and  Blood  Institute ;  National  Research  Service  Awards; 
population  research  and  voluntary  family  planning  programs ;  sudden 
infant  death  syndrome;  hemophilia;  national  health  planning  and 
development ;  and  health  resources  development ;  to  amend  the  Com- 
munity Mental  Health  Centers  Act  to  extend  it  through  the  fiscal  year 
ending  September  30, 1978 ;  to  extend  the  assistance  programs  for  home 
health  services ;  and  for  other  purposes,  having  met,  after  full  and  free 
conference,  have  agreed  to  recommend  and  do  recommend  to  their 
respective  Houses  as  follows  : 

That  the  Senate  recede  from  its  disagreement  to  the  amendment  of 
the  House  and  agree  to  the  same  with  an  amendment  as  follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  House  amend- 
ment insert  the  following : 

TITLE  I— HEALTH  PLANNING  AND  HEALTH  SERVICES 
RESEARCH  AND  STATISTICS  EXTENSION 

Sfc,  101,  This  title  may  he  cited  as  the  ''Health  Planning  aind  Health 
Services  Research  and  Statistics  Extension  Act  of  197T\ 

Sec,  m,  (a)  Section  1616{c)  (1)  of  the  PMic  Health  Servvce  Act 
(relating  to  authorizations  for  planning  grants)  is  amended  oy  strik- 
ing out  "for  the  fiscal  year  ending  June  30, 1977''  and  inserting  in  lieu 
thereof  "each  for  the  peal  years  ending  September  30,  1977,  ami 
September  30,1978'", 


JOINT  EXPLANATORY  STATEMENT  OF  THE 
COMMITTEE  OF  CONFERENCE 


The  managers  on  the  part  of  the  House  and  the  Senate  at  the  con- 
ference on  the  disagreeing  votes  of  the  two  Houses  on  the  amendment 
of  the  House  to  the  amendment  of  the  Senate  to  the  bill  (H.R.  4975) 
to  amend  the  Public  Health  Service  Act  to  extend  through  the  fiscal 
year  ending  September  30,  1978,  the  assistance  programs  for  health 
services  research ;  health  statistics ;  comprehensive  public  health  serv- 
ices; hypertension  programs;  migrant  health;  community  health  cen- 
ters; medical  libraries;  cancer  control  programs;  the  National  Can- 
cer Institution;  heart,  blood  vessel,  lung,  and  blood  disease  preven- 
tion and  control  programs;  the  National  Heart,  Lung,  and  Blood 
Institute;  National  Research  Service  Awards;  population  research  and 
voluntary  family  planning  programs ;  sudden  infant  death  syndrome ; 
hemophilia;  national  health  planning  and  development;  and  health 
resources  development ;  to  amend  the  Community  Mental  Health  Cen- 
ters Act  to  extend  it  through  the  fiscal  year  ending  September  30, 1978 ; 
to  extend  the  assistance  programs  for  home  health  services;  and  for 
other  purposes,  submit  the  following  joint  statement  to  the  House  and 
the  Senate  in  explanation  of  the  effect  of  the  action  agreed  upon 
by  the  managers  and  recommended  in  the  accompanying  conference 
report: 

The  House  passed  H.R.  4974,  H.R.  4975,  and  H.R.  4976,  which  ex- 
tended various  health  programs  for  fiscal  year  1978.  The  Senate 
amendment  to  the  text  of  the  bill  struck  out  all  after  the  enacting 
clause  of  H.R.  4975  and  inserted  a  substitute  text  which  extended  the 
programs  extended  by  H.R.  4974,  H.R.  4975,  and  H.R.  4976.  The  House 
amendment  to  the  Senate  amendment  struck  out  the  text  proposed  by 
the  Senate  amendment  and  inserted  a  substitute  text  which  was  iden- 
tical to  the  texts  of  H.R.  4974,  H.R.  4975,  and  H.R.  4976,  as  passed  by 
the  House. 

The  Senate  recedes  from  its  disagreement  to  the  amendment  of  the 
House  with  an  amendment  which  is  a  substitute  for  the  Senate  amend- 
ment and  the  House  amendment.  The  differences  between  the  Senate 
amendment,  the  House  amendment,  and  the  substitute  agreed  to  in 
conference  are  noted  below,  except  for  clerical  corrections,  conform- 
ing changes  made  necessary  by  agreements  reached  by  the  conferees, 
and  minor  drafting  and  clarifying  changes. 

AUTHORIZATIONS  OF  APPROPRIATIONS  FOR  HEALTH  PROGRAMS 

Both  the  House  and  Senate  amendments  to  the  House-passed  bills 
authorized  line-item  appropriations  for  several  health  programs  for 
fiscal  year  1978.  The  following  chart  sets  forth  the  authorizations  in 
the  Senate  amendment,  the  House  amendment,  and  the  conference 
substitute. 
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House  Senate  Conference 

•mtndment     amendment  substitute 


Health  services: 

314(dX7XA)-Bloc  irants   103.5  110  106.75 

314(dX7XB)-Hypertension   10.35  15  12.68 

319(hXl>-Migrant  planning   1.8975  4  2.95 

3l9(hX2)-Migrant  operation   29.1525  35  32.08 

3l9(hX3)— Migrant  hospitalization   3.45  5  4.23 

330(gXl)— CHC  planning   5.75  6  5 

330(gX2)— CHC  operation   241.6702  272  256.84 

I00l(c)-Family  planning  projects   123.625  140  136.4 

I003(b>— Family  planning  training   3.45  5  3 

1004(b)— Family  planning  research...     67.838  70  68.5 

1005(b)— Family  planning  information  ^   .69  2.5  .6 

1121(b)— Sudden  infant  death  syndrome   2.3  5  3.65 

1131(f)— Hemophilia   3.45  5  4.55 

1132(e)— Blood  separation  centers   3.45  4  3.45 

Community  Mental  Health  Centers  Act: 

202(d>-CMHC  planning   .1  3.75  1.93 

203(d)-CMHC  initial  operation   22.775  55  38.89 

204(c>-CMHC  consultation  and  education   15  15  15 

205(c)— CMHC  conversion   22  24  23 

213— CMHC  financial  disUess   12  15  13.5 

228— CMHC  construction   0  5  2.5 

231(d)-Rape  prevention   5.75  10  7.88 

Social  Security  Act: 

501-M8ternal  and  child  health*   399.8642  399.8642  399.8642 

Public  Law  94-63: 

602(a)— Home  health  services   8  8  8 

602(b)— Home  health  training   4  4  4 

Subtotal  _    1090.0623       1218.1142  1156.1242 

Total,  H.R,  4975   2960. 1874       3509.7142  3357.0842 

>  Existing  law  provides  that  22  percent  of  the  appropriation  made  under  sec.  1613  shall  be  made  available  for  grants  for 
construction  or  modernization  projects  designed  to  eliminate  or  prevent  imminent  safety  hazards  as  defined  by  Federal, 
State,  or  local  fire,  building,  or  life  safety  codes  or  regulations,  or  avoid  noncompliance  with  State  or  voluntary  licensure 
or  accreditation  standards.  The  conference  substitute  authorizes  appropriations  of  {67,500,000  in  addition  to  the  22- 
percent  earmark. 

*  No  fiscal  year  limitation. 

TECHXICAL  AMENDMENTS  TO  HEALTH  PLANNING  LAW 

Both  the  House  and  Senate  amendments  inchided  technical  amend- 
ments to  the  National  Health  Planning  and  Resources  Development 
Act  (Public  Law  93-641 ) . 

The  conference  substitute  combines  the  provisions  of  l)oth  amend- 
ments. 

The  mana^rs  wish  to  emphasize  the  need  for  a  thoroufrh  review  of 
implementation  of  this  program  by  the  new  Administration.  Several 
matters  de.serve  the  immediate  attention  of  the  Depnrtment  of  Health, 
Education,  and  Welfare. 

First,  the  regulations  governing  a  certificate  of  need  program  which 
must  be  developed  by  each  state  are  deficient.  The  aggressive  imple- 
mentjition  of  this  section  of  the  health  planning  legislation  by  the  De- 
partment is  necessary  to  effective  control  of  capital  expenditures, 
which  is  critical  to  containing  exploding  health  care  costs. 

At  the  time  that  the  Congiess  enacted  Public  Law  93-641,  it  was 
aware  of  the  scope  of  coverage  of  section  1122  of  the  Social  Security 
Act  as  it  was  then  in  effect.  It  was  the  intent  of  Congress  that  the 
certificate  of  need  provisions  of  Public  Law  91^641  liave  at  least  the 
same  scope.  The  published  regulations,  however,  do  not  require  state 
certificate  of  need  programs  to  cover  organized  ambulatory  care  pro- 
grams, such  as  home  health  services;  modernization  of  facilities:  site 
acquisition;  purchase  of  existing  facilities;  or  the  use  of  space  within 
facilities  leased  to  outside  parties.  Each  of  these  activities  was  origi- 
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nally  subject  to  review  under  section  1122  and  in  each  case  their  ex- 
clusion will  provide  ways  for  hospitals,  nursing  homes  and  other 
health  programs  to  circumvent  the  intent  of  this  law.  The  omission  of 
these  activities  from  certificate  of  need  regulations  should  be  imme- 
diately reconsidered  and  rectified. 

Second,  the  National  Council  on  Health  Planning  and  Develop- 
ment, established  under  title  XV  to  advise  the  Secretary  on  a  state- 
ment of  national  .health  planning  goals  and  standards  respecting  the 
supply,  distribution,  and  organization  of  health  resources,  has  not  been 
fully  appointed  and  is  not  yet  operational. 

Third,  the  national  guidelines  for  health  planning  have  not  yet 
been  published.  The  issuance  of  such  guidelines  for  use  by  health  sys- 
tems agencies  and  state  health  planning  and  development  agencies 
was  required  by  July  4, 1976.  While  a  draft  of  the  guidelines  has  been 
developed,  it  is  deficient  in  that  it  includes  few  "standards  respecting 
the  appropriate  supply,  distribution,  and  organization  of  health  re- 
sources^' as  required  by  section  1501.  These  standards  are  needed  by 
health  planning  agencies  to  guide  them-  in  making  proper  policy 
decisions.  Without  them,  each  health  systems  agency  and  state  health 
planning  and  development  agency  will  be  required  to  expend  re- 
sources developing  standards  themselves  to  apply  in  their  project  re- 
view and  planning  fimctions. 

Fourth,  the  Department  has  fallen  behind  on  its  publication  of  regu- 
lations essential  to  the  implementation  of  the  program.  Especially 
crucial  are  those  for  state  medical  facilities  and  health  plans  and  those 
for  appropriateness  review. 

Fifth,  Public  Law  93-641  established  ten  regional  centers  to  develop 
health  planning  methodology  and  technology  and  to  support  the  tech- 
nical assistance  and  manpower  training  needs  of  the  health  systems 
agencies  (HSAs)  and  state  health  planning  and  development  agen- 
cies (SHPDAs)  in  the  ten  HEW  regions.  These  multidisciplinary 
centers  for  health  planning  are  similar  to  the  health  service  research 
centers  funded  by  the  National  Center  for  Health  Services  Research. 
The  Congress'  intent  was  for  these  health  planning  centers  to  be  enti- 
ties separate  from,  although  funded  by,  HEW  in  order  that  thev  be 
permitted  to  serve  their  primary  constituents,  HSAs  and  SHPDAs. 
These  centers  are  not  to  be  viewed  as  extensions  of  HEW  regional  of- 
fices, nor  should  they  be  required  to  provide  any  program  support  for 
the  Department's  staff.  Further,  the  Department  should  authorize  the 
centers  to  define  priorities  and  work  programs  to  meet  the  peculiar 
local  or  regional  needs  and  priorities  of  HSAs  and  SHPDAs. 

Sixth,  the  lack  of  progress  in  developing  an  evaluation  methodology 
for  reviewing  the  performance  of  the  health  systems  afi^encies  and 
state  health  planning  and  development  agencies  also  is  of  concern  to 
the  conferees.  Public  Law  93-641  contains  strong  measures  re- 
quiring such  evaluation.  Clearly  the  state  of  the  art  in  evaluation  of 
health  planning  is  limited;  nevertheless,  HEW  seems  to  have  missed 
an  opportunity  over  the  last  few  years  to  promote  research  and  dem- 
onstrations to  further  develop  that  state  of  the  art.  Health  systems 
asrencies  and  state  agencies  must  develop  a  posture  of  competence, 
fairness  and  impartiality  as  well  as  begin  to  influence  their  health 
care  delivery  systems  in  positive  ways.  If  planning  is  to  be  success- 
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ful,  the  Federal  Government  must  monitor  the  development  of  the 
planning  system  and  take  corrective  action  when  problems  are 
identified. 

In  this  connection,  the  conferees  were  heartened  to  learn  of  the 
high  standards  which  H[EW  is  using  in  the  review  of  health  plans 
which  HSAs  develop.  It  is  important  that  the  initial  health  systems 
plans  (HSP)  both  describe  what  additional  services  are  needed  to  im- 
prove the  health  status  of  people  and  clearly  identify  excess  capacity 
in  the  system,  including  the  number  and  location  of  hospital  beds  and 
services  that  should  be  closed  or  converted  to  other  uses,  although 
the  ability  and  advisability  of  HSAs  providing  such  specificity  in  in- 
tial  plans  will  vary  due  to  social,  legal  and  political  factors.  In  deter- 
mining Tvhether  an  HSA  is  ready  for  full  designation,  HEW  should 
continue  to  assure  that  its  HSP  and  other  plans  are  specific  enough 
to  be  useful  in  carrying  out  its  review  and  other  implementation 
functions. 

Finally,  the  conferees  note  that  significant  policy  authority  has  been 
delegated  to  the  ten  HEW  regional  offices  during  the  implementation 
of  the  planning  and  resources  development  program.  In  some  cases 
this  delegation  has  been  disruptive  and  has  resulted  in  actions  con- 
trary to  the  intent  of  the  Conferees.  For  example,  some  HEW  regional 
administrators  have  imposed  salary  and  administrative  restrictions 
on  HSA  staff.  This  is  clearly  inappropriate  and  outside  the  scope  of 
HEW  authority  in  that  control  over  internal  management,  staff 
salary  and  administrative  practices  has  been  provided  to  HSA  boards, 
and  not  HEW,  by  statute.  Further,  although  it  is  appropriate  for  re- 
gional offices  to  monitor  the  implementation  of  the  program  and  offer 
technical  assistance,  health  planning  policy  decisions  respecting  im- 
plementation are  clearly  the  responsibility  of  the  Bureau  of  Health 
Planning  and  Resource  Development  under  the  direction  of  the  Secre- 
tary with  consulta-tion  with  the  National  Council  on  Health  Planning 
and  Development.  Uniform  implementation  of  national  health  policies 
can  best  be  accomplished  by  central  decision  making  and  regional 
monitoring. 

The  conferees  also  wish  to  clarify  the  original  intent  of  the  Health 
Planning  and  Resources  Development  Act  with  respect  to  the  com- 
position of  governing  bodies  of  health  systems  agencies.  Under  the 
law  (section  1512(b)  (3)  (C)  of  the  Public  Health  Service  Act)  con- 
sumer representatives  of  governing  bodies  are  to  be  "broadly  rep- 
resentative of  the  social,  economic,  linguistic  and  racial  populations'" 
residing  within  the  health  service  area.  The  conferees  emphasize  that, 
as  the  law  states,  the  populations  are  to  be  broadly  represented.  There- 
fore, several  different  approaches  to  insuring  meaningful  involvement 
in  HSA  decisions  by  all  segments  of  society  are  permissible.  In  par- 
ticular, it  was  not  the  intent  of  the  Congress  in  enacting  this  provision 
to  mandate  a  quota  system  requiring  the  selection  of  representatives 
of  a  particular  category  strictly  proportionate  to  its  representation  in 
the  population  of  the  area  or  to  require  that  representatives  of  a  cate- 
gory be  members  of  the  class  they  represent.  Instead,  the  Congress 
intended  that,  in  implementation  of  the  requii-ement  with  respect  to 
consumer  representatives,  health  systems  agencies  have  the  flexibility 
to  adopt  selection  processes  most  appropriate  to  local  needs. 
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HBAJLTH  MAINTENANCE  ORGANIZATION  AMENDMENTS 

The  House  amendment  contained  a  provision  not  included  in  the 
Senate  amendment  which  prohibited  paj^ments  imder  medicare  and 
medicaid  to  health  maintenance  organizations  whose  memberships  are 
made  up  of  a  majority  of  individuals  who  are  recipients  of  benefits 
under  medicare  or  medicaid.  This  provision  was  intended  to  correct 
technically  deficient  language  in  Public  Law  94-460  to  achieve  the 
original  Congressional  policy. 

The  conference  substitute  conforms  to  the  House  amendment. 

CONSULTANTS  TO  THE  NATIONAL  CANCER  INSTITUTE 

The  Senate  amendment  contained  a  provision,  not  included  in  the 
House  amendment,  which  increased  the  number  of  experts  and  con- 
sultants which  the  Director  of  the  National  Cancer  Institute  is  author- 
ized to  hire  under  section  410  of  the  Public  Health  Service  Act  (PHS 
Act)  from  100  to  200.  If  further  authorized  the  reimbursement  or  such 
consultants'  traveling  expenses  to  and  from  their  assignment  locations. 

The  conference  substitute  would  authorize  the  Director  of  the  Na- 
tional Cancer  Institute  to  hire  51  additional  experts  and  consultants, 
or  a  total  of  151.  It  does  not  authorize  the  reimbursement  of  consult- 
ants for  traveling  expenses  to  and  from  their  assignment  locations. 

AMBULATORY  TREATMENT  OF  HYPEBTENSION 

The  House  amendment  contained  a  provision,  not  included  in  the 
Senate  amendment,  which  provided  that  grants  under  section  314(d) 
(7)  (B)  of  the  Public  Health  Service  Act  for  programs  for  the  screen- 
ing, detection,  diagnosis,  prevention,  and  referral  for  treatment  of 
hypertension  could  also  be  used  to  provide  ambulatory  care,  where  it 
is  determined  to  be  appropriate. 

The  conference  substitute  does  not  include  the  House  provision.  It 
is  the  intent  of  the  conferees  to  wait  until  this  program  is  substantially 
reevaluated  later  this  year  to  determine  whether  the  scope  of  the  pro- 
gram should  be  expanded. 

DEFINITION  OF  MEDICALLY  UNDERSERVED  POPULATION 

The  House  amendment  contained  a  provision,  not  included  in  the 
Senate  amendment,  which  required  the  Secretary  of  HEW,  in  desig- 
nating medically  underserved  populations  under  section  330  of  the 
PHS  Act  for  the  purpose  of  making  grants  and  awarding  contracts 
for  community  health  centers,  to  take  into  account  unusual  local  condi- 
tions which  are  a  barrier  to  access  to  or  the  availability  of  personal 
health  services. 

The  conference  substitute  conforms  to  the  House  amendment. 

ADMINISTRATIVE  COSTS  OF  FAMILY  PLANNING  RESEARCH 

The  House  amendment  contained  a  provision,  not  included  in  the 
Senate  amendment,  intended  to  make  it  clear  that  the  existin^^  prohibi- 
tion on  the  use  of  funds  under  the  authority  of  the  Public  Health 
Service  Act  other  than  section  1004  (relating  to  authorizations  for 
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family  planning  research)  includes  the  administrative  costs  of  family 
planning  research  activities.  , 
The  conference  substitute  conforms  to  the  House  amendment.  In 
including  this  provision,  it  is  not  the  intent  of  the  conferees  to  reduce 
the  amount  of  support  available  for  population  research  excluding 
administrative  costs.  The  conferees  intend  that  this  new  provision — 
"which  clarifies  the  intention  of  Congress  that  the  entire  population 
research  effort  of  the  Department  of  Health,  Education,  and  Welfare 
be  conducted  under  section  1004  of  the  PHS  Act — ^not  be  used  to 
reduce  the  appropriate  program  support  level  for  population  research. 

GOVERNING  BOARDS  OF  COMMUNrTY  AND  MIGRANT  HEALTH  CENTERS 

It  has  come  to  the  attention  of  the  conferees  that  the  requirements 
that  community  and  migrant  health  centers  establish  governing 
boards  composed  of  individuals  a  majority  of  whom  are  served  by  the 
center  and  who  represent  the  individuals  being  served  by  the  center 
has  been  interpreted  bv  the  Department  of  Health,  Education,  and 
Welfare  in  a  manner  which  may  preclude  public  entities  such  as  State 
and  local  governments  from  submitting  approvable  applications. 

Under  the  law,  each  community  and  each  migrant  health  center  is 
to  have  a  governing  board  which  shall  meet  once  a  month,  shall  estab- 
lish general  policies  for  the  center  (including  the  selection  of  services 
to  be  provided  and  a  schedule  of  hours  during  which  services  will  be 
provided),  approve  the  center's  annual  budget,  and  approve  the  selec- 
tion of  the  director  of  the  center.  These  minimum  responsibilities  are 
delineated  under  sections  319  and  330  of  the  Public  Health  Service 
Act.  While  other  responsibilities  may  be  delegated  to  the  governing 
board,  no  requirements  for  additional  responsibilities  are  to  be  im- 
posed which  could  preclude  in  any  way  the  submission  of  an  approv- 
able application  under  either  section  319  or  330  of  the  Act  by  public 
entities  including  State  and  local  governments  and  health  depart- 
ments. The  law  is  clear  that  both  public  and  nonprofit  private  entities 
are  eligible  grant  recipients,  and  Department  regulations  may  not 
alter  that  stipulation. 

AMENDMENTS  TO  HEALTH  PROFESSIONS  EDUCATIONAL  ASSISTANCE  ACT 
OF  197  6  (PUBLIC  LAW  94-484) 

Both  the  House  and  Senate  amendments  to  the  House-passed  bill 
included  provisions  amending  various  authorities  of  the  Health  Pro- 
fessions Educational  Assistance  Act  of  1976  ('Public  Law  94-484).  The 
principal  differences  between  the  House  and  Senate  amendments  and 
the  conference  substitute  are  noted  below. 

Loan  forgiveness  under  guaranteed  student  loan  program 

The  Senate  amendment  contained  a  provision  not  included  in  the 
House  amendment  which  conformed  the  financial  obligation  in  the 
written  contract  which  a  borrower  enters  into  with  the  Secretary  of 
HEW  under  the  loan  forgiveness  pro\asion  (section  735  of  the  PHS 
Act)  of  the  guaranteed  student  loan  program  to  that  entered  into  by 
a  participant  in  the  National  Health  Service  Corps  scholarship 
program. 
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mum  flexibility  in  determining  what  may  be  the  most  appropriate 
form  for  public  health  service  program  standards.  The  conferees  are 
aware  of  the  recent  efforts  of  the  Association  of  State  and  Territorial 
Health  Officials,  the  National  Association  of  County  Health  Officials, 
the  United  States  Conference  of  City  Health  Officers,  and  the  Ameri- 
can Public  Health  Association,  with  staff  support  from  the  Center 
for  Disease  Control,  to  develop  such  standards  on  a  voluntary,  col- 
laborative basis.  The  conferees  anticipate  that  the  Secretary  will  rely 
on  the  experience  and  advice  of  these  groups,  and  support  their  con- 
tinued efforts  as  a  basis  for  both  the  form  and  content  of  public  health 
program  standards  development  required  in  this  section. 

STUDIES  or  INTERNATIONAL  HEALTH  ISSUES  AND  OPPORTUNITIES 

The  Senate  amendment  contained  a  provision  not  included  in  the 
House  amendment  which  directed  the  Secretary  of  HEW  to  arrange 
for  the  conduct  of  a  study  or  studies  to  determine  opportunities,  if  any, 
for  broadened  Federal  program  activities  in  areas  of  international 
health. 

The  conference  substitute  conforms  to  the  Senate  amendment. 

Edward  M.  Kennedt, 
Harrison  A.  Willlams,  Jr., 
Claiborne  Pell, 
Gaylord  Nelson, 
Alan  Cranston, 
William  D.  Hathaway, 
Jacob  Javits, 
Richard  S.  Schweiker, 
John  H.  Chateb, 
Managers  on  the  part  of  the  Senate. 
Harlet  O.  Staggers, 
Paul  Kogers, 
David  SATTERFiEii), 
Tim  Lee  Carter, 
James  T.  Broyhill, 
Managers  on  the  part  of  the  House, 
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PUBLIC  LAW  95-142--OCT.  25,  1977 


91  STAT.  1175 


Public  Law  95-142 
95th  Congress 


An  Act 


To  strengthen  the  capability  of  the  Government  to  detect,  prosecute,  and  punish 
fraudulent  activities  under  the  medicare  and  medicaid  programs,  and  for 
other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assemhled, 

SHORT  TITLE 

Section  1.  This  Act  may  be  cited  as  the  "Medicare-Medicaid  Anti- 
Fraud  and  Abuse  Amendments". 

PROHIBITION  against  ASSIGNMENT  BY  PHYSICIANS  AND  OTHERS  OF  CLAIMS 
FOR  SERVICES :  CLAIMS  PAYMENT  PROCEDURES  FOR  MEDICAID  PROGRAM 


Oct.  25,  1977 
[H.R.  3] 


Medicare- 
Medicaid 
Anti-Fraud  and 
Abuse 

Amendments. 
42  use  1305 
note. 


Carrier  contracts. 
42  use  1395u. 


Sec.  2.  (a)(1)  Section  1842(b)(5)  of  the  Social  Security  Act  is 
amended  by  adding  at  the  end  thereof  the  following  new  sentence: 
"No  payment  which  under  the  preceding  sentence  may  be  made 
directly  to  the  physician  or  other  person  providing  the  service  in- 
volved (pursuant  to  an  assignment  described  in  subparagraph  (B)  (ii) 
of  paragraph  (3) )  shall  be  made  to  anyone  else  under  a  reassignment 
or  power  of  attorney  (except  to  an  employer  or  facility  as  described 
in  clause  (A)  or  (B)  of  such  sentence) ;  but  nothing  in  this  subsection 
shall  be  construed  (i)  to  prevent  the  making  of  such  a  payment  in 
accordance  with  an  assignment  from  the  individual  to  whom  the  serv- 
ice was  provided  or  a  reassignment  from  the  physician  or  other  person 
providing  such  service  if  such  assignment  or  reassignment  is  made  to 
a  governmental  agency  or  entity  or  is  established  by  or  pursuant  to 
the  order  of  a  court  of  competent  jurisdiction,  or  (ii)  to  preclude  an 
agent  of  the  physician  or  other  person  providing  the  service  from 
receiving  any  such  payment  if  (but  only  if)  such  agent  does  so  pur- 
suant to  an  agency  agreement  under  which  the  compensation  to  be 
paid  to  the  agent  for  his  services  for  or  in  connection  with  the  billing 
or  collection  of  payments  due  such  physician  or  other  person  under 
this  title  is  unrelated  (directly  or  indirectly)  to  the  amount  of  such 
payments  or  the  billings  therefor,  and  is  not  dependent  upon  the  actual 
collection  of  any  such  payment.". 

(2)  Section  1815  of  such  Act  is  amended  by  adding  at  the  end  42  USC  1395g. 
thereof  the  following  new  subsection : 

"(c)  No  payment  which  may  be  made  to  a  provider  of  services 
under  this  title  for  any  service  furnished  to  an  individual  shall  be 
made  to  any  other  person  under  an  assignment  or  power  of  attorney ; 
but  nothing  in  this  subsection  shall  be  construed  (1)  to  prevent  the 
making  of  such  a  payment  in  accordance  with  an  assignment  from 
the  provider  if  such  assignment  is  made  to  a  governmental  agency 
or  entity  or  is  established  by  or  pursuant  to  the  order  of  a  court  of 
competent  jurisdiction,  or  (2)  to  preclude  an  agent  of  the  provider 
of  services  from  receiving  any  such  payment  if  (but  only  if)  such 
agent  does  so  pursuant  to  an  agency  agreement  under  which  the  com- 
pensation to  be  paid  to  the  agent  for  his  services  for  on  in  connection 
with  the  billing  or  collection  of  payments  due  such  provider  under  this 
title  is  unrelated  (directly  or  indirectly)  to  the  amount  of  such  pay- 
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ments  or  the  billings  therefor,  and  is  not  dependent  upon  the  actual 
collection  of  any  such  payment.". 

(3)  Section  1902(a)  (32)  of  such  Act  is  amended  to  read  as  follows : 
"(32)  provide  that  no  payment  under  the  plan  for  any  care 

or  service  provided  to  an  individual  shall  be  made  to  anyone  other 
than  such  individual  or  the  person  or  institution  providing  such 
care  or  service,  under  an  assignment  or  power  of  attorney  or 
otherwise ;  except  that — 

"(A)  in  the  case  of  any  care  or  service  provided  by  a  phy- 
sician, dentist,  or  other  individual  practitioner,  such  payment 
may  be  made  (i)  to  the  employer  of  such  physician,  dentist, 
or  other  practitioner  if  such  physician,  dentist,  or  practitioner 
is  required  as  a  condition  of  his  employment  to  turn  over  his 
fee  for  such  care  or  service  to  his  employer,  or  (ii)  (where 
the  care  or  service  was  provided  in  a  hospital,  clinic,  or  other 
facility)  to  the  facility  in  which  the  care  or  service  was  pro- 
vided if  there  is  a  contractual  arrangement  between  such 
physician,  dentist,  or  practitioner  and  such  facility  under 
which  such  facility  submits  the  bill  for  such  care  or  service ; 
and 

"(B)  nothing  in  this  paragraph  shall  be  construed  (i)  to 
prevent  the  making  of  such  a  payment  in  accordance  with 
an  assignment  from  the  person  or  institution  providing  the 
care  or  service  involved  if  such  assignment  is  made  to  a  gov- 
ernmental agency  or  entity  or  is  established  by  or  pursuant 
to  the  order  of  a  court  of  competent  jurisdiction,  or  (ii)  to 
preclude  an  agent  of  such  person  or  institution  from  receiving 
any  such  payment  if  (but  only  if)  such  agent  does  so  pursuant 
to  an  agency  agreement  under  which  the  compensation  to 
be  paid  to  the  agent  for  his  services  for  or  in  connection  with 
the  billing  or  collection  of  payments  due  such  person  or  insti- 
tution under  the  plan  is  unrelated  (directly  or  indirectly) 
to  the  amount  of  such  payments  or  the  billings  therefor,  and 
is  not  dependent  upon  the  actual  collection  of  any  such 
payment;". 

(4)  The  amendments  made  by  this  subsection  shall  apply  with 
respect  to  care  and  services  furnished  on  or  after  the  date  of  the 
enactment  of  this  Act. 

(b)(1)  Section  1902(a)  of  the  Social  Security  Act  is  amended — 

(A)  by  striking  out  "and"  at  the  end  of  paragraph  (35)  ; 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (36) 
and  inserting  in  lieu  thereof  " ;  and" ; 

(C)  by  inserting  immediately  after  paragraph  (36)  the  follow- 
ing new  paragraph : 

"(37)  provide  for  claims  payment  procedures  which  (A)  ensure 
that  90  per  centum  of  claims  for  payment  (for  which  no  further 
written  information  or  substantiation  is  required  in  order  to  make 
payment)  made  for  services  covered  under  the  plan  and  furnished 
by  health  care  practitioners  through  individual  or  group  practices 
or  through  shared  health  facilities  are  paid  within  30  days  of  the 
date  of  receipt  of  such  claims  and  that  99  per  centum  of  such  claims 
are  paid  within  90  days  of  the  date  of  receipt  of  such  claims,  and 
(B)  provide  for  procedures  of  prepayment  and  postpayment 
claims  review,  including  review  of  appropriate  data  with  respect 
to  the  recipient  and  provider  of  a  service  and  the  nature  of  the 
service  for  which  payment  is  claimed,  to  ensure  the  proper  and 
efficient  payment  of  claims  and  management  of  the  program."; 
and 
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(D)  by  inserting  at  the  end  thereof  the  following  paragraph: 
"The  requirement  of  clause  (A)  of  paragraph  (37)  with  respect  to 

State  plan  may  be  waived  by  the  Secretary  if  he  finds  that  the  State 

Eis  exercised  good  faith  in  trying  to  meet  such  requirement.". 
(2)  The  amendments  made  by  paragraph  (1)  shall  apply  to  calen- 

ar  quarters  beginning  on  and  after  July  1, 1978,  with  respect  to  State 

lans  approved  under  title  XIX  of  the  Social  Security  Act. 

DISCLOSURE  OF  OWNERSHIP  AND  RELATED  INFORMATION 

Sec.  3.  (a)  (1)  Part  A  of  title  XI  of  the  Social  Security  Act  is  Regulations 
mended  by  inserting  immediately  after  section  1123  the  following  42  UbL  1301. 
ew  section : 


Effective  date. 
42  use  1396a 
note. 

42  use  1396. 


"disclosure  of  ownership  AND  RELATED  INFORMATION 

"Sec.  1124.  (a)(1)  The  Secretary  shall  by  regulation  or  by  con- 
tact provision  provide  that  each  disclosing  entity  (as  defined  in  para- 
raph  (2) )  shall— 

"(A)  as  a  condition  of  the  disclosing  entity's  participation  in, 

or  certification  or  recertification  under,  any  of  the  programs 

established  by  titles  V,  XVIII,  XIX,  and  XX,*  or 

"(B)  as  a  condition  for  the  approval  or  renewal  of  a  contract  or 

agreement  between  the  disclosing  entity  and  the  Secretary  or  the 

appropriate  State  agency  under  any  of  the  programs  established 

under  titles  V,  XVIII,  XIX,  and  XX, 
apply  the  Secretary  or  the  appropriate  State  agency  with  full  and 
omplete  information  as  to  the  identity  of  each  person  with  an  owner- 
hip  or  control  interest  (as  defined  in  paragraph  (3) )  in  the  entity  or 
fi  any  subcontractor  (as  defined  by  the  Secretary  in  regulations)  in 
^hich  the  entity  directly  or  indirectly  has  a  5  per  centum  or  more 
wnership  interest. 

"(2)  As  used  in  this  section,  the  term  ^disclosing  entity'  means  an 
ntity  which  is — 

"  ( A)  a  provider  of  services  (as  defined  in  section  1861  (u) ,  other 
than  a  fund),  an  independent  clinical  laboratory,  a  renal  disease 
facility,  or  a  health  maintenance  organization  (as  defined  in  sec- 
tion 1301  (a)  of  the  Public  Health  Service  Act) ; 

"(B)  an  entity  (other  than  an  individual  practitioner  or  group 
of  practitioners)  that  furnishes,  or  arranges  for  the  furnishing  of, 
items  or  services  with  respect  to  which  payment  may  be  claimed 
by  the  entity  under  any  plan  or  program  established  pursuant  to 
title  V  or  under  a  State  plan  approved  under  title  XIX ; 

"(C)  a  carrier  or  other  agency  or  organization  that  is  acting  as 
a  fiscal  intermediary  or  agent  with  respect  to  one  or  more  pro- 
viders of  services  (for  purposes  of  part  A  or  part  B  of  title  XVIII, 
or  both,  or  for  purposes  of  a  State  plan  approved  under  title 
XIX)  pursuant  to  (i)  an  agreement  under  section  1816,  (ii)  a 
contract  under  section  1842,  or  (iii)  an  agreement  with  a  single 
State  agency  administering  or  supervising  the  administration  of 
a  State  plan  approved  under  title  XIX ;  or 

"(D)  an  entity  (other  than  an  individual  practitioner  or  group 
of  practitioners)  that  furnishes,  or  arranges  for  the  furnishing  of, 
health  related  services  with  respect  to  which  payment  may  be 
claimed  by  the  entity  under  a  State  plan  or  program  approved 
under  title  XX. 


42  use  1320a-3. 
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"(3)  As  used  in  this  section,  the  term  'pei'son  with  an  ownership  oi 
control  interest'  means,  with  respect  to  an  entity,  a  person  who — 

"(A)  (i)  has  directly  or  indirectly  (as  determined  by  the  Sec- 
retary in  regulations)  an  ownership  interest  of  5  per  centum  or 
more  in  the  entity ;  or 

"(ii)  is  the  owner  (in  whole  or  in  part)  of  an  interest  of  5  per 
centum  or  more  in  any  mortgage,  deed  of  trust,  note,  or  other 
obligation  secured  (in  whole  or  in  part)  by  the  entity  or  any  oi 
the  property  or  assets  thereof ;  or 

"(B)  is  an  officer  or  director  of  the  entity,  if  the  entity  is  orga- 
nized as  a  corporation ;  or 

"(C)  is  a  partner  in  the  entity,  if  the  entity  is  organized  as  a 
partnership.  i 
"(b)  To  the  extent  determined  to  be  feasible  under  regulations  of  I 
the  Secretary,  a  disclosing  entity  shall  also  include  in  the  information 
supplied  under  subsection  (a)  (1),  with  respect  to  each  person  with  an 
ownership  or  control  interest  in  the  entity,  the  name  of  any  other  dis- 
closing entity  with  respect  to  which  the  person  is  a  person  with  an 
ownership  or  control  interest.". 

(2)  Section  1861  (j)  (11)  of  such  Act  is  amended  to  read  as  follows: 
"(11)  complies  with  the  requirements  of  section  1124;". 

(b)  Clause  (C)  of  section  1866(b)  (2)  of  such  Act  is  amended  bv 
inserting  "(i)"  after  "failed",  and  by  adding  after  "to  verify  sucn 
information,"  the  following:  "or  (ii)  to  supply  (within  such  period 
as  may  be  specified  by  the  Secretary  in  regulations)  upon  request 
specifically  addressed  to  such  provider  by  the  Secretary  (I)  full  and 
complete  information  as  to  the  ownership  of  a  subcontractor  (as 
defined  by  the  Secretary  in  regulations)  with  whom  such  provider  has 
had,  during  the  previous  twelve  months,  business  transactions  in  an 
aggregate  amount  in  excess  of  $25,000,  and  (II)  full  and  complete 
information  as  to  any  significant  business  transactions  (as  defined 
by  the  Secretary  in  regulations) ,  occurring  during  the  five-year  period 
ending  on  the  date  of  such  request,  between  such  provider  and  any 
wholly  owned  supplier  or  between  such  provider  and  any  subcon- 
tractor,". 

(c)  (1)  Section  1902(a)  of  such  Act  (as  amended  by  section  2(b)  (1) 
of  this  Act)  is  amended — 

(A)  by  amending  paragraph  (35)  to  read  as  follows: 
"(35)  provide  that  any  intermediate  care  facility  receiving  pay- 
ments under  such  plan  complies  with  the  requirements  of  sec- 
tion 1124;"; 

(B)  by  striking  out  "and"  at  the  end  of  paragraph  (36) ; 

(C)  by  striking  out  the  period  at  the  end  of  paragraph  (37) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(D)  by  inserting  after  paragraph  (37)  the  following  new 
paragraph: 

"(38)  require  that  an  entity  (other  than  an  individual  prac- 
titioner or  a  group  of  practitioners)  that  furnishes,  or  arranges 
for  the  furnishing  of,  items  or  services  under  the  plan,  shall  sup- 
ply (within  such  period  as  may  be  specified  in  regulations  by  the 
Secretary  or  by  the  single  State  agency  which  administers  or 
supervises  the  administration  of  the  plan)  upon  request  specifi- 
cally addressed  to  such  entity  by  the  Secretary  or  such  State 
agency,  respectively,  (A)  full  and  complete  information  as  to 
the  ownership  of  a  subcontractor  (as  defined  by  the  Secretary 
in  regulations)  with  whom  such  entity  has  had,  during  the  previ- 
ous twelve  months,  business  transactions  in  an  aggregate  amount 
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in  excess  of  $25,000,  and  (B)  full  and  complete  information  as 
to  any  significant  business  transactions  (as  defined  by  the  Secre- 
tary in  regulations),  occurring  during  the  five-year  period  end- 
ing on  the  date  of  such  request,  between  such  entity  and  any 
wholly  owned  supplier  or  between  such  entity  and  any  sub- 
contractor.". 

(2)  Section  1903 (i)  (2)  of  such  Act  is  amended  by  inserting  before 
e  semicolon  at  the  end  thereof  the  following:  ",  or  by  reason  of 
mcompliance  with  a  request  made  by  the  Secretary  under  clause 
])(ii)  of  such  section  1866(b)(2)  or  under  section  1902(a)  (38)". 

(d)  (1)  Section  2003(d)  (1)  of  such  Act  is  amended— 

(A)  by  striking  out  "and"  at  the  end  of  subparagraph  (H)  : 

(B)  by  striking  out  the  period  at  the  end  of  subparagraph  (I) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(C)  by  adding  after  subparagraph  (I)  the  following  new 
subparagraph : 

"(J)  provides  that  any  entity  (other  than  an  individual  prac- 
titioner or  a  group  of  practitioners)  receiving  payments  for  the 
provision  of  health  related  services  complies  with  the  require- 
ments of  section  1124,  and  supplies  (within  such  period  as  may 
be  specified  in  regulations  by  the  Secretary  or  by  the  State 
agency  which  administers  or  supervises  the  administration  of  the 
plan)  upon  request  specifically  addressed  to  such  entity  by  the 
Secretary  or  such  State  agency,  respectively,  (i)  full  and  com- 
plete information  as  to  the  ownership  of  a  subcontractor  (as 
defined  by  the  Secretary  in  regulations)  with  whom  such  entity 
has  had,  during  the  previous  twelve  months,  business  transactions 
in  an  aggregate  amount  in  excess  of  $25,000,  and  (ii)  full  and  com- 
plete information  as  to  any  significant  business  transactions  (as 
defined  by  the  Secretary  in  regulations),  occurring  during  the 
five-year  period  ending  on  the  date  of  such  request,  between  such 
entity  and  any  wholly  owned  supplier  or  between  such  entity 
and  any  subcontractor.". 
(2)  Section  2002(a)  of  such  Act  is  amended  by  adding  at  the  end 
lereof  the  following  new  paragraph : 

"(15)  No  payment  may  be  made  under  this  section  with  respect  to 
ly  expenditure  for  the  provision  of  any  health  related  service  if 
ich  service  is  provided  by  an  entity  which  has  failed  to  comply  with 
request  made  by  the  Secretary  or  State  agency  under  section  2003 
i)  (1)  (J),  for  so  long  as  such  entity  remains  in  noncompliance  with 
ich  request.". 

(e)  The  amendment  made  by  subsection  (a)  (1)  shall  apply  with 
ispect  to  certifications  and  recertifications  made  (and  participation  in 
le  programs  established  by  titles  V,  XVIII,  XIX,  and  XX  of  the 
ocial  Security  Act  pursuant  to  certifications  and  receitifications 
lade),  and  fiscal  intermediary  or  agent  a^eements  or  contracts 
itered  into  or  renewed,  on  and  after  the  date  of  the  enactment  of  this 
ct.  The  remaining  amendments  made  by  this  section  shall  take 
feet  on  the  date  of  the  enactment  of  this  Act ;  except  that  the  amend- 
ents  made  by  subsections  (c)  and  (d)  shall  become  effective  Jan- 
iry  1, 1978. 
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PENALTIES  FOR  DEFRAUDING   MEDICARE  AND   MEDICAID  PROGRAMS 


Sec.  4.  (a)  Section  1877  of  the  Social  Security  Act  is  amended  to  42  USe  1395nn. 
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Fraudulently 
secured  benefits. 


Benefits,  misuse. 


lUegal 

remunerations. 


"Sec.  1877.  (a)  Whoever— 

"(1)  knowingly  and  willfully  makes  or  causes  to  be  made  an^, 
false  statement  or  representation  of  a  material  fact  in  any  appli- 
cation for  any  benefit  or  payment  under  this  title, 

"(2)  at  any  time  knowingly  and  willfully  makes  or  causes  to 
be  made  any  false  statement  or  representation  of  a  material  fact 
for  use  in  determining  rights  to  any  such  benefit  or  payment, 

"(3)  having  knowledge  of  the  occurrence  of  any  event  affecting 
(A)  his  initial  or  continued  right  to  any  such  benefit  or  payment, 
or  (B)  the  initial  or  continued  right  to  any  such  benefit  or  pay- 
ment of  any  other  individual  in  whose  behalf  he  has  applied  for 
or  is  receiving  such  benefit  or  payment,  conceals  or  fails  to  disclose: 
such  event  with  an  intent  fraudulently  to  secure  such  benefit  or 
payment  either  in  a  greater  amount  or  quantity  than  is  due  or 
when  no  such  benefit  or  payment  is  authorized,  or 

"  (4)  having  made  application  to  receive  any  such  benefit  or  pay- 
ment for  the  use  and  benefit  of  another  and  having  received  it, 
knowingly  and  willfully  converts  such  benefit  or  payment  or  any 
part  thereof  to  a  use  other  than  for  the  use  and  benefit  of  such 
other  person, 

shall  (i)  in  the  case  of  such  a  statement,  representation,  concealment, 
failure,  or  conversion  by  any  person  in  connection  with  the  furnishing 
(by  that  person)  of  items  or  services  for  which  payment  is  or  may  be 
made  under  this  title,  be  guilty  of  a  felony  and  upon  conviction  thereof 
fined  not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years 
or  both,  or  (ii)  in  the  case  of  such  a  statement,  representation,  conceal- 
ment, failure,  or  conversion  by  any  other  person,  be  guilty  of  a  mis- 
demeanor and  upon  conviction  thereof  fined  not  more  than  $10,000  or 
imprisoned  for  not  more  than  one  year,  or  both. 

"(b)  (1)  Whoever  solicits  or  receives  any  remuneration  (including 
any  kickback,  bribe,  or  rebate)  directly  or  indirectly,  overtly  or 
covertly,  in  cash  or  in  kind — 

"(A)  in  return  for  referring  an  individual  to  a  person  for  the 
furnishing  or  arranging  for  the  furnishing  of  any  item  or  service 
for  which  payment  may  be  made  in  whole  or  in  part  under  this 
title,  or 

"(B)  in  return  for  purchasing,  leasing,  ordering,  or  arranging 
for  or  recommending  purchasing,  leasing,  or  ordering  any  good, 
facility,  service,  or  item  for  which  payment  may  be  made  in  whole 
or  in  part  under  this  title, 
shall  be  guilty  of  a  felony  and  upon  conviction  thereof,  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both. 

"  (2)  Whoever  offers  or  pays  any  remuneration  (including  any  kick- 
back, bribe,  or  rebate)  directly  or  indirectly,  overtly  or  covertly,  in 
cash  or  in  kind  to  any  person  to  induce  such  person — 

"(A)  to  refer  an  individual  to  a  person  for  the  furnishing  or 
arranging  for  the  furnishing  of  any  item  or  service  for  which 
payment  may  be  made  in  whole  or  in  part  under  this  title,  or 
"(B)  to  purchase,  lease,  order,  or  arrange  for  or  recommend 
purchasing,  leasing,  or  ordering  any  ^ood,  facility,  service,  or 
item  for  which  payment  may  be  made  m  whole  or  in  part  under 
this  title, 

shall  be  guilty  of  a  felony  and  upon  conviction  thereof,  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both. 
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"(3)  Paragraphs  (1)  and  (2)  shall  not  apply  to — 

"  (A)  a  discount  or  other  reduction  in  price  obtained  by  a  pro- 
vider of  services  or  other  entity  under  this  title  if  the  reduction  in 
price  is  properly  disclosed  and  appropriately  reflected  in  the  costs 
claimed  or  charges  made  by  the  provider  or  entity  under  this  title ; 
and 

"(B)  any  amount  paid  by  an  employer  to  an  employee  (who 
has  a  bona  fide  employment  relationship  with  such  employer)  for 
employment  in  the  provision  of  covered  items  or  services. 
"(c)  Whoever  knowingly  and  willfully  makes  or  causes  to  be  made, 
>r  induces  or  seeks  to  induce  the  making  of,  any  false  statement  or 
representation  of  a  material  fact  with  respect  to  the  conditions  or 
operation  of  any  institution  or  facility  in  order  that  such  institution 
)r  facility  may  qualify  (either  upon  initial  certification  or  upon  recerti- 
fication)  as  a  hospital,  skilled  nursing  facility,  or  home  health  agency 
(as  those  terms  are  defined  in  section  1861),  shall  be  guilty  of  a 
felony  and  upon  conviction  thereof  shall  be  fined  not  more  than 
^25,000  or  imprisoned  for  not  more  than  five  years,  or  both. 

"(d)  Whoever  accepts  assignments  described  in  section  1842(b)  (3) 
(B)(ii)  and  knowingly,  willfully,  and  repeatedly  violates  the  term 
3f  such  assignments  specified  in  subclause  (I)  of  such  section,  shall 
be  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  be  fined 
not  more  than  $2,000  or  imprisoned  for  not  more  than  six  months,  or 
both.". 

(b)  Section  1909  of  such  Act  is  amended  to  read  as  follows: 


Health  care 
facilities, 
condition  or 
operation, 
misrepre- 
sentation. 
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"Sec.  1909.  (a)  Whoever— 

"(1)  knowingly  and  willfully  makes  or  causes  to  be  made  anj 
false  statement  or  representation  of  a  material  fact  in  any  appli- 
cation for  any  benefit  or  payment  under  a  State  plan  approved 
under  this  title, 

"(2)  at  any  time  knowingly  and  willfully  makes  or  causes  to 
be  made  any  false  statement  or  representation  of  a  material  fact 
for  use  in  determining  rights  to  such  benefit  or  payment, 

"(3)  having  knowledge  of  the  occurrence  of  any  event  affecting 
(A)  his  initial  or  continued  right  to  any  such  benefit  or  payment, 
or  (B)  the  initial  or  continued  right  to  any  such  benefit  or  pay- 
ment of  any  other  individual  in  whose  behalf  he  has  applied  for  or 
is  receiving  such  benefit  or  payment,  conceals  or  fails  to  disclose 
such  event  with  an  intent  fraudulently  to  secure  such  benefit  or 
payment  either  in  a  greater  amount  or  quantity  than  is  due  or 
when  no  such  benefit  or  payment  is  authorized,  or 

"(4)  having  made  application  to  receive  any  such  benefit  or  Benefits, 
payment  for  the  use  and  benefit  of  another  and  having  received  it, 
knowingly  and  willfully  converts  such  benefit  or  payment  or  any 
part  thereof  to  a  use  other  than  for  the  use  and  benefit  of  such 
other  person, 

.hall  (i)  in  the  case  of  such  a  statement,  representation,  concealment, 
•ailure,  or  conversion  by  any  person  in  connection  with  the  furnishing 
by  that  person)  of  items  or  services  for  whicih  payment  is  or  may  be 
nade  under  this  title,  be  guilty  of  a  felony  and  upon  conviction  thereof 
ined  not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years 
)r  both,  or  (ii)  in  the  case  of  such  a  statement,  representation,  conceal- 
tient,  failure,  or  conversion  by  any  other  person,  be  guilty  of  a  mis- 
lemeanor  and  upon  conviction  thereof  fined  not  more  than  $10,000 
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or  imprisoned  for  not  more  than  one  year,  or  both.  In  addition,  in  any 
case  where  an  individual  who  is  otherwise  eligible  for  assistance  under 
a  State  plan  approved  under  this  title  is  convicted  of  an  offense  under 
the  preceding  provisions  of  this  subsection,  the  State  may  at  its  option 
(notwithstanding  any  other  provision  of  this  title  or  of  such  plan) 
limit,  restrict,  or  suspend  the  eligibility  of  that  individual  for  such 
period  (not  exceeding  one  year)  as  it  deems  appropriate;  but  the 
imposition  of  a  limitation,  restriction,  or  suspension  with  respect  to 
the  eligibility  of  any  individual  under  this  sentence  shall  not  affect  the 
eligibility  of  any  other  person  for  assistance  under  the  plan,  regardless 
of  the  relationship  between  that  individual  and  such  other  person. 

"(b)  (1)  Whoever  solicits  or  receives  any  remuneration  (including 
any  kickoack,  bribe,  or  rebate)  directly  or  indirectly,  overtly  or 
covertly,  in  cash  or  in  kind — 

(A)  in  return  for  referring  an  individual  to  a  person  for  the 
furnishing  or  arranging  for  the  furnishing  of  any  item  or  service 
for  which  payment  may  be  made  in  whole  or  in  part  under  this 
title,  or 

"(B)  in  return  for  purchasing,  leasing,  ordering,  or  arranging 
for  or  recommending  purchasing,  leasing,  or  ordering  any  good, 
facility,  service,  or  item  for  which  payment  may  be  made  in 
whole  or  in  part  under  this  title, 
shall  be  guilty  of  a  felony  and  upon  conviction  thereof,  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both. 

"  (2)  Whoever  offers  or  pays  any  remuneration  (including  any  kick- 
back, bribe,  or  rebate)  directly  or  indirectly,  overtly  or  covertly,  in 
cash  or  in  kind  to  any  person  to  induce  such  person — 

"  (A)  to  refer  an  individual  to  a  person  for  the  furnishing  or 
arranging  for  the  furnishing  of  any  item  or  service  for  which  pay- 
ment may  be  made  in  whole  or  in  part  under  this  title,  or 

"(B)  to  purchase,  lease,  order,  or  arrange  for  or  recommend 
purchasing,  leasing,  or  ordering  any  good,  facility,  service,  or 
item  for  which  payment  may  be  made  in  whole  or  in  part  under 
this  title, 

shall  be  guilty  of  a  felony  and  upon  conviction  thereof,  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both. 

"(3)  Paragraphs  (1)  and  (2)  shall  not  apply  to — 

"(A)  a  discount  or  other  reduction  in  price  obtained  by  a  pro- 
vider of  services  or  other  entity  under  this  title  if  the  reduction 
in  price  is  properly  disclosed  and  appropriately  reflected  in  the 
costs  claimed  or  charges  made  by  the  provider  or  entity  under  this 
title;  and 

"(B)  any  amount  paid  by  an  employer  to  an  employee  (who 
has  a  bona  fide  employment  relationship  with  such  employer)  for 
employment  in  the  provision  of  covered  items  or  services. 
"(c)  \VTioever  knowingly  and  willfully  makes  or  causes  to  be  made, 
or  induces  or  seeks  to  induce  the  making  of,  any  false  statement  or 
representation  of  a  material  fact  with  respect  to  the  conditions  or  oper- 
ation of  any  institution  or  facility  in  order  that  such  institution  or 
facility  may  qualify  (either  upon  initial  certification  or  upon  recerti- 
fication)  as  a  hospital,  skilled  nursing  facility,  intermediate  care  facil- 
ity, or  home  health  agency  (as  those  terms  are  employed  in  this  title) 
shall  be  guilty  of  a  felony^  and  upon  conviction  thereof  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both. 
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"  (d)  Whoever  knowingly  and  willfully — 

"(1)  charges,  for  any  service  provided  to  a  patient  under  a 
State  plan  approved  under  this  title,  money  or  other  consideration 
at  a  rate  in  excess  of  the  rates  established  by  the  State,  or 

"(2)  charges,  solicits,  accepts,  or  receives,  in  addition  to  any 
amount  otherwise  required  to  be  paid  under  a  State  plan  approved 
under  this  title,  any  gift,  money,  donation,  or  other  consideration 
(other  than  a  charitable,  religious,  or  philanthropic  contribution 
from  an  organization  or  from  a  person  unrelated  to  the  patient)  — 
"(A)  as  a  precondition  of  admitting  a  patient  to  a  hos- 
pital, skilled  nursing  facility,  or  intermediate  care  facility, 
or 

"(B)  as  a  requirement  for  the  patient's  continued  stay  in 
such  a  facility, 

when  the  cost  of  the  services  provided  therein  to  the  patient  is 
paid  for  (in  whole  or  in  part)  under  the  State  plan, 
shall  be  guilty  of  a  felony  and  upon  conviction  thereof  shall  be  fined 
not  more  than  $25,000  or  imprisoned  for  not  more  than  five  years,  or 
both.". 

(c)  Section  204(a)  of  Public  Law  94-505  (42  U.S.C.  3524)  (relating 
\o  annual  reports  of  the  Health,  Education,  and  Welfare  Inspector 
General)  is  amended  by  adding  at  the  end  thereof  the  following  sen- 
bences :  "Such  report  also  shall  include  a  detailed  description  of  the 
?ases  referred  by  the  Department  of  Health,  Education,  and  Welfare 
bo  the  Department  of  Justice  during  the  period  covered  by  the  report, 
^in  evaluation  of  the  performance  of  the  Department  of  Justice  in  the 
investigation  and  prosecution  of  criminal  violations  relating  to  fraud 
in  the  programs  of  health  insurance  and  medical  assistance  provided 
inder  titles  XVIII  and  XIX  of  the  Social  Security  Act,  and  any 
recommendations  with  respect  to  improving  the  performance  of  such 
ictivities  by  the  Department  of  Justice.  Promptly,  after  the  Inspector 
jreneral  submits  such  a  report  to  Congress,  the  Attorney  General 
jhall  report  to  Congress  concerning  the  details  of  the  disposition  of 
^he  cases  referred  to  the  Department  of  Justice  and  described  in  the 
[nspector  General's  report.". 

(d)  The  amendments  made  by  subsections  (a)  and  (b)  shall  apply 
^ith  respect  to  acts  occurring  and  statements  or  representations  made 
m  or  after  the  date  of  the  enactment  of  this  Act. 


Health  care 
facilities,  illegal 
patient 

admittance  and 

retention 

practices. 


Reports  to 

Congress, 

contents. 


42  use  1395, 
1396. 


Effective  date. 
42  use  1395nn 
note. 


AMENDMENTS  RELATED  TO  PROFESSIONAL  STANDARDS  REVIEW 
ORGANIZATIONS 

Sec.  5.  (a)  Section  1152(e)  of  the  Social  Security  Act  is  amended  42 USe  1320c-l. 
o  read  as  follows : 

"(e)  Where  the  Secretary  finds  a  Professional  Standards  Review 
Organization  (whether  designated  on  a  conditional  basis  or  other- 
vise)  to  be  competent  to  perform  review  responsibilities,  the  review, 
certification,  and  similar  activities  otherwise  required  pursuant  to  pro- 
visions of  this  Act  (other  than  this  part)  shall  not  be  applicable  with 
espect  to  those  providers,  suppliers,  and  practitioners  being  reviewed 
)y  such  Professional  Standards  Review  Organization,  except  to  the 
extent  specified  by  the  Secretary.  Nothing  in  the  preceding  sentence 
ihall  be  construed  as  rendering  inapplicable  any  provision  of  this  Act 
vherein  requirements  with  respect  to  conditions  .for  eligibility  to  or 
>ayment  of  benefits  (as  distinct  from  reviews  and  certifications  made 
vith.  respect  to  determinations  of  the  kind  made  pursuant  to  para- 
graphs (1)  and  (2)  of  section  1155  (a))  must  be  satisfied.".  42  USe  1320c-4. 
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Trial  period, 
extension. 


42USC1320C-4. 


Grants. 


Review 

responsibility 

requests. 


Ambulatory  care 
services,  review. 


"Shared  health 

facility." 

42  use  1301. 


(b)  (1)  Section  1154(b)  of  such  Act  is  amended — 

(A)  by  striking  out  "(which  may  not  exceed  24  months)"  ini: 
the  first  sentence  and  inserting  in  lieu  thereof  "(which  may  not; 
exceed  48  months  except  as  provided  in  subsection  ( c ) ) " ; 

(B)  by  inserting  ",  in  addition  to  review  of  health  care  servicei^- 
provided  by  or  in  institutions,"  in  the  first  sentence  after  "per- 
form"; and 

(C)  by  striking  out  "or  ordered  by  physicians"  and  all  that 
follows  through  "and  organizations"  in  the  second  sentence  and 
inserting  in  lieu  thereof  "by  or  in  institutions  (including  ancillary 
services)  and,  in  addition,  review  of  such  other  health  care  serv- 
ices as  the  Secretai-y  may  require". 

(2)  Section  1154  of  such  Act  is  further  amended  by  redesignating 
subsection  (c)  as  subsection  (d)  and  by  inserting  after  subsection  (b) 
the  following  new"  subsedtion : 

"(c)  If  the  Secretary  finds  that  an  organization  designated  under 
subsection  (a)  has  been  unable  to  perform  satisfactorily  all  of  the 
duties  and  functions  required  under  this  part  for  reasons  beyond  the 
organization's  control,  he  may  extend  such  organization's  trial  period 
for  an  additional  period  not  exceeding  twenty-four  months.". 

(g)(1)  Section  1155  of  such  Act  is  amended — 

(A)  by  striking  out  "directly  or  indirectly  involved  in"  in  sub 
section  (a)  (6)  (A)  and  inserting  in  lieu  thereof  "directly  respon 
sible  for"; 

(B)  by  striking  out  "any  financial"  in  subsection  (a)(6)(B) 
and  inserting  in  lieu  thereof  "a  significant  financial"; 

(C)  by  inserting  after  subsection  (f )  (2)  the  following  new 
paragraph : 

"(3)  Any  such  agreement  with  an  organization  under  this  part  may 
be  in  the  form  of  a  grant  or  an  assistance  agreement.";  and 

(D)  by  striking  out  subsection  (g)  and  inserting  in  lieu  thereoi 
the  following  new  subsection : 

"(g)(1)  Where  a  Professional  Standards  Review  Organization 
(whether  designated  on  a  conditional  basis  or  otherwise)  requests 
review  responsibility  with  respect  to  services  furnished  in  shared 
health  facilities,  the  Secretary  must  give  priority  to  such  request,  with 
the  hifijhest  priority  being  assigned  to  requests  from  organizations 
located  in  areas  with  substantial  numbers  of  shared  health  facilities. 

"(2)  The  Secretary  shall  require  any  Professional  Standards 
Review  Organization  which  is  capable  of  exercising  review  responsi- 
bility with  respect  to  ambulatory  care  services  to  perform  review 
responsibility  with  respect  to  such  services  on  and  after  a  date  not 
earlier  than  the  date  the  organization  is  designated  as  a  Professional 
Standards  Review  Organization  (other  than  under  section  1154)  and 
not  later  than  two  years  after  the  date  the  organization  has  been  so 
designated,  but  any  such  designated  Professional  Standards  Review 
Organization  may  be  approved  to  perform  such  review  responsibility 
at  any  earlier  time  if  such  organization  applies  for,  and  is  found 
capable  of  exercising,  such  responsibility.". 

(2)  Section  1101  (a)  of  such  Act  is  amended  by  inserting  after  para- 
graph (8)  the  following  new  paragraph: 

"(9)  The  term  'shared  health  facility'  means  any  arrangement 
whereby — 

"(A)  two  or  more  health  care  practitioners  practice  their  pro- 
fessions at  a  common  physical  location : 

"(B)  such  practitioners  share  (i)  common  waiting  areas,  exam- 
ining rooms,  treatment  rooms,  or  other  space,  (ii)  the  services  of 
supporting  staff,  or  (iii)  equipment; 
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"(C)  such  practitioners  have  a  person  (who  may  himself  be  a 
practitioner)  — 

"(i)  who  is  in  charge  of,  controls,  manages,  or  supervises 
substantial  aspects  of  the  arrangement  or  operation  for  the 
delivery  of  health  or  medical  services  at  such  common  physi- 
cal location,  other  than  the  direct  furnishing  of  professional 
health  care  services  by  the  practitioners  to  their  patients ;  or 
"(ii)  who  makes  available  to  such  practitioners  the  services 
of  supporting  staff  who  are  not  employees  of  such  practi- 
tioners ; 

and  who  is  compensated  in  whole  or  in  part,  for  the  use  of  such 
common  physical  location  or  support  services  pertaining  thereto, 
on  a  basis  related  to  amounts  charged  or  collected  for  the  services 
rendered  or  ordered  at  such  location  or  on  any  basis  clearly 
unrelated  to  the  value  of  the  services  provided  by  the  person ;  and 
"(D)  at  least  one  of  such  practitioners  received  payments  on  a 
fee-for-service  basis  under  titles  V,  XVIII,  and  XIX  in  an 
amount  exceeding  $5,000  for  any  one  month  during  the  preceding 
12  months  or  in  an  aggregate  amount  exceeding  $40,000  during 
the  preceding  12  months ; 
3xcept  that  such  term  does  not  include  a  provider  of  services  (as  de- 
fined in  section  1861  (u)  of  this  Act),  a  health  maintenance  organiza- 
tion (as  defined  in  section  1301(a)  of  the  Public  Health  Service  Act), 
I  hospital  cooperative  shared  services  organization  meeting  the 
requirements  of  section  501(e)  of  the  Internal  Revenue  Code  of  1954, 
or  any  public  entity.". 

(d)  (1)  Section  1158  of  such  Act  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 

"(c)  Where  a  Professional  Standards  Review  Organization 
(whether  designated  on  a  conditional  basis  or  otherwise)  has  been 
found  competent  by  the  Secretary  to  assume  review  responsibility  with 
respect  to  specified  types  of  health  care  services  or  specified  providers 
ov  practitioners  of  such  services  and  is  performing  such  reviews,  deter- 
minations made  pursuant  to  paragraphs  (1)  and  (2)  of  section  1155 
(a)  in  connection  with  such  reviews  shall  constitute  the  conclusive 
determination  on  those  issues  (subject  to  sections  1159,  1171(a)(1), 
and  1171(d)(3))  for  purposes  of  payment  under  this  Act,  and  no 
reviews  with  respect  to  those  determinations  shall  be  conducted,  for 
purposes  of  payment,  by  agencies  and  organizations  which  are  parties 
to  agreements  entered  into  by  the  Secretary  pursuant  to  section  1816, 
carriers  which  are  parties  to  contracts  entered  into  by  the  Secretary 
pursuant  to  section  1842,  or  single  State  agencies  administering  or 
supervising  the  administration  of  State  plans  approved  under  title 

(2)  (A)  Section  1152(b)  (2)  of  such  Act  is  amended  by  striking:  out 
"submitted  to  him  by  the  association,  agency,  or  organization"  and 
inserting  in  lieu  thereof  "which  shall  be  developed  and  submitted  by 
the  association,  agency,  or  organization  in  accordance  with  subsec- 
tion (h)". 

(B)  Section  1152  of  such  Act  is  further  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 

"(h)  (1)  During  the  development  and  preparation  by  an  organiza- 
tion of  its  formal  plan  under  subsection  (b)  (2)  or  of  any  modifica- 
tion of  such  plan  to  include  review  of  services  in  skilled  nursing 
facilities  (as  defined  in  section  1861(j) )  or  intermediate  care  facilHies 
(as  defined  in  section  1905(c))  or  review  of  ambulatory  care  services, 
the  organization  shall  consult  with  the  single  State  agency  responsible 


42  use  701, 
1395,  1396. 


42  use  1395. 
42  use  300e. 

26  use  501. 
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for  administering  or  supervising  the  administration  of  the  State  plan 
42  use  1396.      approved  under  title  XIX  for  the  State  in  which  the  organization  is 
located. 

"(2)  Such  plan  and  any  such  modification  shall  be  submitted  to  the 
Governor  of  such  State,  at  the  time  of  its  submission  to  the  Secretary, 
for  his  comments. 

"(3)  The  Secretary,  before  making  the  findings  described  in  sub- 
section (b)  (2)  or  a  fiiiding  regarding  the  organization's  capability  to 
perform  review  of  such  services  (as  the  case  may  be),  shall  consider 
any  such  comments  submitted  to  him  by  such  Governor  before  the  end 
of  the  thirty-day  period  beginning  on  the  date  of  submission  of  the 
plan  or  of  any  such  modification  (as  the  case  may  be). 

"(4)  If,  after  considering  such  comments,  the  Secretary  intends  to 
make  findings  which  are  adverse  to  such  comments,  the  Secretary  shall 
provide  the  Governor  making  such  comments  with  the  opportunity  to 
submit  additional  evidence  and  comments  on  such  intended  findings 
during  a  period  of  not  less  than  thirty  days  ending  before  the  findings 
became  effective.". 

Evaluation  (C)  Section  1154  of  such  Act  (as  amended  by  subsection  (b)  (2)  of 

procedures.  this  section)  is  further  amended  by  adding  after  subsection  (d)  the 

AntCy  p.  1184.       following  new  subsection: 

"(e)  In  determining  whether  an  organization  designated  on  a  con- 
ditional basis  as  the  Professional  Standards  Review  Organization  for 
any  area  is  substantially  carrying  out  its  duties  in  a  satisfactory  man- 
ner and  should  be  considered  a  qualified  organization,  the  Secretary 

AntCy  p.  1185.  shall  follow  the  procedures  specified  in  section  1152(h)  (concerning 
the  Secretary's  consideration  of  comments  of  the  Governor  of  the  State 
in  which  the  organization  is  located) .". 

(D)  Part  B  of  title  XI  of  such  Act  is  amended  by  adding  after  sec- 

42  use  tion  1170  the  following  new  section : 

1320C-19. 

"memorandums  of  understanding;  federal-state  relations 

generally 

42  use  "Sec.  1171.  (a)  (1)  Except  as  provided  in  paragraph  (2),  no  deter- 

1320C-20.  mination  made  by  a  Professional  Standards  Review  Organization 

42  use  1320C-4.  pursuant  to  paragraphs  (1)  and  (2)  of  section  1155(a)  in  connection 
with  reviews  shall  constitute  conclusive  determinations  under  section 
Antcy.  1185.  1158(c)  for  purposes  of  payment  under  title  XIX,  unless  such  orga- 
42  use  1396.  nization  has  entered  into  a  memorandum  of  understanding,  approved 
by  the  Secretary,  with  the  single  State  agency  responsible  for  admin- 
istering or  supervising  the  administration  of  the  State  plan  approved 
under  title  XIX  for  the  State  in  which  the  organization  is  located 
(hereinafter  in  this  section  referred  to  as  the  'State  agency')  for  the 
purpose  of  delineating  the  relationship  between  the  organization  and 
the  State  agency  and  of  providing  for  the  exchange  of  data  or  infor- 
mation, and  for  administrative  procedures,  coordination  mechanisms, 
and  modification  of  the  memorandum  at  any  time  that  additional 
responsibility  for  review  by  the  organization  is  authorized  by  the 
Secretary. 

Waiver.  "(2)  The  requirement  of  paragraph  (1)  may  be  waived  by  the 

Secretary  if  (A)  the  State  agency  indicates  to  the  Secretary  that  it 
does  not  wish  to  enter  into  a  memorandum  of  understanding  with  the 
organization  involved,  or  (B)  the  Secretary  finds  that  the  State  agency 
has  refused  to  negotiate  in  good  faith  or  in  a  timely  manner  with  the 
organization  involved. 
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"(b)(1)  The  State  agency  may  request  a  Professional  Standards 
Review  Organization  which  is  entering  into  such  a  memorandum  of 
understanding  with  the  agency  to  include  in  the  memorandum  a 
specification  of  review  goals  or  methods  (additional  to  any  such  goals 
or  methods  contained  in  the  organization's  formal  plan)  for  the  per- 
formance of  the  organization's  duties  and  functions  under  this  part. 

"(2)  If  the  agency  and  the  organization  cannot  reach  agreement 
regarding  the  inclusion  of  any  such  requested  specification,  the  Secre- 
tary shall  review  such  specification  and  shall  require  that  the  specifi- 
cation be  included  in  the  memorandum  to  the  extent  that  the  Secretary 
determines  that  such  specification  of  goals  or  methods  (A)  is  con- 
sistent with  the  functions  of  the  organization  under  this  part  and  with 
the  provisions  of  title  XIX  and  the  State's  plan  approved  under  such 
title,  and  (B)  does  not  seriously  impact  on  the  effectiveness  and  uni- 
formity of  the  organization's  review  of  health  care  services  paid  for 
under  title  XVIII  and  title  XIX  of  this  Act. 

"(c)  Notwithstanding  any  other  provision  of  this  Act,  the  State 
agency  may  contract  with  any  Professional  Standards  Eeview  Orga- 
nization located  in  the  State  for  the  performance  of  review^  responsi- 
bilities in  addition  to  those  performed  pursuant  to  this  part  (and  the 
cost  of  performance  of  such  additional  responsibilities  is  reimburs- 
able as  an  expense  of  the  State  agency  under  section  1903(a))  if — 

"(1)  the  State  agency  formally  requests  the  performance  of 

such  additional  responsibilities,  and 

"(2)  the  performance  of  such  additional  responsibilities  is  not 

inconsistent  with  this  part  and  is  provided  for  in  an  amendment 

to  the  State's  plan  which  is  approved  by  the  Secretary  under 

title  XIX. 

"  (d)  (1)  Each  State  agency  may  monitor  the  performance  of  review 
responsibilities  by  Professional  Standards  Review  Organizations 
located  within  the  State,  in  accordance  with  a  State  monitoring  plan 
which  is  developed  after  review  and  comment  by  such  organizations 
and  is  approved  by  the  Secretary.  The  costs  of  activities  of  the  State 
agency  under  and  in  accordance  with  such  plan  are  reimbursable  as 
an  expense  of  the  State  agency  under  section  1903(a) . 

"(2)  A  monitoring  plan  developed  and  approved  under  paragraph 
(1)  may  include  a  specification  of  performance  criteria  for  judging 
the  effectiveness  of  the  review  performance  of  the  Professional  Stand- 
ards Review  Organizations.  If  the  State  agency  and  the  Professional 
Standards  Review  Organizations  cannot  reach  agreement  regarding 
such  criteria,  the  Secretary  shall  assist  the  agency  and  organizations 
in  resolving  the  matters  in  dispute. 

"(3)  (A)  Whenever  a  State  agency  monitoring  the  performance  of 
review  responsibilities  by  a  Professional  Standards  Review  Organiza- 
tion under  a  plan  developed  and  approved  under  paragraph  (1)  sub- 
mits to  the  Secretary  reasonable  documentation  that  the  review 
determinations  of  such  organization  have  caused  an  unreasonable  and 
detrimental  impact  on  total  State  expenditures  under  title  XIX  and  on 
the  appropriateness  of  care  received  by  individuals  under  the  State's 
plan  approved  under  such  title,  and  requests  the  Secretary  to  act,  the 
Secretary  shall,  within  thirty  days  from  the  date  of  receipt  of  the  docu- 
mentation, make  a  determination  as  to  the  reasonableness  of  the  allega- 
tion by  the  State  agency.  If  the  Secretary  determines  that  the  review 
determinations  of  such  organization  have  caused  an  unreasonable  and 
detrimental  impact  on  total  State  expenditures  under  title  XIX  and 
on  the  appropriateness  of  care  received  by  individuals  under  the  State's 
plan  approved  under  such  title,  unless  the  Secretary  determines  that 
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the  organization  has  taken  appropriate  corrective  action,  he  shall 
immediately  suspend  such  organization's  authority  in  whole  or  in  part 
under  section  1158(c)  to  make  conclusive  determinations  for  purposes 
of  payment  under  title  XIX  (and  he  may  suspend  such  authority  for 
purposes  of  payment  under  title  XVIII)  until  he  (i)  reevaluates  such 
organization's  performance  of  the  responsibilities  involved  and  deter- 
mines that  such  performance  does  not  have  such  unreasonable  and 
detrimental  impact,  or  (ii)  detern>ines  that  the  organization  has  taken 
appropriate  corrective  action.  Any  determination  made  by  the  Secre- 
tary under  this  subparagraph  shall  be  final  and  shall  not  be  subject  to 
judicial  review. 

"(B)  The  Secretary  shall  notify  the  State  agency  submitting  such 
documentation,  and  the  organization  involved,  in  writing,  of  his  deter- 
mination, any  subsequent  actions  taken,  and  the  basis  thereof,  and  shall 
notify  the  appropriate  committees  of  the  United  States  House  of  Rep- 
resentatives and  the  Senate  of  any  such  documentation  submitted  and 
the  actions  taken. 

"(e)  (1)  The  Secretary  shall  in  a  timely  manner  establish  procedures 
and  mechanisms  to  govern  his  relationships  with  State  agencies  under 
this  part  (specifically  including  his  relationships  with  such  agencies  in 
connection  with  their  respective  functions  under  the  preceding  provi- 
sions of  this  section).  Such  mechanisms  shall  include  periodic  consul- 
tation by  the  Secretary  with  State  agency  representatives  and 
representatives  of  Professional  Standards  Review  Organizations 
regarding  relationships  between  such  agencies  and  such  organizations 
(including  the  appropriate  exchange  of  data  and  information  between 
such  agencies  and  such  organizations)  and  other  problems  of  mutual 
concern,  and  such  procedures  shall  permit  the  State  agency  to  be  repre- 
sented on  any  project  assessments  conducted  by  the  Secretary  with 
respect  to  a  Professional  Standards  Review  Organization  located 
within  its  State. 

"(2)  Each  Professional  Standards  Review  Organization  shall  pro- 
vide to  the  State  agency  for  the  State  in  which  it  is  located,  upon 
request,  data  or  information  which  the  Secretary  requires  such  organi- 
zations to  report  to  him  routinely  on  a  periodic  basis,  and  such  other 
data  or  information  as  the  Secretary  authorizes  to  be  disclosed.". 

(3)  (A)  Section  1155(e)  (1)  of  such  Act  is  amended  by  striking  out 
"of  a  hospital  or  other  operating  health  care  facility  or  organization" 
and  inserting  in  lieu  thereof  "of  a  hospital  (including  any  skilled 
nursing  facility,  as  defined  in  section  1861  (j),  or  intermediate  care 
facility,  as  defined  in  section  1905(c),  which  is  also  a  part  of  such 
hospital)  or  other  operating  health  care  facility  or  organization 
(other  than  such  a  skilled  nursing  facility  or  intermediate  care  facility 
which  is  not  a  part  of  a  hospital) ". 

(B)  Section  1155(a)  of  such  Act  is  amended — 

(i)  by  inserting  "(except  as  provided  in  paragraph  (7))"  in 
paragraph  (1)  after  "institutional  and  noninstitutional  providers 
of  health  care  services" ;  and 

(ii)  by  inserting  after  paragraph  (6)  the  following  new 
paragraph : 

"(7)  (A)  Except  as  provided  in  subparagraph  (B),  a  Professional 
Standards  Review  Organization  located  in  a  State  has  the  function 
and  duty  to  assume  responsibility  for  the  review  under  paragraph  (1) 
of  professional  activities  in  intermediate  care  facilities  (as  defined  in 
section  1905(c))  and  in  public  institutions  for  the  mentally  retarded 
(described  in  section  1905(d)  (1))  only  if  (i)  the  Secretary  finds,  on 
the  basis  of  such  documentation  as  he  may  require  from  the  State,  that 
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the  single  State  agency  which  administers  or  supervises  the  adminis- 
tration of  the  State  plan  approved  under  title  XIX  for  that  State  is  not 
performing  effective  review  of  the  quality  and  necessity  of  health  care 
services  provided  in  such  facilities  and  institutions,  or  (ii)  the  State 
requests  such  organization  to  assume  such  responsibility. 

"(B)  A  Professional  Standards  Keview  Organization  located  in 
a  State  has  the  function  and  duty  to  assume  responsibility  for  the 
review  under  paragraph  (1)  of  professional  activities  in  intermediate 
care  facilities  in  the  State  that  are  also  skilled  nursing  facilities  (as 
defined  in  section  1861  (j)),  to  the  extent  that  the  Secretary  finds 
that  the  performance  of  such  function  by  the  single  State  agency 
(described  in  subparagraph  (A))  for  that  State  is  inefficient.". 

(e)  Section  1160(b)(1)  of  such  Act  is  amended  by  striking  out 
"practitioner  or  provider"  and  inserting  in  lieu  thereof  "health  care 
practitioner  or  hospital,  or  other  health  care  facility,  agency,  or  orga- 
nization" each  time  it  appears  therein. 

(f)  Section  1163(a)  (2)  of  such  Act  is  amended  to  read  as  follows: 
"(2)  Members  of  the  Council  shall  be  appointed  for  a  term  of  three 

years,  except  that  the  Secretary  may  provide,  in  the  case  of  any  terms 
scheduled  to  expire  after  January  1,  1978,  for  such  shorter  terms  as 
will  ensure  that  (on  a  continuing  basis)  the  terms  of  no  more  than 
four  members  expire  in  any  year.  Members  of  the  Council  shall  be 
eligible  for  reappointment.". 

(g)  Section  1163  of  such  Act  is  amended  by  striking  out  subsection 
(f). 

(h)  Section  1166  of  such  Act  is  amended — 

(1)  by  striking  out  "or  (2)"  in  subsection  (a)  and  inserting 
inlieuthereof  ",  (2)"; 

(2)  by  inserting  the  following  immediately  before  the  period 
at  the  end  of  subsection  (a) :  ",  or  (3)  in  accordance  with  subsec- 
tion (b)"; 

(3)  by  redesignating  subsection  (b)  as  subsection  (c) ; 

(4)  by  inserting  the  following  new  subsection  immediately  after 
subsection  (a) ; 

"(b)  A  Professional  Standards  Keview  Organization  shall  provide, 
in  accordance  with  procedures  established  by  the  Secretary,  data  and 
information— 

"(1)  to  assist  Federal  and  State  agencies  recognized  by  the 
Secretary  as  having  responsibility  for  identifying  and  investi- 
gating cases  or  patterns  of  fraud  or  abuse,  which  data  and 
information  shall  be  provided  by  such  organization  to  such 
agencies  at  the  request  of  such  agencies  at  the  discretion  of  such 
Organization  on  the  basis  of  its  findings  with  respect  to  evidence 
of  fraud  or  abuse ;  and 

"  (2)  to  assist  the  Secretary,  and  such  Federal  and  State  agen- 
cies recognized  by  the  Secretary  as  having  health  planning  or 
related  responsibilities  under  Federal  or  State  law  (including 
health  systems  agencies  and  State  health  planning  and  develop- 
ment agencies),  in  carrying  out  appropriate  health  care  plan- 
ning and  related  activities,  which  data  and  information  shall  be 
provided  in  such  format  and  manner  as  may  be  prescribed  by  the 
Secretary  or  agreed  upon  by  the  responsible  Federal  and  State 
agencies  and  such  Organization,  and  shall  be  in  the  form  of 
aggregate  statistical  data  (without  identifying  any  individual) 
on  a  geographic,  institutional,  or  other  basis  reflecting  the  vol- 
ume and  frequency  of  services  furnished,  as  well  as  the  demo- 
graphic characteristics  of  the  population  subject  to  review  by 
such  Organization. 
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The  penalty  provided  in  subsection  (c)  shall  not  apply  to  the  disclo- 
sure of  any  data  and  information  received  under  this  subsection, 
except  that  such  penalty  shall  apply  to  the  disclosure  (by  the  agency 
receiving  such  data  and  information)  of  any  such  data  and  informa- 
tion described  in  paragraph  (1)  unless  such  disclosure  is  made  in  a 
judicial,  administrative,  or  other  formal  legal  proceeding  resulting 
from  an  investigation  conducted  by  the  agency  receiving  the  data  and 
information.";  and 

(5)  by  inserting  after  subsection  (c)  (as  so  redesignated)  the 
following  new  subsection : 
"(d)  No  patient  record  in  the  possession  of  a  Professional  Stand- 
ards Review  Organization,  a  Statewide  Professional  Standards 
Review  Council,  or  the  National  Professional  Standards  Review 
Council  shall  be  subject  to  subpena  or  discovery  proceedings  in  a  civil 
action.". 

(i)  Section  1167  of  such  Act  is  amended  by  adding  the  following 
new  subsection  at  the  end  thereof : 

"(d)  The  Secretary  shall  make  payment  to  a  Professional  Standards 
Review  Organization,  whether  conditionally  designated  or  qualified, 
or  to  any  member  or  employee  thereof,  or  to  any  person  who  furnishes 
legal  counsel  or  services  to  such  organization,  in  an  amount  equal  to 
the  reasonable  amount  of  the  expenses  incurred,  as  determined  by 
the  Secretary,  in  connection  with  the  defense  of  any  suit,  action,  or 
proceeding  brought  against  such  organization,  member,  or  employee 
related  to  the  performance  of  any  duty  or  function  of  such  organiza- 
tion, member,  or  employee  (as  described  in  section  1155).". 

( j )  Section  1168  of  such  Act  is  amended  by  adding  at  the  end  thereof 
the  f ollowina:  new  sentence :  "The  Secretary  shall  make  payments  to 
Professional  Standards  Review  Organizations  (whether  desisrnated 
on  a  conditional  basis  or  otherwise)  from  funds  described  in  the  first 
sentence  of  this  section  (without  any  requirement  for  the  contribution 
of  funds  by  any  State  or  political  subdivision  thereof)  for  expenses 
incurred  in  the  performance  of  duties  by  such  Orfi:nizations.". 

(k)  Part  B  of  title  XI  of  such  Act  (as  amended  by  subsection  (d) 
(2)  (D)  of  this  section)  is  further  amended  by  adding  after  section 
1 171  the  following  new  section : 
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"ANNUAL  REPORTS 

"Sec.  1172.  The  Secretary  shall  submit  to  the  Congress  not  later 
than  April  1, 1978,  and  not  later  than  April  1  of  each  year  thereafter, 
a  full  and  complete  report  on  the  administration,  impact,  and  cost  of 
the  program  under  this  part  during  the  preceding  fiscal  year,  including 
data  and  information  on — 

"(1)  the  number,  status  (conditional  or  otherwise),  and  service 
areas  of,  and  review  methodologies  employed  by,  all  Professional 
Standards  Review  Organizations  participating  in  the  program; 

"(2)  the  number  of  health  care  institutions  and  practitioners 
whose  services  are  subject  to  review  by  Professional  Standards 
Review  Organizations,  and  the  number  of  beneficiaries  and  recip- 
ients who  received  services  subject  to  such  review  during  such 
year; 

"(3)  the  imposition  of  penalties  and  sanctions  under  this  title 
for  violations  of  law  and  for  failure  to  comply  with  the  obliga- 
tions imposed  by  this  part ; 

"  (4)  the  total  costs  incurred  under  titles  V,  XI,  XVIII,  and 
XIX  of  this  Act  in  the  implementation  and  operation  of  all  pro- 
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cedures  required  by  such  titles  for  the  review  of  services  to  deter- 
mine their  medical  necessity,  appropriateness  of  use,  and  quality ; 

"(5)  changes  in  utilization  rates  and  patterns,  and  changes  in 
medical  procedures  and  practices,  attributable  to  the  activities  of 
Professional  Standards  Review  Organizations ; 

"(6)  the  results  of  program  evaluation  activities,  including  the 
operation  of  data  collection  systems  and  the  status  of  Profes- 
sional Standards  Review  Organization  data  policy  and  imple- 
mentation ; 

"(7)  the  extent  to  which  Professional  Standards  Review  Orga- 
nizations are  performing  reviews  of  services  for  other  govern- 
mental or  private  health  insurance  programs ;  and 
"(8)  recommendations  for  legislative  changes.". 
(1)  (1)  Title  XI  of  such  Act  (as  amended  by  subsections  (d)  (2)  (D)   ^'^^^  P-  1190. 
md  (k)  of  this  section)  is  further  amended  by  adding  after  section 
1172  the  following  new  section : 


'medical  officers  in  AMERICAN  SAMOA,  THE  NORTHERN  MARIANA 
ISLANDS,  AND  THE  TRUST  TERRITORY  OF  THE  PACIFIC  ISLANDS  TO  BE 
INCLUDED  IN  THE  PROFESSIONAL  STANDARDS  REVIEW  PROGRAM 

"Sec.  1173.  For  purposes  of  applying  this  part  (except  sections 
L155(c)  and  1163)  to  American  Samoa,  the  Northern  Mariana  Islands, 
md  the  Trust  Territory  of  the  Pacific  Islands,  individuals  licensed  to 
practice  medicine  in  those  places  shall  be  considered  to  be  physicians 
md  doctors  of  medicine.". 

(2)  The  second  sentence  of  section  1101(a)(1)  of  such  Act  is 
imended  by  inserting  "and  in  part  B  of  this  title"  after  "title  V". 

(m)  Section  1861  (w)  (2)  of  such  Act  is  amended  by  inserting  "part 
B  of  this  title  or  under"  immediately  after  "entitled  to  have  payment 
nade  for  such  services  under". 

(n)  Section  1167  of  such  Act  is  amended — 

(1)  by  inserting  "or  to  any  Statewide  Professional  Standards 
Review  Council"  in  subsection  (a)  after  "Professional  Standards 
Review  Organization"; 

(2)  by  inserting  "or  such  Council"  in  subsection  (a)  after  "such 
Organization" ; 

(3)  by  inserting  "or  of  any  Statewide  Professional  Standards 
Review  Council"  in  subsection  (b)  (1)  after  "Professional  Stand- 
ards Review  Organization" ; 

(4)  by  inserting  "or  council"  in  subsection  (b)  (1)  after 
"organization" ; 

(5)  by  inserting  "or  of  Statewide  Professional  Standards 
Review  Councils"  m  subsection  (b)  (1)  after  "Review  Organiza- 
tions"; and 

(6)  by  inserting  "and  statewide  professional  standards  review 
councils"  in  the  heading  of  the  section  after  "professional  stand- 
ards review  organizations". 

(o)  (1)  Section  1152(b)  (1)  (A)  of  such  Act  is  amended  by  striking 
)ut  "subsection  (c)(i)"  and  inserting  in  lieu  thereof  "subsection 
(c)(1)". 

(2)  Section  1155(a)(1)  of  such  Act  is  amended  by  striking  out 
*  (subject  to  the  provisions  of  subsection  (g))"  in  the  matter  preced- 
ng  subparagraph  (A). 

(3)  Section  1160(b)  (1)  of  such  Act  is  amended  by  inserting  "or" 
ifter  "permanently"  in  the  matter  following  subparagraph  (B). 
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(p)  Section  1155(a)  (5)  of  such  Act  is  amended  by  striking  out  all 
that  follows  "Professional  Standards  Review  Organization"  and 
inserting  in  lieu  thereof  a  period. 


Ante,  p.  1177. 


ISSUANCE  OF  SUBPENAS  BY  COMPTROLLER  GENERAL 

Sec.  6.  Part  A  of  title  XI  of  the  Social  Security  Act  is  amended 
by  inserting  after  section  1124  (added  by  section  3(a)  of  this  Act) 
the  following  new  section : 
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5  use  5101, 
5331,  5361. 
Personal  medical 
records, 
nondisclosure. 


"ISSUANCE  or  SUBPENAS  BY  COMPTROLLER  GENERAL 

"Sec.  1125.  (a)  For  the  purpose  of  any  audit,  investigation,  exam- 
ination, analysis,  review,  evaluation,  or  other  function  authorized  by 
law  with  respect  to  any  program  authorized  under  this  Act,  the  Comp- 
troller General  of  the  L^nited  States  shall  have  power  to  sign  and  issue 
subpenas  to  any  person  requiring  the  production  of  any  pertinent 
books,  records,  documents,  or  other  information.  Subpenas  so  issued  by 
the  Comptroller  General  shall  be  served  by  anyone  authorized  by  him 
(1)  by  delivering  a  copy  thereof  to  the  person  named  therein,  or  (2) 
by  registered  mail  or  by  certified  mail  addressed  to  such  person  at  his 
last  dwelling  place  or  principal  place  of  busine*?s.  A  verified  return 
by  the  person  so  serving  the  subpena  setting  forth  the  manner  of 
service,  or,  in  the  case  of  service  by  registered  mail  or  by  certified  mail, 
the  return  post  office  receipt  therefor  signed  by  the  person  so  served, 
shall  be  proof  of  service. 

"(b)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpena  issued 
pursuant  to  subsection  (a)  of  this  section  and  duly  served  upon,  any 
person,  any  district  court  of  the  United  States  for  the  judicial  district 
in  which  such  person  charged  with  contumacy  or  refusal  to  obey  is 
found  or  resides  or  transacts  business,  upon  application  by  the  Comp- 
troller General,  shall  have  jurisdiction  to  issue  an  order  requiring  such 
person  to  produce  the  books,  records,  documents,  or  other  mformation 
sought  by  the  subpena;  and  any  failure  to  obey  such  order  of  the  court 
may  be  punished  by  the  court,  as  a  contempt  thereof.  In  proceedings 
brought  under  this  subsection,  the  Comptroller  General  shall  be  repre- 
sented by  attorneys  employed  in  the  General  Accounting  Office  or  by 
counsel  whom  he  may  employ  without  regard  to  the  provisions  of 
title  5,  United  States  Code,  governing  appointments  in  the  competitive 
service,  and  the  provisions  of  chapter  51  and  subchapters  III  and  VI 
of  chapter  53  of  such  title,  relating  to  classification  and  General 
Schedule  pay  rates. 

"(c)  No  personal  medical  record  in  the  possession  of  the  General 
Accounting  Office  shall  be  subject  to  subpena  or  discovery  proceedings 
in  a  civil  action.". 


42  use  1395y. 


42  use  1396. 


SUSPENSION  OF  PRACTITIONERS  CONVICTED  OF  MEDICARE-  OR  MEDICAID- 

RELATED  CRENIES 

Sec.  7.  (a)  Section  1862  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 

"(e)  (1)  Whenever  the  Secretary  determines  that  a  physician  or 
other  individual  practitioner  has  been  convicted  (on  or  after  the  date 
of  the  enactment  of  this  subsection,  or  within  such  period  prior  to  that 
date  as  the  Secretary  shall  specify  in  regulations)  of  a  criminal  offense 
related  to  such  physician's  or  practitioner^s  involvement  in  the  pro- 
grams under  this  title  or  the  program  under  title  XIX,  the  Secretary 
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shall  suspend  such  physician  or  practitioner  from  participation  in  the 
program  under  this  title  for  such  period  as  he  may  deem  appropriate; 
and  no  payment  may  be  made  under  this  title  with  respect  to  any  item 
or  service  furnished  by  such  physician  or  practitioner  during  the 
period  of  such  suspension.  The  provisions  of  paragraphs  (2)  and 
(3)  of  subsection  (d)  shall  apply  with  respect  to  determinations  made 
by  the  Secretary  under  this  subsection. 

"  (2)  In  any  case  where  the  Secretary  under  paragraph  (1)  suspends 
any  physician  or  other  individual  practitioner  from  participation  in 
the  program  under  this  title,  he  shall — 

"(A)  promptly  notify  each  single  State  agency  which  admin- 
isters or  supervises  the  administration  of  a  State  plan  approved 
under  title  XIX  of  the  fact,  circumstances,  and  period  of  such 
suspension ;  and 

"(B)  promptly  notify  the  appropriate  State  or  local  agency 
or  authority  having  responsibility  for  the  licensing  or  certification 
of  such  physician  or  practitioner  of  the  fact  and  circumstances  of 
such  suspension,  request  that  appropriate  investigations  be  made 
and  sanctions  invoked  in  accordance  with  applicable  State  law 
and  policy,  and  request  that  such  State  or  local  agency  or  author- 
ity keep  the  Secretary  and  the  Inspector  General  of  the  Depart- 
ment of  Health,  Education,  and  Welfare  fully  and  currently 
informed  with  respect  to  any  actions  taken  in  response  to  such 
request.". 

(b)  Section  1902(a)  of  such  Act  (as  amended  by  section  2(b)  and 
3(c)  of  this  Act)  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (37) ; 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (38) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(3)  by  inserting  after  paragraph  (38)  the  following  new 
paragraph : 

"(39)  provide  that,  subject  to  subsection  (g),  whenever  the 
single  State  agency  which  administers  or  supervises  the  adminis- 
tration of  the  State  plan  is  notified  by  the  Secretary  under  section 
1862(e)  (2)  (A)  that  a  physician  or  other  individual  practitioner 
has  been  suspended  from  participation  in  the  program  under  title 
XVIII,  the  agency  shall  promptly  suspend  such  physician  or 
practitioner  from  participation  m  the  plan  for  not  less  than  the 
period  specified  in  such  notice,  and  no  payment  may  be  made 
under  the  plan  with  respect  to  any  item  or  service  furnished  by 
such  physician  or  practitioner  during  the  period  of  the  suspension 
under  this  title.". 

(c)  Section  1902  of  such  Act  is  amended  by  adding  after  subsection 
(f)  the  following  new  subsection: 

"  (g)  The  Secretary  may  waive  suspension  under  subsection  (a)  (39) 
of  a  physician's  or  practitioner's  participation  in  a  State  plan 
approved  under  this  title  and  of  the  prohibition  under  such  subsection 
of  payment  for  any  item  or  service  furnished  by  him  during  the  period 
of  such  suspension,  if  the  single  State  agency  which  administers  or 
supervises  the  administration  of  the  plan  submits  a  request  to  the 
Secretary  for  such  waiver  and  if  the  Secretary  approves  such  request.". 

(d)  Section  332(c)  of  the  Public  Health  Service  Act  (relating  to 
considerations  in  the  designation  of  health  manpower  shortage  areas) 
is  amended  by  inserting  after  paragraph  (2)  the  following  new 
paragraph : 


Notification  of 
State  ot  local 
agencies. 


42  use  1396. 


Ante,  p.  1178. 


Supra. 

42  use  1395. 


Suspension, 

waiver. 

Supra. 


42  use  254e. 
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"(3)  The  extent  to  which  individuals  who  are  (A)  residents 
of  the  area,  inembers  of  the  population  group,  or  patients  in  the 
medical  facility  or  other  public  facility  under  consideration  for 
designation,  and  (B)  entitled  to  have  payment  made  for  medical 
services  under  title  XVIII  or  XIX  of  the  Social  Security  Act, 
cannot  obtain  such  services  because  of  suspension  of  physicians 
from  the  programs  under  such  titles.", 
(e)  (1)  The  amendment  made  by  subsection  (d)  shall  apply  with 
respect  to  determinations  and  designations  made  on  and  after  the  date 
of  the  enactment  of  this  Act. 

(2)  The  amendment  made  by  subsection  (b)  shall  become  effective 
on  January  1, 1978. 


DISCLOSURE  BY  PROVIDERS  OF  OWNERS  AND  CERTAIN  OTHER  INDIVIDUALS 
CONVICTED  or  CERTAIN  OFFENSES 

Ante,  p.  1192.  Sec  8.  (a)  Part  A  of  title  XI  of  the  Social  Security  Act  is  amended 
by  inserting  after  section  1125  (added  by  section  6  of  this  Act)  the 
following  new  section : 


42  use 

1320a-5. 

42  use  1395, 

1396,  1397. 


"Managing' 
employee. 


42  use  1395CC. 


"DISCLOSURE  BY  INSTITUTIONS,  ORGANIZATIONS,  AND  AGENCIES  OF  OWNERS 
AND  CERTAIN  OTHER  INDIVIDUALS  WHO  HAVE  BEEN  CONVICTED  OF  CER- 
TAIN OFFENSES 

"Sec.  1126.  (a)  As  a  condition  of  participation  in  or  certification 
or  recertification  under  the  programs  established  by  titles  XVIII, 
XIX,  and  XX,  any  hospital,  nursing  facility,  or  other  institution, 
organization,  or  agency  shall  be  required  to  disclose  to  the  Secretary 
or  to  the  appropriate  State  agency  the  name  of  any  person  who — 

"(1)  has  a  direct  or  indirect  ownership  or  control  interest  of  5 
percent  or  more  in  such  institution,  organization,  or  agency  or  is 
an  officer,  director,  agent,  or  managing  employee  (as  defined  in 
subsection  (b) )  of  such  institution,  organization,  or  agency,  and 
"(2)  has  been  convicted  (on  or  after  the  date  of  the  enactment 
of  this  section,  or  within  such  period  prior  to  that  date  as  the  Sec- 
retary shall  specify  in  regulations)  of  a  criminal  offense  related 
to  the  involvement  of  such  person  in  any  of  such  programs. 
The  Secretary  or  the  appropriate  State  agency  shall  promptly  notify 
the  Inspector  General  in  the  Department  of  Health,  Education,  and 
Welfare  of  the  receipt  from  any  institution,  organization,  or  agency 
of  any  application  or  request  for  such  participation,  certification,  or 
recertification  which  discloses  the  name  of  any  such  person,  and  shall 
notify  the  Inspector  General  of  the  action  taken  with  respect  to  such 
application  or  request. 

"(b)  For  the  purposes  of  this  section,  the  term  ^managing  employee' 
means,  with  respect  to  an  institution,  organization,  or  agency,  an  indi- 
vidual, including  a  general  manager,  business  manager,  administrator, 
and  director,  who  exercises  operational  or  managerial  control  over  the 
institution,  organization,  or  agency,  or  who  directly  or  indirectly  con- 
ducts the  day-to-day  operations  of  the  institution,  organization,  or 
agency.". 

(b)  (1)  Section  1866  (a)  of  such  Act  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

"(3)  The  Secretary  may  refuse  to  enter  into  or  renew  an  agreement 
under  this  section  with  a  provider  of  services  if  any  person  who  has  a 
direct  or  indirect  ownership  or  control  interest  of  5  percent  or  more  in 
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Ante,  p.  1194. 
42  use  1395CC. 

42  use  1396b. 


Anu,  p.  1194. 
Supra. 


such  provider,  or  who  is  an  officer,  director,  agent,  or  managing 
employee  (as  defined  in  section  1126(b) )  of  such  provider,  is  a  person 
described  in  section  1126(a) .". 

(2)  Section  1866(b)  (2)  of  such  Act  is  amended  by  inserting  before 
the  period  at  the  end  thereof  the  following:  or  (G)  that  such  pro- 
vider (at  the  time  the  agreement  was  entered  into)  did  not  fully  and 
accurately  make  any  disclosure  required  of  it  by  section  1126(a)''. 

(c)  Section  1903  of  such  Act  is  amended  by  adding  after  subsection 
(m)  the  following  new  subsection : 

"(n)  The  State  agency  may  refuse  to  enter  into  any  contract  or 
agreement  with  a  hospital,  nursing  home,  or  other  institution,  organi- 
zation, or  agency  for  purposes  of  participation  under  the  State  plan, 
or  otherwise  to  approve  an  institution,  organization,  or  agency  for 
such  purposes,  if  any  person,  who  has  a  direct  or  indirect  ownership 
or  control  interest  of  5  percent  or  more  in  such  institution,  organiza- 
tion, or  agency,  or  who  is  an  officer,  director,  agent,  or  managing 
employee  (as  defined  in  section  1126(b))  of  such  institution,  organi- 
zation, or  agency,  is  a  person  described  in  section  1126(a)  (whether 
or  not  such  institution,  organization,  or  agency  has  in  effect  an  agree- 
ment entered  into  with  the  Secretary  pursuant  to  section  1866  or  is 
subject  to  a  suspension  of  payment  order  issued  under  subsection  (j) 
of  this  section) ;  and,  notwithstanding  any  other  provision  of  this 
section,  the  State  agency  may  terminate  any  such  contract,  agree- 
ment, or  approval  if  it  determines  that  the  institution,  organization, 
or  agency  did  not  fully  and  accurately  make  any  disclosure  required 
of  it  by  section  1126(a)  at  the  time  such  contract  or  agreement  was 
entered  into  or  such  approval  was  given.". 

(d)  Section  2002(a)  of  such  Act  (as  amended  by  section  3(d)  of 
this  Act)  is  further  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  paragraph : 

"  ( 16)  Any  State  may  refuse  to  enter  into  a  contract  or  other  arrange- 
ment with  a  provider  of  services  for  purposes  of  participation  under 
the  program  established  by  this  title,  or  otherwise  to  approve  a  pro- 
vider for  such  purposes,  if  any  person  who  has  a  direct  or  indirect 
ownership  or  control  interest  of  5  percent  or  more  in  such  provider, 
or  who  is  an  officer,  director,  agent,  or  managing  employee  (as  defined 
in  section  1126(b) )  of  such  provider,  is  a  person  described  in  section 
1126(a),  and  the  State  may  terminate  any  such  contract,  arrangement, 
or  approval  if  it  determines  that  the  provider  did  not  fully  and  accu- 
rately make  any  disclosure  required  of  it  by  section  1126(a)  at  the 
time  the  contract  or  arrangement  was  entered  into  or  the  approval 
was  given.". 

(e)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  contracts,  agreements,  and  arrangements  entered  into  and  approv- 
als given  pursuant  to  applications  or  requests  made  on  and  after  the 
first  day  of  the  fourth  month  beginning  after  the  date  of  the  enact- 
ment of  this  Act. 

FEDERAL  ACCESS  TO  RECORDS 

Sec.  9.  Section  1902(a)  (27)  (B)  of  the  Social  Security  Act  is  42  USC  1396a. 
amended  by  inserting  "or  the  Secretary"  after  "State  agency"  each 
place  it  appears. 


Anu,  p.  1179. 


Ante,  p.  1194. 


Effective  date. 
42  use  1320a-5 
note. 


CLAIMS  PROCESSING  AND  INFORMATION  RETRIEVAL  SYSTEMS  FOR  MEDICAID 

PROGRAMS 

Sec.  10.  (a)  Section  1903(a)(3)(B)  of  the  Social  Security  Act  is 
amended  by  striking  out  "notice  to  each  individual  who  is  furnished 
services  covered  by  the  plan  of  the  specific  services  so  covered"  and 
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inserting  in  lieu  thereof  "notice  to  eacli  individual  who  is  furnished 
services  covered  by  the  plan,  or  to  each  individual  in  a  sample  group 
of  individuals  who  are  furnished  such  services,  of  the  specific  services 
(other  than  confidential  services)  so  covered". 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  with  respect 
to  calendar  quarters  beginning  after  the  date  of  the  enactment  of  this 
Act. 

RESTRICTION  ON  FEDERAL  MEDICAID  PAYMENTS;  ASSIGNMENT  OF  RIGHTS 
OF  PAYMENT ;  INCENTIVE  PAYMENTS 

Sec.  11.  (a)  Section  1903  of  the  Social  Security  Act  is  amended  by 
adding  after  subsection  (n)  (added  by  section  8(c)  of  this  Act)  the 
following  new  subsections : 

"(o)  Notwithstanding  the  preceding  provisions  of  this  section,  no 
payment  shall  be  made  to  a  State  under  the  preceding  provisions  of 
this  section  for  expenditures  for  medical  assistance  provided  for  an 
individual  under  its  State  plan  approved  under  this  title  to  the  extent 
that  a  private  insurer  (as  defined  by  the  Secretary  by  regulation) 
would  have  been  obligated  to  provide  such  assistance  but  for  a  provi- 
sion of  its  insurance  contract  which  has  the  effect  of  limiting  or  exclud- 
ing such  obligation  because  the  individual  is  eligible  for  or  is  provided 
medical  assistance  under  the  plan. 

"(p)(l)  When  a  political  subdivision  of  a  State  makes,  for  the 
State  of  which  it  is  a  political  subdivision,  or  one  State  makes,  for 
another  State,  the  enforcement  and  collection  of  rights  of  support  or 
payment  assigned  under  section  1912,  pursuant  to  a  cooperative 
arrangement  under  such  section  (either  within  or  outside  of  such 
State),  there  shall  be  paid  to  such  political  subdivision  or  such  other 
State  from  amounts  which  would  otherwise  represent  the  Federal 
share  of  payments  for  medical  assistance  provided  to  the  eligible 
individuals  on  whose  behalf  such  enforcement  and  collection  was  made, 
an  amount  equal  to  15  percent  of  any  amount  collected  which  is  attrib- 
utable to  such  rights  of  support  or  payment. 

"(2)  Where  more  than  one  jurisdiction  is  involved  in  such  enforce- 
ment or  collection,  the  amount  of  the  incentive  payment  determined 
under  paragraph  (1)  shall  be  allocated  among  the  jurisdictions  in  a 
manner  to  be  prescribed  by  the  Secretary.". 

.1.  i^j*^®  ^/  ^^^^1  Security  Act  is  amended  by  adding  at 
the  end  thereof  the  following  new  section : 

"assignment  of  rights  of  PAYMENT 

"Sec  1912.  (a)  For  the  purpose  of  assisting  in  the  collection  of 
medical  support  payments  and  other  payments  for  medical  care  owed 
to  recipients  of  medical  assistance  under  the  State  plan  approved 
under  this  title,  a  State  plan  for  medical  assistance  may— 

'^(1)  provide  that,  as  a  condition  of  eligibility  for  medical 
assistance  under  the  State  plan  to  an  individual  wlio  has  the  legal 
capacity  to  execute  an  assignment  for  himself,  the  individual  is 
required — 

"(A)  to  assign  the  State  any  rights,  of  the  individual  or 
^P^^^  eligible  for  medical  assistance 

under  this  title  and  on  whose  behalf  the  individual  has  the 
legal  authority  to  execute  an  assignment  of  such  rights,  to 
support  (specified  as  support  for  the  purpose  of  medical  care 
by  a  court  or  administrative  order)  and  to  payment  for  medi- 
cal care  from  any  third  party ;  and 


PUBLIC  LAW  95-142— OCT.  25,  1977 


91  STAT.  1197 


Cooperative 
arrangements 
with  State 
agencies. 


"(B)  to  cooperate  with  the  State  (i)  in  establishing  the 
paternity  of  such  person  (referred  to  in  subparagraph  ( A) ) 
if  the  person  is  a  child  born  out  of  wedlock,  and  (ii)  in  obtain- 
ing support  and  payments  (described  in  subparagraph  (A) ) 
for  himself  and  for  such  person,  unless  (in  either  case)  the 
individual  is  found  to  have  good  cause  for  refusing  to  coop- 
erate as  determined  by  the  State  agency  in  accordance  with 
standards  prescribed  by  the  Secretary,  which  standards  shall 
take  into  consideration  the  best  interests  of  the  individuals 
involved;  and 

"(2)   provide  for  entering  into  cooperative  arrangements 
(including  financial  arrangements),  with  any  appropriate  agency 
of  any  State  (including,  with  respect  to  the  enforcement  and 
collection  of  rights  of  payment  for  medical  care  by  or  through  a 
parent,  with  a  State's  agency  established  or  designated  under  sec- 
tion 454(3))  and  with  appropriate  courts  and  law  enforcement  42  USC  654. 
officials,  to  assist  the  agency  or  agencies  administering  the  State 
plan  with  respect  to  (A)  the  enforcement  and  collection  of  rights 
to  support  or  payment  assigned  under  this  section  and  (B)  any 
other  maJtters  of  common  concern. 
"(b)  Such  part  of  any  amount  collected  by  the  State  under  an  Retainages. 
assignment  made  under  the  provisions  of  this  section  shall  be  retained 
by  the  State  as  is  necessary  to  reimburse  it  for  medical  assistance  pay- 
ments made  on  behalf  of  an  individual  with  respect  to  whom  such 
assignment  was  executed  (with  appropriate  reimbursement  of  the 
Federal  Government  to  the  extent  of  its  participation  in  the  financing 
of  such  medical  assistance),  and  the  remainder  of  such  amount  col- 
lected shall  be  paid  to  such  individual.". 

(c)  The  amendment  made  by  subsection  (a)  shall  apply  with  respect 
to  medical  assistance  provided,  under  a  State  plan  approved  under 
title  XIX  of  the  Social  Security  Act,  on  and  after  January  1, 1978. 


Effective  date. 
42  USC  1396b 
note. 

42  USC  1396. 


STUDY  AND  REVIEW  OF  MEDICARE  CLAIMS  PROCESSING 


Sec.  12.  The  Comptroller  General  of  the  United  States  shall  con-   42  USC  1395// 
duct  a  comprehensive  study  and  review  of  the  administrative  structure 
established  for  the  processing  of  claims  under  title  XVIII  of  the  Social 
Security  Act,  for  the  purpose  of  determining  whether  and  to  what  42  USC  1395. 
extent  more  efficient  claims  administration  under  such  title  could  be 
achieved — 

(1)  by  reducing  the  number  of  participating  intermediaries 
and  carriers; 

(2)  by  making  a  single  organization  responsible  for  the  proc- 
essing of  claims,  under  both  part  A  and  part  B  of  such  title,  in  a 
particular  geographic  area ; 

(3)  by  providing  for  the  performance  of  claims  processing 
functions  on  the  basis  of  a  prospective  fixed  price ; 

(4)  by  providing  incentive  payments  for  the  most  efficient 
organizations;  or 

(5)  by  other  modifications  in  such  structure  and  related  pro- 
cedures. 

The  Comptroller  General  shall  submit  to  the  Congress  no  later  than   Report  to 
July  1,  1979,  a  complete  report  setting  forth  the  results  of  such  study  Congress. 
Ind  review,  together  with  his  findings  and  his  recommendations  with 
respect  thereto. 

ABOLITION  OF  PROGRAM  REVIEW  TEAMS  UNDER  MEDICARE 

^  Sec.  13.  (a)  Section  1862(d)  of  the  Social  Security  Act  is  amended  42  USC  1395y. 
by  striking  out  paragraph  (4) . 
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(b)  (1)  Section  1862(d)  (1)  (B)  of  such  Act  is  amended  by  striking 
out  with  the  concurrence  of  the  appropriate  program  review  team 
appointed  pursuant  to  paragraph  (4),". 

(2)  Section  1862(d)(1)(C)  of  such  Act  is  amended  to  read  as 
follows : 

"(C)  has  furnished  services  or  supplies  which  are  determined 
by  the  Secretary,  on  the  basis  of  reports  transmitted  to  him  in 
accordance  with  section  1157  of  this  Act  (or,  in  the  absence  of  any 
such  report,  on  the  basis  of  such  data  as  he  acquires  in  the  admin- 
istration of  the  program  under  this  title) ,  to  be  substantially  in 
excess  of  the  needs  of  individuals  or  to  be  of  a  quality  which  fails 
to  meet  professionally  recognized  standards  of  health  care.". 

(3)  Clause  (F)  of  section  1866(b)  (2)  of  such  Act  is  amended  to 
read  as  folloAvs:  "(F)  that  such  provider  has  furnished  services  or 
supplies  which  are  determined  by  the  Secretary  to  be  substantially  in 
excess  of  the  needs  of  individuals  or  to  be  of  a  quality  which  fails  to 
meet  professionally  recognized  standards  of  health  care.". 

(4)  Section  1157  of  such  Act  is  amended  by  striking  out  the  last 
sentence. 

(c)  The  amendments  made  by  this  section  shall  take  effect  on  the 
date  of  the  enactment  of  this  Act. 

AMENDMENTS  RELATING  TO  FISCAL  INTERMEDIARIES 

Sec.  14.  (a)  Section  1816  of  the  Social  Security  Act  is  amended — 

(1)  by  inserting  "(and  to  providers  assigned  to  such  agency 
or  organization  under  subsection  (e))"  in  the  first  sentence  of 
subsection  (a)  after  "to  such  providers"  the  second  and  third 
times  it  appears ; 

(2)  by  amending  subsection  (b)  to  read  as  follows : 

"(b)  The  Secretary  shall  not  enter  into  or  renew  an  agreement 
with  any  agency  or  organization  under  this  section  unless — 
"  (1)  he  finds— 

"(A)  after  applying  the  standards,  criteria,  and  proce- 
dures developed  under  subsection  (f),  that  to  do  so  is  con- 
sistent with  the  effective  and  efficient  administration  of  this 
part,  and 

"(B)  that  such  agency  or  organization  is  willing  and  able 
to  assist  the  providers  to  which  payments  are  made  through 
it  under  this  part  in  the  application  of  safeguards  against 
unnecessary  utilization  of  services  furnished  by  them  to  indi- 
viduals entitled  to  hospital  insurance  benefits  under  section 
226,  and  the  agreement  provides  for  such  assistance;  and 
"  (2)  such  agency  or  organization  agrees — 

"(A)  to  furnish  to  the  Secre&ry  such  of  the  information 
acquired  by  it  in  carrying  out  its  agreement  under  this  sec- 
tion, and 

"(B)  to  provide  the  Secretarj^  with  access  to  all  such  data, 
information,  and  claims  processmg  operations, 
as  the  Secretary  may  find  necessary  in  performing  his  functions 
under  this  part."; 

(3)  by  inserting  "after  applying  the  standards,  criteria,  and 
procedures  developed  under  subsection  (f)  and"  in  subsection 
(e)  (2)  before  "after  reasonable  notice"; 

(4)  by  redesignating  subsections  (e),  (f),  and  (g)  as  subsec- 
tions (g),  (h),and  (i),  respectively;  and 
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(5)   by  inserting  after  subsection   (d)  the  following  new  42  USC  1395h. 
subsections : 

"(e)(1)  Notwithstanding  subsections  (a)  and  (d),  the  Secretary, 
after  taking  into  consideration  any  preferences  of  providei-s  of  serv- 
ices, may  assign  or  reassign  any  provider  of  services  to  any  agency  or 
organization  which  has  entered  into  an  agreement  with  him  under  this 
section,  if  he  determines,  after  applying  the  standards,  criteria,  and 
procedures  developed  under  subsection  (f),  that  such  assignment  or 
reassignment  would  result  in  the  more  effective  and  efficient  adminis- 
tration of  this  part. 

"(2)  Notwithstanding  subsections  (a)  and  (d),  the  Secretary  may 
designate  a  national  or  regional  agency  or  organization  which  has 
entered  into  an  agreement  with  him  under  this  section  to  perform 
functions  under  the  agreement  with  respect  to  a  class  of  providers  of 
services  in  the  Nation  or  region  (as  the  case  may  be) ,  if  he  determines, 
after  applying  the  standards,  criteria,  and  procedures  developed  under 
subsection*  (f),  that  such  designation  would  result  in  more  effective 
and  efficient  administration  of  this  part. 

"(3)  (A)  Before  the  Secretary  makes  an  assignment  or  reassignment 
under  paragraph  (1)  of  a  provider  of  services  to  other  than  the  agency 
or  organization  nominated  by  the  provider,  he  shall  furnish  (i)  the 
provider  and  such  agency  or  organization  with  a  full  explanation  of 
the  reasons  for  his  determination  as  to  the  efficiency  and  effectiveness 
of  the  agency  or  organization  to  perform  the  functions  required  under 
this  part  with  respect  to  the  provider,  and  (ii)  such  agency  or  organi-  Hearing, 
zation  with  opportunity  for  a  hearing,  and  such  determination  shall  be 
subject  to  judicial  review  in  accordance  with  chapter  7  of  title  5, 
United  States  Code.  5  USC  701. 

"(B)  Before  the  Secretary  makes  a  designation  under  paragraph 
(2)  with  respect  to  a  class  of  providers  of  services,  he  shall  furnish  (i) 
such  providers  and  the  agencies  and  organizations  adversely  affected 
by  such  designation  with  a  full  explanation  of  the  reasons  for  his 
determination  as  to  the  efficiency  and  effectiveness  of  such  agencies  and 
organizations  to  perform  the  functions  required  under  this  part  with 
lespect  to  such  providers,  and  (ii)  the  agencies  and  organizations  Hearing, 
adversely  affected  by  such  designation  with  opportunity  for  a  hearing, 
and  such  determination  shall  be  subject  to  judicial  review  in  accord- 
ance with  chapter  7  of  title  5,  United  States  Code. 

"(f)  In  order  to  determine  whether  the  Secretary  should  enter  into,  Standards, 
renew,  or-  terminate  an  agreement  under  this  section  with  an  agency  or  development, 
organization,  whether  the  Secretary  should  assign  or  reassign  a  pro- 
vider of  services  to  an  agency  or  organization,  and  whether  the  Secre- 
tary should  designate  an  agency  or  organization  to  perform  services 
with  respect  to  a  class  of  providers  of  services,  the  Secretary  shall 
develop  standards,  criteria,  and  procedures  to  evaluate  such  agency's  or 
organization's  (1)  overall  performance  of  claims  processing  and  other 
related  functions  required  to  be  performed  by  such  an  agency  or 
organization  under  an  agreement  entered  into  under  this  section,  and 
(2)  performance  of  such  functions  with  respect  to  specific  providers  of 
services,  and  the  Secretary  shall  establish,  by  regulation,  standards 
and  criteria  with  respect  to  the  efficient  and  effective  administration 
of  this  part.  No  agency  or  organization  shall  be  found  under  such 
standards  and  criteria  not  to  be  efficient  or  effective  or  to  be  less  efficient 
or  effective  solely  on  the  ground  that  the  agency  or  organization  serves 
only  providers  located  in  a  single  State.". 
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(b)  The  Secretary  of  Health,  Education,  and  Welfare  shall  develop 
the  standards,  criteria,  and  procedures  described  in  subsection  (f)  of 
section  1816  of  the  Social  Security  Act  (as  added  by  subsection  (a)  (5) ) 
not  later  than  October  1, 1978. 

(c)  The  amendment  made  by  paragraphs  (2)  and  (3)  of  subsection 
(a)  to  the  extent  that  they  require  application  of  standards,  criteria, 
and  procedures  developed  under  section  1816(f)  of  the  Social  Security 
Act  shall  apply  to  the  entering  into,  renewal,  or  termination  of  agree- 
ments on  and  after  October  1, 1978. 

(d)  Except  as  provided  in  subsection  (c),  the  amendment  made  by 
subsection  (a)(2)  shall  apply  to  agreements  entered  into  or  renewed  on 
or  after  the  date  of  enactment  of  this  Act. 


Agreements. 
42  use  1395CC. 


Notification  to 
Secretary. 


Effective  date. 
42  use  1395CC 
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DISCLOSURE  BY  PROVIDERS  OF  THE  HIRING  OF  CERTAIN  FORMER  EMPLOYEES 
OF  FISCAL  INTERMEDIARIES 

Sec.  15.  (a)  Section  1866(a)(1)  of  the  Social  Security  Act  is 
amended — 

(1)  by  striking  out  the  period  at  the  end  of  subparagraph  (C) 
and  inserting  in  lieu  thereof  ",  and" ;  and 

(2)  by  inserting  after  subparagraph  (C)  the  following  new 
subparagraph : 

"(D)  to  promptly  notify  the  Secretary^  of  its  employment  of  an 
individual  who,  at  any  time  during  the  year  preceding  such 
employment,  was  employed  in  a  managerial,  accounting,  auditing, 
or  similar  capacity  (as  determined  by  the  Secretary  by  regulation) 
by  an  ao^ency  or  organization  which  serv^es  as  a  fiscal  intermediary 
or  carrier  (for  purposes  of  part  A  or  part  B,  or  both,  of  this  title) 
with  respect  to  the  provider.", 
(b)  The  amendments  made  by  subsection  (a)  shall  apply  with 

respect  to  agreements  entered  into  or  renewed  on  and  after  the  date  of 

enactment  of  this  Act. 


PAYMENT  FOR  DURABLE  MEDICAL  EQUIPMENT 


42  use  1395/. 


Used  equipment, 
coinsurance 


Sec.  16.  (a)  Section  1833(f)  of  the  Social  Security  Act  is  amended 
to  read  as  follows : 

"(f)  (1)  In  the  case  of  durable  medical  equipment  to  be  furnished  an 
individual  as  described  in  section  1861  (s)  (6),  the  Secretary  shall 
determine,  on  the  basis  of  such  medical  and  other  evidence  as  he  finds 
appropriate  (including  certification  by  the  attending  physician  with 
respect  to  expected  duration  of  need),  whether  the  expected  duration 
of  the  medical  need  for  the  equipment  warrants  a  presumption  that 
purchase  of  the  equipment  would  be  less  costly  or  more  practical  than 
rental.  If  the  Secretary  determines  that  such  a  presumption  does  exist, 
he  shall  require  that  the  equipment  be  purchased,  on  a  lease-purchase 
basis  or  otherwise,  and  shall  make  payment  in  accordance  with  the 
lease-purchase  agreement  (or  in  a  lump  sum  amount  if  the  equipment 
is  purchased  other  than  on  a  lease-purchase  basis)  ;  except  that  the 
Secretari"  may  authorize  the  rental  of  the  equipment  notwithstand- 
ing such  determination  if  he  determines  that  the  purchase  of  the  equip- 
ment would  be  inconsistent  with  the  purposes  of  this  title  or  would 
create  an  undue  financial  hardship  on  the  individual  who  will  use  it. 

"(2)  With  respect  to  purchases  of  used  durable  medical  equipment, 
the  Secretary  may  waive  the  20  percent  coinsurance  amount  applicable 
under  subsection  (a)  whenever  the  purchase  price  of  the  used  equip- 
ment is  at  least  25  percent  less  than  the  reasonable  charge  for  com- 
parable new  equipment. 
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"(3)  For  purposes  of  paragraph  (1),  the  Secretary  may,  pursuant 
to  agreements  made  with  suppliers  of  durable  medical  equipment, 
establish  reimbursement  procedures  which  he  finds  to  be  equitable, 
Economical,  and  feasible. 

"  (fl  The  Secretary  shall  encourage  suppliers  of  durable  medical 
Equipment  to  make  their  equipment  available  to  individuals  entitled 
[o  benefits  under  this  title  on  a  lease-purchase  basis  whenever  pos- 
sible.". 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  with 
respect  to  durable  medical  equipment  purchased  or  rented  on  or  after 
October  1, 1977. 

FUNDING  OF  STATE  MEDICAID  FRAUD  CONTROL  UNITS 

Sec.  17.  (a)  Section  1903(a)  of  the  Social  Security  Act  is  amended   42  USC  1396b. 

by  redesignating  paragraph  (6)  as  paragraph  (7)  and  by  inserting 

after  paragraph  (5)  the  following  new  paragraph : 

"(6)  subject  to  subsection  (b)  (3),  an  amount  equal  to  90  per 
centum  of  the  sums  expended  during  each  quarter  beginning  on 
or  after  October  1,  1977,  and  ending  before  October  1,  1980,  with 
respect  to  costs  incurred  during  such  quarter  (as  found  necessary 
by  the  Secretary  for  the  elimination  of  fraud  in  the  provision  and 
administration  of  medical  assistance  provided  under  the  State 
plan)  which  are  attributable  to  the  establishment  and  operation 
of  (including  the  training  of  personnel  employed  by)  a  State 
medicaid  fraud  control  unit  (described  in  subsection  (q) ) ;  plus". 

(b)  Section  1903(b)  of  such  Act  is  amended  by  inserting  after 
paragraph  (2)  the  following  new  paragraph: 

"(3)  The  amount  of  funds  which  the  Secretary  is  otherwise  obli- 
gated to  pay  a  State  during  a  quarter  under  subsection  (a)  (6)  may 
not  exceed  the  higher  of — 
"(A)  $125,000,  or 

"(B)  one-quarter  of  1  per  centum  of  the  sums  expended  by  the 
Federal,  State,  and  local  governments  during  the  previous  quarter 
in  carrying  out  the  State's  plan  under  this  title.". 

(c)  Section  1903  of  such  Act  is  further  amended  by  inserting  after   "State  medicaid 
subsection  (p)  (added  by  section  11(a)  of  this  Act)  the  following  new   fraud  control 
subsection : 

"(q)  For  the  purposes  of  this  section,  the  term  ^State  medicaid  Certification 
fraud  control  unit'  means  a  single  identifiable  entity  of  the  State  gov-  requirements. 
Brnment  which  the  Secretary  certifies  (and  annually  recertifies)  as 
meeting  the  following  requirements : 

"(1)  The  entity  (A)  is  a  unit  of  the  office  of  the  State  Attorney 
General  or  of  another  department  of  State  government  which  pos- 
sesses statewide  authority  to  prosecute  individuals  for  criminal 
violations,  (B)  is  in  a  State  the  constitution  of  which  does  not  pro- 
vide for  the  criminal  prosecution  of  individuals  by  a  statewide 
authority  and  has  formal  procedures,  approved  by  the  Secretary, 
that  (i)  assure  its  referral  of  suspected  criminal  violations  relat- 
ing to  the  program  under  this  title  to  the  appropriate  authority 
or  authorities  in  the  State  for  prosecution  and  (ii)  assure  its 
assistance  of,  and  coordination  with,  such  authority  or  authorities 
in  such  prosecutions,  or  (C)  has  a  formal  working  relationship 
with  the  office  of  the  State  Attorney  General  and  has  formal  pro- 
cedures (including  procedures  for  its  referral  of  suspected  crim- 
inal violations  to  such  office)  which  are  approved  by  the  Secretary 
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and  which  provide  effective  coordination  of  activities  between  the 
entity  and  such  office  with  respect  to  the  detection,  investigation, 
and  prosecution  of  suspected  criminal  violations  relating  to  the 
program  under  this  title. 

"(2)  The  entity  is  separate  and  distinct  from  the  single  State 
agency  that  administers  or  supervises  the  administration  of  the 
State  plan  under  this  title. 

"(3)  The  entity's  function  is  conducting  a  statewide  program 
for  the  investigation  and  prosecution  of  violations  of  all  applicable 
State  laws  regarding  any  and  all  aspects  of  fraud  in  connection 
with  any  aspect  of  the  provision  of  medical  assistance  and  the 
activities  of  providers  of  such  assistance  under  the  State  plan 
under  this  title. 

"(4)  The  entity  has  procedures  for  reviewing  complaints  of  the 
abuse  and  neglect  of  patients  of  health  care  facilities  which  receive 
payments  under  the  State  plan  under  this  title,  and,  where 
appropriate,  for  acting  upon  such  complaints  under  the  criminal 
laws  of  the  State  or  for  referring  them  to  other  State  agencies  for 
action. 

"(5)  The  entity  provides  for  the  collection,  or  referral  for  col- 
lection to  a  single  State  agency,  of  overpayments  that  are  made 
under  the  State  plan  to  health  care  facilities  and  that  are  discov- 
ered by  the  entity  in  carrying  out  its  activities. 

"(6)  The  entity  employs  such  auditors,  attorneys,  investigators, 
and  other  necessary  personnel  and  is  organized  in  such  a  manner 
as  is  necessary  to  promote  the  effective  and  efficient  conduct  of  the 
entity's  activities. 

"(7)  The  entity  submits  to  the  Secretary  an  application  and 
annual  reports  containing  such  information  as  the  Secretary  deter- 
mines, by  regulation,  to  be  necessary  to  determine  whether  the 
entity  meets  the  other  requirements  of  this  subsection.". 

(d)  Section  402(a)  (1)  of  the  Social  Security  Amendments  of  1967 
(Public  Law  90-248) ,  as  amended  by  section  222  of  the  Social  Security 
Amendments  of  1972  (Public  Law  92-603) ,  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph  (H) ; 

(2)  by  striking  out  the  period  at  the  end  of  subparagraph  (I) 
ana  inserting  in  lieu  thereof  " ;  and" ;  and 

(3)  by  adding  after  subparagraph  (I)  the  following  new 
subparagraph : 

"(J)  to  develop  or  demonstrate  improved  methods  for  the 
investigation  and  prosecution  of  fraud  in  the  provision  of  care  or 
services  under  the  health  programs  established  by  the  Social 
Security  Act.". 

(e)  (1)  The  amendment  made  by  subsection  (a)  shall  apply  with 
respect  to  calendar  quarters  beginning  after  September  30, 1977. 

(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall  estab- 
lish such  regulations,  not  later  than  ninety  days  after  the  date  of  enact- 
ment of  this  Act,  as  are  necessary  to  carry  out  the  amendments  made 
by  this  section. 
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REPORT  ON  HOME  HEALTH  AND  OTHER  IN-HOME  SERVICES 

Sec.  18.  (a)  Not  later  than  one  year  after  the  date  of  enactment  of 
this  Act,  the  Secretary  of  Health,  Education,  and  Welfare  shall  sub- 
mit to  the  appropriate  committees  of  the  Congress  a  report  analyzing, 
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evaluating,  and  making  recommendations  with  respect  to,  all  aspects 
(including  the  availability,  administration,  provision,  reimbursement 
procedures,  and  cost)  of  the  delivery  of  home  health  and  other  in-home 
services  authorized  to  be  provided  under  titles  XVIII,  XIX,  and 
XX  of  the  Social  Security  Act. 

(b)  Such  report  shall  include  an  evaluation  of  the  coordination  of 
such  services  provided  under  the  different  titles,  and  shall  also  include 
recommendations  for  changes  in  regulations  and  legislation  with 
respect  to — 

(1)  the  scope  and  definition  of  such  services  provided  under 
such  titles ; 

(2)  the  requirements  for  an  individual  to  be  eligible  to  receive 
such  services  under  such  titles ; 

(3)  the  standards  for  certification  of  providers  of  such  services 
under  such  titles  and  (as  appropriate)  the  uniformity  of  such 
standards  for  the  programs  under  the  different  titles; 

(4)  procedures  for  control  of  utilization  and  assurance  of 
quality  of  such  services  under  such  titles,  including  (as  appro- 
priate) the  licensing  and  accreditation  of  agencies  providing  such 
services,  a  certificate  of  need  program  with  respect  to  the  offer- 
ing of  such  services,  and  the  development  and  use  of  norms  and 
standards  for  review  of  the  utilization  and  quality  of  such 
services ; 

(5)  methods  of  reimbursement  for  such  services,  including  (A) 
methods  of  comparing  costs  incurred  by  different  providers  of 
such  services  in  order  to  determine  the  reasonableness  of  such  costs 
and  (B)  methods  which  provide  for  more  uniform  reimbursement 
procedures  under  titles  XVIII  and  XIX  of  the  Social  Security 
Act;  and 

(6)  the  prevention  of  fraud  and  abuse  in  the  delivery  of  such 
services  under  such  titles, 

the  reasons  for  such  recommendations,  an  analysis  of  the  impact  of 
implementing  such  recommendations  on  the  cost  of  such  services  and 
the  demand  for  such  services,  and  the  methods  of  financing  any  rec- 
ommended increased  provision  of  such  services  under  such  titles. 

(c)  In  developing  the  report  the  Secretary  shall  consult  with  pro- 
fessional organizations,  experts,  and  individual  health  professionals 
in  the  field  of  home  health  and  other  in-home  services  and  with  pro- 
viders, private  insurers,  and  consumers  of  such  services. 


42  use  1395, 
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ESTABLISHMENT  OF  UNIFORM  REPORTING  SYSTEMS  FOR  DIFFERENT  TYPES 
OP  HEALTH  SERVICES  FACILITIES  AND  ORGANIZATIONS;  MAKING  OF 
REPORTS  UNDER  MEDICARE  AND  MEDICAID  PROGRAMS  IN  ACCORDANCE 
WITH  SUCH  SYSTEMS 

Sec.  19.  (a)  Part  A  of  title  XI  of  this  Social  Security  Act  is 
amended  by  inserting  after  section  1120  the  following  new  section: 


''UNlt'ORM  REPORTING  SYSTEMS  FOR  HEALTH   SERVICESI  FACILITIES  AND 

ORGANIZATIONS 

'  "Sec.  1121.  (a)  For  the  purposes  of  reporting  the  cost  of  services 
provided  by,  of  planning,  and  of  measuring  and  comparing  the  effi- 
ciency of  and  effective  use  of  services  in,  hospitals,  skilled  nursing 
facilities,  intermediate  care  facilities,  home  health  agencies,  health 
maintenance  organizations,  and  other  types  of  health  services  facili- 
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ties  and  organizations  to  which  payment  may  be  made  under  this  Act, 
the  Secretary  shall  establish  by  reflation,  for  each  such  type  of 
health  services  facility  or  organization,  a  uniform  system  for  the 
reportin^r  by  a  facility  or  organization  of  that  type  of  the  following 
information : 

"  ( 1 )  The  aggregate  cost  of  operation  and  the  aggregate  volume 
of  services. 

"(2)  The  costs  and  volume  of  services  for  various  functional 
accounts  and  subaccounts. 

''(3)  Rates,  by  category  of  patient  and  class  of  purchaser. 
"(4)  Capital  assets,  as  defined  by  the  Secretary,  including  (as 
appropriate)  capital  funds,  debt  service,  lease  agreements  used 
in  lieu  of  capital  funds,  and  the  value  of  land,  facilities,  and 
equipment. 
"(5)  Discharge  and  bill  data. 
The  uniform  reporting  system  for  a  type  of  health  services  facility  or 
organization  shall  provide  for  appropriate  variation  in  the  applica- 
tion of  the  system  to  different  classes  of  facilities  or  organizations 
within  that  type  and  shall  be  established,  to  the  extent  practicable, 
consistent  with  the  cooperative  system  for  producing  comparable  and 
uniform  health  information  and  statistics  described  in  section  806(e) 
(1)  of  the  Public  Health  Service  Act.  In  reporting  under  such  a  sys- 
tem, hospitals  shall  employ  such  chart  of  accounts,  definitions,  princi- 
ples, and  statistics  as  the  Secretary  may  prescribe  in  order  to  reach 
a  uniform  reconciliation  of  financial  and  statistical  data  for  specified 
uniform  reports  to  be  provided  to  the  Secretary. 
''(b)  The  Secretary  shall— 

"(1)  monitor  the  operation  of  the  systems  established  under 
subsection  (a) ; 

"(2)  assist  with  and  support  demonstrations  and  evaluations 
of  the  effectiveness  and  cost  of  the  operation  of  such  systems  and 
encourage  State  adoption  of  such  systems ;  and 

"(3)  periodically  revise  such  systems  to  improve  their  effec- 
tiveness and  diminish  their  cost. 
"(c)  The  Secretary  shall  provide  information  obtained  through 
use  of  the  uniform  reporting  systems  described  in  subsection  (a)  in  a 
useful  manner  and  format  to  appropriate  agencies  and  organizations, 
including  health  systems  agencies  (designated  under  section  1515  of 
the  Public  Health  Service  Act)  and  State  health  planning  and  develop- 
ment agencies  (designated  under  section  1521  of  such  Act),  as  may  be 
necessary  to  carry  out  such  agencies'  and  organizations'  functions.". 

(b)(1)  Section  1861  (v)(l)  of  the  Social  Security  Act  is  amended 
by  adding  after  subparagraph  (E)  the  following  new  subparagraph: 
"(F)  Such  regulations  shall  require  each  provider  of  services  (other 
than  a  fund)  to  make  reports  to  the  Secretary  of  information  described 
in  section  1121(a)  in  accordance  with  the  uniform  reporting  system 
(established  under  such  section)  for  that  type  of  provider.". 

(2)  Section  1902(a)  of  such  Act  (as  amended  by  sections  2(b), 
3(c),  and  7(b)  of  this  Act)  is  amended — 

(A)  by  striking  out  "and"  at  the  end  of  paragraph  (38)  ; 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (39) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(C)  by  inserting  after  paragraph  (39)  the  following  new 
paragraph : 
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"(40)  require  each  health  services  facility  or  organization  Reports, 
which  receives  payments  under  the  plan  and  of  a  type  for  which 
a  uniform  reporting  system  has  been  established  under  section 
1121  (a)  to  make  reports  to  the  Secretary  of  information  described 
in  such  section  in  accordance  with  the  uniform  reporting  system 
(established  under  such  section)  for  that  type  of  facility  or 
organization.". 

(c)  (1)  The  Secretary  of  Health,  Education,  and  Welfare  shall 
establish  the  systems  described  in  section  1121(a)  of  the  Social  Secu- 
rity Act  (added  by  subsection  (a)  of  this  section)  only  after  consulta- 
tion with  interested  parties  and — 

(A)  for  hospitals,  skilled  nursing  facilities,  and  intermediate 
care  facilities,  not  later  than  the  end  of  the  one-year  period,  and 

(B)  for  other  types  of  health  services  facilities  and  organiza- 
tions, not  later  than  the  end  of  the  two-year  period, 

beginning  on  the  date  of  enactment  of  this  Act. 

(2)  (A)  The  amendments  made  by  subsection  (b)  shall  apply  with 
respect  to  operations  of  a  hospital,  skilled  nursing  facility,  or  inter- 
mediate care  facility,  on  and  after  the  first  day  of  its  first  fiscal  year 
which  begins  after  the  end  of  the  six-month  period  beginning  on  the 
date  a  uniform  reporting  system  is  established  (under  section  1121(a) 
of  the  Social  Security  Act)  for  that  type  of  health  services  facility. 

(B)  The  amendments  made  by  subsection  (b)  shall  apply,  with 
respect  to  the  operation  of  a  health  services  facility  or  organization 
w'hich  is  neither  a  hospital,  a  skilled  nursing  facility,  nor  an  intermedi- 
ate care  facility,  on  and  after  the  first  day  of  its  first  fiscal  year  which 
begins  after  such  date  as  the  Secretary  of  Health,  Education,  and 
Welfare  determines  to  be  appropriate  for  the  implementation  of  the 
reporting  requirement  for  that  type  of  facility  or  organization. 

(C)  Except  as  provided  in  subparagraphs  (A)  and  (B),  the  amend- 
ments made  by  subsection  (b)  (2)  shall  apply,  with  respect  to  State 

plans  approved  under  title  XIX  of  the  Social  Security  Act,  on  and  42  USC  1396. 
after  October  1, 1977. 
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DELAY  IN,  AND  WAIVER  OP,  IMPOSITION  OF  REDUCTION  OF  FEDERAL  MEDI- 
CAL ASSISTANCE  PERCENTAGE  DUE  TO  A  STATe's  FAILURE  TO  HAVE  AN 
EFFECTIVE  MEDICAID  UTILIZATION  CONTROL  PROGRAM 

Sec.  20.  (a)  Section  1903  (g)  of  the  Social  Security  Act  is  amended — 
(1)  by  striking  out  "With  respect  to"  in  the  first  sentence  of 
paragraph  (1)  and  inserting  in  lieu  thereof  "Subject  to  paragraph 
(3),  with  respect  to"; 


(2)  by  striking  out  "by  33l^  per  centum  thereof"  in  para 

►I " 

mined  under  paragraph  (5))"; 


(1)  and  inserting  in  lieu  thereof 


by  a  per  centum  thereof  (deter- 
(2)  before  "sample 
following  new 


(3)  by  inserting  "timely"  in  paragraph 
onsite  surveys" ;  and 

(4)  by  adding  after  paragraph   (2)  the 
paragraphs : 

(3)  ( A)  No  reduction  in  the  Federal  medical  assistance  percentage 
of  a  State  otherwise  required  to  be  imposed  under  this  subsection  shall 
take  effect — 
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"(i)  if  such  reduction  is  due  to  the  State's  unsatisfactory  or 
invalid  showing  made  with  respect  to  a  calendar  quarter  begin- 
ning before  January  1, 1977 ; 
"  (ii)  before  January  1, 1978 ; 

"  (iii)  unless  a  notice  of  such  reduction  has  been  provided  to  the 
State  at  least  30  days  before  the  date  such  reduction  takes  effect ;  or 
"  (iv)  due  to  the  State's  unsatisfactory  or  invalid  showing  made 
with  respect  to  a  calendar  quarter  beginning  after  September  30, 
1977,  unless  notice  of  such  reduction  has  been  provided  to  the  State 
no  later  than  the  first  day  of  the  fourth  calendar  quarter  following 
the  calendar  quarter  with  respect  to  which  such  showing  was 
made. 

Waiver.  "(B)  The  Secretary  shall  waive  application  of  any  reduction  in 

the  Federal  medical  assistance  percentage  of  a  State  otherwise  required 
to  be  imposed  under  paragraph  (1)  because  a  showing  by  the  State, 
made  under  such  paragraph  with  respect  to  a  calendar  quarter  ending 
after  January  1,  1977,  and  before  October  1,  1977,  is  determined  to  be 
either  unsatisfactory  under  such  paragraph  or  invalid  under  para- 
graph (2),  if  the  Secretary  determines  that  the  State's  showing  made 
under  paragraph  (1)  with  respect  to  the  calendar  quarter  ending  on 
December  31,  1977.  is  satisfactory  imder  such  paragraph  and  is  valid 
under  paragraph  (2). 

"(4)  (A)  The  Secretary  may  not  find  the  showing  of  a  State,  with 
respect  to  a  calendar  quarter  under  paragraph  (1),  to  be  satisfactory 
if  the  showing  is  submitted  to  the  Secretary  later  than  the  30th  day 
after  the  last  day  of  the  calendar  quarter,  unless  the  State  demon- 
strates to  the  satisfaction  of  the  Secretary  good  cause  for  not  meeting 
such  deadline. 

"(B)  The  Secretary  shall  find  a  showing  of  a  State,  with  respect  to 
a  calendar  quarter  under  paragraph  (1) ,  to  be  satisfactory  under  such 
paragraph  with  respect  to  the  requirement  that  the  State  conduct 
annual  onsite  inspections  in  mental  hospitals,  skilled  nursing  facili- 
ties, and  intermediate  care  facilities  under  paragraph  (26)  and  (31) 
Post,  ^.  1207.  of  section  1902(a),  if  the  showing  demonstrates  that  the  State  has 
42  use  1396a.  conducted  such  an  onsite  inspection  during  the  12-month  period  end- 
ing on  the  last  date  of  the  calendar  quarter — 

"(i)  in  each  of  not  less  than  98  per  centum  of  the  number  of 
such  hospitals  and  facilities  requiring  such  inspection,  and 

"(ii)  in  every  such  hospital  or  facility  which  has  200  or  more 
beds, 

and  that,  with  respect  to  such  hospitals  and  facilities  not  inspected 
within  such  period,  the  State  has  exercised  good  faith  and  due  deli- 
gence  in  attempting  to  conduct  such  inspection,  or  if  the  State  dem- 
onstrates to  the  satisfaction  of  the  Secretary  that  it  would  have  made 
such  a  showing  but  for  failings  of  a  technical  nature  only. 

"  (5)  In  the  case  of  a  State's  unsatisfactory  or  invalid  showing  made 
with  respect  to  a  type  of  facility  or  institutional  services  in  a  calendar 
quarter,  the  per  centum  amount  of  the  reduction  of  the  State's  Federal 
medical  assistance  percentage  for  that  type  of  services  under  para- 
graph (1)  is  equal  to  331/^  per  centum  multiplied  by  a  fraction,  the 
denominator  of  which  is  equal  to  the  total  number  of  patients  receiv- 
ing that  type  of  services  in  that  quarter  under  the  State  plan  in  facili- 
ties or  institutions  for  which  a  showing  was  required  to  be  made  under 
this  subsection,  and  the  numerator  of  which  is  equal  to  the  number  of 
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such  patients  receiving  such  type  of  services  in  that  quarter  in  those 
facilities  or  institutions  for  which  a  satisfactory  and  valid  showing 
was  not  made  for  that  calendar  quarter. 

"(6)  The  Secretary  shall  su'bmit  to  Congress,  not  later  than  sixty 
days  after  the  end  of  such  calendar  quarter,  a  report  on — 

"(A)  his  determination  as  to  whether  or  not  each  showing, 
made  under  paragraph  (1)  by  a  State  with  respect  to  the  calendar 
quarter,  has  been  found  to  be  satisfactory  under  such  paragraph ; 

"(B)  his  review  (through  onsite  surveys  and  otherwise)  under 
paragraph  (2)  of  the  validity  of  showings  previously  submitted 
by  a  State ;  and 

"(C)  any  reduction  in  the  Federal  medical  assistance  percent- 
age he  has  imposed  on  a  State  because  of  its  submittal  under  para- 
graph (1)  of  an  unsatisfactory  or  invalid  showing.". 

(b)  Section  1902(a)  (26)  of  the  Social  Security  Act  is  amended  by 
inserting  after  "social  service  personnel"  the  following:  ",  or,  in  the 
case  of  skilled  nursing  facilities,  composed  of  physicians  or  registered 
nurses  and  other  appropriate  health  and  social  service  personnel". 

(c)  (1)  Except  as  provided  in  paragraph  (2) ,  the  amendments  made 
by  this  section  shall  be  effective  on  October  1, 1977,  and  the  Secretary 
of  Health,  Education,  and  Welfare  shall  promptly  adjust  payments 
made  to  States  under  section  1903  of  the  Social  Security  Act  to  reflect 
the  changes  made  by  such  amendments. 

(2)  The  amount  of  any  reduction  in  the  Federal  medical  assistance 
percentage  of  a  State,  otherwise  required  to  be  imposed  under  section 
1903(g)  (1)  of  the  Social  Security  Act  because  of  an  unsatisfactory 
or  invalid  showing  made  by  the  State  with  respect  to  a  calendar  quar- 
ter beginning  on  or  after  January  1,  1977,  shall  be  determined  under 
such  section  as  amended  by  this  section.  Subparagraph  (B)  of  para- 
graph (4)  of  section  1905(g)  of  such  Act,  as  added  by  this  section, 
shall  apply  to  any  showing  made  by  a  State  under  such  section  with 
lespect  to  a  calendar  quarter  beginning  on  or  after  January  1,  1977. 


Report  to 
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PROTECTION  OF  PATIENT  FUNDS 

Sec.  21.  (a)  Section  1861(j)  of  the  Social  Security  Act  is  amended 
by  striking  out  "and"  at  the  end  of  paragraph  (13)  and  inserting  im- 
mediately after  such  paragraph  (13)  the  following  new  paragraph: 
"(14)  establishes  and  maintains  a  system  that  (A)  assures  a 
full  and  complete  accounting  of  its  patients'  personal  funds,  and 
(B)  includes  the  use  of  such  separate  account  for  such  funds  as 
will  preclude  any  commingling  of  such  funds  with  facility  funds 
or  with  the  funds  of  any  person  other  than  another  such  patient ; 
and". 

(b)  The  Secretary  of  Health,  Education,  and  Welfare  shall,  by 
regulation,  define  those  costs  which  may  be  charged  to  the  personal 
funds  of  patients  in  skilled  nursing  facilities  who  are  individuals 
receiving  benefits  under  the  provisions  of  title  XVIII,  or  under  a  State 
plan  approved  under  the  provisions  of  title  XIX,  of  the  Social  Secu- 
rity Act,  and  those  costs  which  are  to  be  included  in  the  reasonable  cost 
or  reasonable  charge  for  extended  care  services  as  determined  under 
the  provisions  of  title  XVIII,  or  for  skilled  nursing  and  intermediate 
care  facility  services  as  determined  under  the  provisions  of  title  XIX, 
of  such  Act. 
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Effective  date. 


Regulations. 


(c)  (1)  The  amendments  made  by  subsection  (a)  shall  be  effective 
on  the  first  day  of  the  first  calendar  quarter  which  begins  more  than 
six  months  after  the  date  of  enactment  of  this  Act. 

(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall  issue 
the  regulations  required  under  subsection  (b)  within  ninety  days  after 
the  date  of  enactment  of  this  Act. 


42  use  1320C-7. 
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PATMENT  FOR  INSTITUTIONAL  CARE  BEYOND  DATE  DETERMINED 
MEDICALLY  NECESSARY 

Sec.  22.  (a)  Section  1158  of  the  Social  Security  Act  is  amended — 

(1)  by  inserting  "and  subsection  (d)"  in  subsection  (a)  after 
"section  1159";  and 

(2)  by  adding  after  subsection  (c)  (as  added  by  section  5(d) 
(1)  of  this  Act)  the  following  new  subsection : 

"(d)  In  any  case  in  which  a  Professional  Standards  Review  Orga- 
nization disapproves  (under  subsection  (a) )  of  inpatient  hospital 
services  or  posthospital  extended  care  services,  payment  may  be  made 
for  such  services  furnished  before  the  second  day  after  the  day  on 
which  the  provider  received  notice  of  such  disapproval,  or,  if  such 
organization  determines  that  more  time  is  required  in  order  to  arrange 
postdischarge  care,  payment  may  be  made  for  such  services  furnished 
before  the  fourth  day  after  the  day  on  which  the  provider  received 
notice  of  such  disapproval.". 

(b)  The  amendments  made  by  subsection  (a)  shall  be  effective  on 
the  date  of  enactment  of  this  Act. 

PAYMENT  UNDER  THE  MEDICARE  PROGRAM  FOR  CERTAIN  HOSPITAL  SERV- 
ICES PROVIDED  IN  veterans'  ADMINISTRATION  HOSPITALS 

Sec.  23.  (a)  Section  1814(c)  of  the  Social  Security  Act  is  amended 
by  inserting  "or  subsection  (j)"  after  "subsection  (d)". 

(b)  Section  1814  of  such  Act  is  further  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 

"Payment  for  Certain  Hospital  Services  Provided  in 
Veterans'  Administration  Hospitals 

"(j)  (1)  Payments  shall  also  be  made  to  any  hospital  operated  by 
the  Veterans'  Administration  for  inpatient  hospital  services  furnished 
in  a  calendar  year  by  the  hospital,  or  under  arrangements  (as  defined 
in  section  1861  (w) )  with  it,  to  an  individual  entitled  to  hospital  bene- 
fits under  section  226  even  though  the  hospital  is  a  Federal  provider 
of  services  if  (A)  the  individual  was  not  entitled  to  have  the  services 
furnished  to  him  free  of  charge  by  the  hospital,  (B)  the  individual 
was  admitted  to  the  hospital  in  the  reasonable  belief  on  the  part  of 
the  admitting  authorities  that  the  individual  was  a  person  wno  was 
entitled  to  have  the  services  furnished  to  him  free  of  charge,  (C)  the 
authorities  of  the  hospital,  in  admitting  the  individual,  and  the  indi- 
vidual, acted  in  good  faith,  and  (D)  the  services  were  furnished  dur- 
ing a  period  ending  with  the  close  of  the  day  on  which  the  authorities 
operating  the  hospital  first  became  aware  of  the  fact  that  the  individ- 
ual was  not  entitled  to  have  the  services  furnished  to  him  by  the 
hospital  free  of  charge,  or  (if  later)  ending  with  the  first  day  on 
which  it  was  medically  feasible  to  remove  me  individual  from  the 
hospital  by  discharging  him  therefrom  or  transferring  him  to  a  hos- 
pital which  has  in  effect  an  agreement  under  this  title. 
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"(2)  Payment  for  services  described  in  paragraph  (1)  shall  be  in 
an  amount  equal  to  the  charge  imposed  by  the  Veterans'  Administra- 
tion for  such  services,  or  (if  less)  the  reasonable  costs  for  such  services 
(as  estimated  by  the  Secretary).  Any  such  payment  shall  be  made  to 
the  entity  to  which  payment  for  the  services  involved  would  have 
been  payable,  if  payment  for  such  services  had  been  made  by  the 
individual  receiving  the  services  involved  (or  by  another  private  per- 
son acting  on  behalf  of  such  individual).". 

(c)  The  amendments  made  by  this  section  shall  apply  to  inpatient  Effective  date, 
hospital  services  furnished  on  and  after  July  1, 1974.  42  USC  1395f 

^  *^  note. 

Approved  October  25,  1977. 
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MEDICAKE-MEDICAID  ANTI-FKAUD  AND  ABUSE 
AMENDMENTS 


June  7,  1977. — Ordered  to  be  printed 


Mr.  Ullman,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[Including  cost  estimate  of  the  Congressional  Budget  OflSce] 

fTo  accompany  H.R.  3  which  on  Jan.  4,  1977,  was  referred  jointly  to  the  Com- 
mittee on  Ways  and  Means  and  the  Committee  on  Interstate  and  Foreign  Com- 
merce] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.E..  3)  to  strengthen  the  capability  of  the  Government  to  detect, 
prosecute,  and  punish  fraudulent  activities  under  the  medicare  and 
medicaid  programs,  and  for  other  purposes,  having  considered  the 
same,  report  favorably  thereon  with  amendments  and  recommend  that 
the  bill  as  amended  do  pass. 

The  amendments  are  as  follows : 

1.  On  page  1,  strike  out  line  5  and  all  that  follows  through  line  7  on 
page  27  and  insert  in  lieu  thereof  the  following : 

PROHIBITION  AGAINST  ASSIGNMENT  BY  PHYSICIANS  AND  OTHERS 
OF  CLAIMS  FOR  SERVICES;  CLAIMS  PAYMENT  PROCEDURES  FOR 
MEDICAID  PROGRAM 

Sec.  2.  (a)  (1)  Section  1842(b)  (5)  of  the  Social  Security 
Act  is  amended  by  adding  at  the  end  thereof  the  following 
new  sentence :  "No  payment  which  under  the  preceding  sen- 
tence may  be  made  directly  to  the  physician  or  other  person 
providing  the  service  involved  (pursuant  to  an  assignment 
described  in  subparagraph  (B)  (ii)  of  paragraph  (3))  shall 
be  made  to  anyone  else  under  a  reassignment  or  power  of 
attorney  (except  to  an  employer  or  facility  as  described  in 
clause  (A)  or  (B)  of  such  sentence)  ;  but  nothing  in  this  sub- 
section shall  be  construed  (i)  to  prevent  the  making  of  such 
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4.  The  bill  would  encourage  each  State  to  establish  an  office  separate 
from  the  medicaid  program  agency  to  prepare  and  prosecute  cases 
of  suspected  fraud  and  abuse  in  the  program  by  providing  for  90  per- 
cent Federal  matching  funds  for  expenditures  to  establish  and  operate 
State  medicaid  fraud  control  units.  ( Section  17 ) 

5.  The  bill  also  requires  States  to  make  provision  in  their  State 
medicaid  plan  for  claims  payment  procedures  which  ensure  that  90 
percent  of  the  bills  submitted  by  eligible  noninstitutionally-based  pro- 
viders will  be  reimbursed  within  30  days,  and  99  percent  within  60 
days.  The  State  would  not  be  cited  for  noncompliance  if  the  Secre- 
tary found  the  State  was  acting  in  good  faith  to  achieve  this  goal. 
(Section  2) 

6.  The  bill  directs  the  Comptroller  General  to  conduct  a  compre- 
hensive review  of  the  administrative  structure  for  the  processing  of 
medicare  claims.  (Section  12) 

7.  The  bill  requires  the  Secretary  of  Health,  Education,  and  Wel- 
fare to  report  to  the  Congress  within  12  months  after  enactment  of 
this  legislation  with  an  analysis  and  recommendations  relating  to  all 
aspects  (including  the  availability,  administration,  provision,  reim- 
bursement procedures  and  cost)  of  the  delivery  of  home  health  serv- 
ices under  medicare,  medicaid  and  the  title  XX  social  services  pro- 
gram. (Section  18) 

TECHNICAL  REVISION 

1.  Your  committee's  bill  clarifies  existing  law  to  insure  that  a  power 
of  attorney  cannot  be  used  to  circumvent  the  prohibition  in  existing 
law  against  the  use  of  "factoring"  arrangements  in  connection  with 
the  payment  of  provider  claims  by  the  medicare  and  medicaid  pro- 
grams. (Section  2) 

2.  The  bill  modifies  the  provisions  of  existing  law  related  to  the 
rental  or  purchase  of  durable  medical  equipment  to  mandate  that  the 
Secretary  require  the  purchase  of  such  equipment  where  purchase  will 
be  less  costly  than  extended  rental  payments.  (Section  16) 

3.  The  bill  increases  individual  state's  incentives  to  adopt  a  com- 
puterized medicaid  claims  processing  and  information  retrieval  sys- 
tem by  modifying  one  current  requirement  for  higher  Federal  match- 
ing funds  for  the  development  and  operation  of  this  system.  The  bill 
would  require  such  systems  to  provide  explanation  of  benefits  infor- 
mation to  only  a  sample  group  of  medicaid  recipients  rather  than  to 
each  recipient  as  is  currently  required.  (Section  10) 

4.  The  bill  would  preclude  Federal  matching  of  State  medicaid  ex- 
penditures that  result  from  State  laws  or  contracts  which  exclude  or 
limit  insurance  benefits  because  an  individual  is  eligible  for  medicaid. 
(Section  11) 

III.  General  Statement 

EXPLANATION,  JUSTIFICATION,  AND  COMPARISON  WITH  PRESENT  LAW 

Prohihition  Against  Assignment  hy  Physicians  amd  Others  of  Claims 
for  Services;  Claims  Payment  Procedures  for  Medicaid  Program 
{Section  2) 

Your  Committee's  bill  would  modify  existing  law  to  preclude  the  use 
of  a  power  of  attorney  as  a  device  to  circumvent  the  existing  ban  on  the 


44 


use  of  "factoring"  arrangements  in  connection  with  the  payment  of 
claims  by  the  medicare  and  medicaid  programs.  The  bill  further  re- 
quires State  medicaid  programs  to  provide  for  timely  claims  payment 
procedures  and  provides  higher  Federal  matching  funds  for  a  three- 
year  period  to  assist  States  with  programs  of  educational  and  technical 
assistance  to  expedite  the  filing  and  payment  of  claims. 

In  1972,  the  Congress  took  action  to  stop  a  practice  under  which  some 
physicians  and  other  persons  providing  services  under  medicare  and 
medicaid  reassigned  their  medicare  and  medicaid  receivables  to  other 
organizations  or  groups.  Under  the  conditions  of  these  reassignments^ 
the  organizations  or  groups  purchased  the  receivables  for  a  percentage 
of  their  face  value,  submitted  claims  and  received  payments  in  their 
name.  By  1972,  it  had  become  apparent  that  such  reassignments  were 
a  significant  source  of  incorrect  and  inflated  claims  for  services  paid 
by  medicare  and  medicaid.  In  addition,  cases  of  fraudulent  billings  by 
collection  agencies  and  substantial  overpayments  to  these  so-called 
"factoring"  agencies  were  also  found. 

Congress  concluded  that  such  arrangements  were  not  in  the  best 
interest  of  the  government  or  the  beneficiaries  served  by  the  medicare 
and  medicaid  programs.  The  Social  Security  Amendments  of  1972, 
Public  Law  92-603,  therefore,  included  a  prohibition  against  the  pay- 
ment for  covered  services  to  anyone  other  than  the  patient,  his 
physician,  or  other  person  who  provided  the  service,  unless  the  phy- 
sician or  other  person  is  required  as  a  condition  of  his  employment 
to  turn  his  fees  over  to  his  employer,  or  unless  the  physician  or  other 
person  has  an  arrangement  with  a  facility  under  which  the  facility 
bills  for  such  services. 

Despite  these  efforts  to  stop  factoring  of  medicare  and  medicaid 
bills,  some  practitioners  and  other  persons  have  circumvented  the  in- 
tent of  the  law  by  use  of  a  power  of  attorney.  The  use  of  a  power  of 
attorney  allows  the  factoring  company  to  receive  the  medicare  or 
medicaid  payment  in  the  name  of  the  physician,  thus  allowing  the 
continuation  of  program  abuses  which  factoring  activities  were  shown 
to  produce  in  the  past. 

Your  committee's  bill  would  modify  existing  law  to  preclude  the  use 
of  a  power  of  attorney  as  a  device  for  reassignments  of  benefits  under 
medicare  and  medicaid,  other  than  an  assignment  to  a  governmental 
entity  or  establishment,  or  an  assignment  established  by  or  pursuant  to 
the  order  of  a  court  of  competent  jurisdiction.  The  bill  also  provides  for 
similar  prohibitions  with  respect  to  billings  for  care  provided  by  insti- 
tutions under  medicare  and  medicaid.  However,  it  would  not  preclude 
the  agent  of  a  physician  or  other  person  furnishing  services  from  col- 
lecting any  medicare  or  medicaid  payment  on  behalf  of  a  physician, 
provided  the  agency  does  so  pursuant  to  an  agreement  under  which  the 
compensation  paid  the  agency  for  his  services  or  for  the  billings  or  col- 
lections of  payments  is  unrelated  (directly  or  indirectly)  to  the  dollar 
amount  of  the  billings  or  payments,  and  is  not  dependent  upon  the 
actual  collection  of  any  such  payments.  Thus,  the  use  of  billing  agents 
by  doctors  and  others,  when  the  agents  are  paid  on  a  basis  related  to  tlie 
cost  of  doing  business  and  not  dollar  amounts  billed  or  collected,  would 
not  be  precluded.  The  bill  would  not  impose  any  limitations  on  the  use- 
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of  billing  or  collection  agencies  for  payments  owed  by  anyone  other 
than  the  medicare  or  medicaid  programs.  Nor  is  it  your  committee's; 
intention  that  this  provision  preclude  the  legitimate  transfer  of  ac- 
counts receivable  from  these  programs  by  an  individual  or  an  institu- 
tion upon  the  "sale"  of  the  individual's  practice  (for  example  upon 
retirement)  or  as  part  of  the  sale  of  all  the  assets  of  an  institution. 

Your  committee  received  considerable  testimony  indicating  tliat 
undue  delay  in  medicaid  claims  payments  contributes  to  the  rise  of 
factoring  arrangements  as  well  as  discourages  physicians  from  partic- 
ipating in  the  program.  The  committee  wishes  to  assure  that  the  ban  on 
factoring  arrangements  will  not  impose  an  undue  hardship  on  medicaid 
practitioners.  The  bill  therefore  requires  State  medicaid  plans  to  pro- 
vide for  claims  payment  procedures  which  ensure  that  90  perceiit  of 
claims  for  services  furnished  by  health  care  practitioners  through  in- 
dividual or  group  practices  or  through  shared  health  facilities  are  paid 
within  30  days  of  receipt ;  99  percent  of  such  claims  must  be  paid  within 
60  days  of  receipt.  State  plans  must  further  provide  for  procedures  for 
prepayment  and  postpayment  claims  review.  The  bill  permits  the  Sec- 
retary of  Health,  Education,  and  Welfare  to  waive  this  State  plan 
requirement  if  he  finds  that  a  State  has  exercised  good  faith  in  trying 
to  ensure  timeliness  and  accuracy  in  its  claims  payment  operation. 
Among  other  things  the  Secretary  should  take  into  account  in  making 
a  waiver  determination  is  whether  the  State  has  received  an  unusually 
high  volume  of  claims  which  are  not  clean  claims  (i.e.,  claims  for  which 
no  further  written  information  or  substantiation  is  required  from  t he- 
provider)  . 

In  many  areas  of  the  country,  a  significant  volume  of  medicaid 
claims  submitted  are  inadequately  or  incorrectly  filed.  The  bill  there- 
fore authorizes  90  percent  Federal  matching  from  January  1978 
through  September  1980  for  the  costs  attributable  to  the  conduct  of 
such  educational  and  technical  assistance  programs  for  healtli  care- 
practitioners  as  the  Secretary  determines  are  likely  to  expedite  the  fil- 
ing and  payment  of  claims.  Technical  assistance  may  be  provided 
through  such  means,  including  outreach  offices,  the  media,  and  tele- 
phone systems,  as  the  Secretary  determines  to  be  appropriate.  The 
maximum  amount  of  payment  available  to  the  States  under  this  sec- 
tion may  not  exceed  $1.25  million  in  any  calendar  quarter.  If  the 
aggregate  amount  of  payment  would  otherwise  exceed  this  limitation,, 
the  amount  made  available  to  each  State  would  be  proportionately 
reduced. 

Disclosure  of  Ownership  aafid  Financial  Information  {Section  S) 

Your  Committee's  bill  would  require  entities  (other  than  individual 
practitioners  or  groups  of  i^ractitioners)  providing  services  under 
medicare,  medicaid,  or  the  maternal  and  child  health  program  to  dis- 
close certain  ownership  interests,  as  a  condition  of  program  participa- 
tion. These  disclosure  requirements  would  also  be  applied  to  medicare 
intermediaries  and  carriers  and  medicaid  fiscal  agents.  Disclosure  of 
additional  ownership  and  financial  information  would  be  required, 
but  only  when  specifically  requested. 

Current  law  and  program  policies  already  require  the  provision  of 
certain  ownership  and  financial  information  pertaining  to  entities 
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providing  services  under  medicare  and  medicaid.  For  example,  an 
agreement  with  a  provider  of  services  under  medicare  may  be  termi- 
nated if  the  provider  fails  to  furnish  information  necessary  to  vali- 
date the  amount  of  payment  claimed.  In  a  different  context,  present 
law  requires,  as  a  medicare  and  medicaid  condition  of  participation,  a 
skilled  nursing  facility  to  disclose  to  the  Secretary  or  appropriate 
State  agency,  and  keep  current,  the  name  of  anyone  having  significant 
ownership  interest  in  the  facility.  Intermediate  care  facilities  under 
medicaid  are  also  required  to  disclose  information  on  significant  own- 
ership interests. 

Your  Committee  believes,  however,  that  the  information  required 
under  current  law  is  often  insufficient  to  facilitate  the  detection  of 
fraudulent  practices.  Information  now  required  does  not  provide  ade- 
quate documentation  on  persons  with  significant  ownership  interests 
in  more  than  one  facility  or  other  entity  participating  in  medicare, 
medicaid,  or  the  material  and  child  health  program.  Information  is 
not  specificalljr  required  to  identify  persons  with  significant  owner- 
ship interests  in  related  companies  that  supply  goods  and  services 
to  providers  or  other  participating  entities,  xluthority  to  obtain  in- 
formation on  financial  transactions  with  related  suppliers  or  with 
subcontractors  is  not  clearly  defined  in  law. 

To  remedy  these  problems,  the  bill  would  require  disclosure  of 
specified  ownership  information  to  the  Secretary  or  the  appropriate 
State  agency,  as  a  condition  of  an  entity's  participation,  certification, 
or  recertification  under  medicare,  medicaid,  or  the  maternal  and 
child  health  program.  Entities  required  to  disclose  would  be  defined 
as :  Medicare  providers  of  services  (as  defined  in  section  1861  (u) ,  which 
includes  hospitals,  skilled  nursing  facilities,  and  home  health  agen- 
cies) ,  independent  clinical  laboratories,  renal  disease  facilities,  and  all 
entities  (other  than  individual  practitioners  or  groups  of  practitioners) 
that  claim  reimbursement  for  services  provided  under  medicaid  or 
the  maternal  and  child  health  program.  In  addition,  the  bill  would 
require  medicare  intermediaries  and  carriers  and  medicaid  fiscal 
agents  to  disclose  specified  ownership  information  as  a  condition  of 
contract  or  agreement  approval  or  renewal  under  titles  XVIII  and 
XIX. 

The  bill  specifies  that  disclosing  entities  must  supply  full  and  com- 
plete information  as  to  the  identity  of  each  person  who : 

(1)  has  a  direct  or  indirect  ownership  interest  of  five  percent 
or  more  in  the  entity, 

(2)  owns  (in  whole  or  part)  a  five  percent  interest  in  any 
mortgage  secured  by  the  entity, 

(3)  is  an  officer  or  director  of  the  entity,  if  it  is  organized  as  a 
corporation,  and 

(4)  is  a  partner  in  the  entity,  if  it  is  organized  as  a  partnership. 
Where  disclosing  entities  providing  services  under  medicare  or 

medicaid  own  five  percent  or  more  of  a  subcontractor,  similar  owner- 
ship information  would  be  required  to  be  disclosed  about  the 
subcontractor. 

In  addition,  the  bill  would  require,  to  the  extent  feasible,  that  infor- 
mation about  a  person's  ownership  disclosed  by  an  entity  must  also 
include  information  with  respect  to  ownership  interest  of  that  person 
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in  any  other  entity  which  is  required  to  comply  with  disclosure  require- 
ments under  the  bill. 

The  bill  would  also  modify  the  existing  provisions  of  titles  XVIII 
and  XIX  which  relate  to  termination  of  medicare  provider  agreements 
or  suspension  of  medicaid  payments  to  health  care  entities  (other  than 
individual  practitioners  and  groups  of  individual  practitioners)  by 
adding  two  additional  requirements.  The  bill  would  require  a  provider 
entity  to  comply  with  specific  requests  addressed  to  it  by  the  Secretary 
or  the  State  medicaid  agency  for  full  and  complete  information  on : 
(1)  the  ownership  of  any  subcontractor  (as  defined  in  regulations) 
with  whom  the  provider  has  annual  business  transactions  of  more  than 
$25,000,  and  (2)  any  significant  business  transactions  (as  defined  in 
regulations)  between  it  and  any  subcontractor  or  between  it  and  any 
wholly-owned  supplier. 

In  developing  regulations  to  define  subcontractors  and  suppliers,  the 
Committee  intends  that  a  distinction  be  made  between  agencies  and 
organizations  from  whic^h  a  provider  only  purchases  goods  and  services 
to  assist  it  in  meeting  its  obligations  to  patients  and  those  agencies 
and  organizations  to  which  a  provider  has  actually  delegated  some 
of  the  duties  and  obligations  it  has  directly  to  its  patients.  Although 
the  facts  and  circumstances  of  individual  situations  may  differ,  it  is 
contemplated  under  such  a  delineation  that  the  relationship  between 
a  hospital  and  a  commercial  laundry  would  be  considered  to  be  that  of 
a  provider  and  its  supplier,  but  that  the  relationship  between  a  hos- 
pital and  a  management  company  with  which  it  has  contracted  to 
administer  either  all  or  part  of  the  day-to-day  operations  of  the  insti- 
tution or  the  relationship  between  a  hospital  and  an  independent  radi- 
ological service  would  be  that  of  a  provider  and  a  subcontractor. 

The  bill  specifies  that  the  Secretary  is  to  determine  by  regulation 
the  meaning  of  the  phrase  "directljr  or  indirectly"  with  respect  to  per- 
sons having  ownership  interests  m  disclosing  entities.  In  directing 
him  to  do  this,  your  Committee  is  acutely  aware  of  the  difficulties 
involved  in  developing  this  definition,  particularly  when  the  phrase 
"persons  with  ownership  interests"  is  interpreted  to  mean  a  corpora- 
tion. Institutional  providers  of  health  care  often  are  owned  by  cor- 
porate entities  which  in  turn  are  owned  by  other  corporations.  In 
order  to  compile  accurate  information  on  persons  with  ownership 
interests  in  disclosing  entities,  your  Committee  believes  it  is  also 
necessary  to  obtain  information  on  persons  with  ownership  interests 
in  these  other  corporations.  The  information  to  be  disclosed  under  the 
bill  must  go  beyond  the  listing  of  corporate  identities  unless  that  cor- 
poration is  already  subject  to  ownership  disclosure  under  the  statutes 
administered  by  the  Securities  and  Exchange  Commission  or  other 
Federal  regulatory  agencies.  It  is  intended,  at  the  minimum,  to  iden- 
tify those  persons  with  ownership  interests  of  five  percent  or  more  in 
a  nonpublicly  held  corporation  that  owns  a  disclosing  entity.  In  addi- 
tion, the  Secretary  may  determine  that  it  is  necessary  to  require  dis- 
closure of  persons  with  ownership  interests  in  nonpublicly  held  corpo- 
rations beyond  the  first  level  of  corporate  ownership  where  the  con- 
cept of  "pyramiding"  of  corporate  structures  appears  to  be  present. 

Your  committee  views  the  disclosure  requirements  imposed  by  the 
bill  to  be  of  critical  importance  in  the  process  of  detecting  and  deter- 
ring fraudulent  and  abusive  practices  within  the  medicare,  medicaid, 
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and  the  maternal  and  child  health  programs.  Your  Committee  does- 
not  intend,  however,  for  these  requirements  to  be  unduly  burden- 
some on  providers  and  other  entities  to  which  they  apply.  The  provi- 
sions were  designed  to  be  incorporated  into  the  ongoing  certification 
or  contractual  process.  It  is,  therefore,  expected  that  tlieir  implementa- 
tion and  administration  will  be  accomplished  in  such  a  way  as  to- 
preclude  unnecessary  additional  administrative  burdens  on  those- 
complying  with  them. 

Penalties  for  Defrauding  Medicare  and  Medicaid  {Section  4) 

Your  committee  bill  would  modify  the  penalty  provisions  in  exist- 
ing law  which  relate  to  those  persons  providing  services  under  medi- 
care and  medicaid. 

Existing  law  provides  specific  penalties  under  the  medicare  and 
medicaid  programs  for  certain  practices  that  have  long  been  regarded 
by  professional  organizations  as  unethical,  which  are  unlawful  in 
some  jurisdictions,  and  which  contribute  significantly  to  the  cost  of 
the  programs.  Such  practices  as  the  submission  of  false  claims,  or  the 
soliciting,  offering,  or  acceptance  of  kickbacks  or  bribes,  including- 
rebates  or  a  portion  of  fees  or  char/2:es  for  patient  referrals,  are 
misdemeanors  under  present  law  and  punishable  by  a  maximun 
$10,000  fine,  up  to  one  year  imprisonment,  or  both.  In  addition, 
the  making  of  false  statements  with  respect  to  material  facts  concern- 
ing the  conditions  of  health  care  facilities  in  order  to  qualify  for- 
certification  under  medicare  and  medicaid  is  considered  a  misde- 
meanor and  punishable  by  a  maximum  $2,000  fine,  up  to  six  months  in 
prison,  or  both. 

Recent  hearings  and  reports,  however,  indicate  that  such  penalties 
have  not  proved  adequate  deterrents  against  illegal  practices  bv 
some  individuals  who  provide  services  under  medicare  and  medicaid. 
In  addition,  these  misdemeanor  penalties  appear  inconsistent  with 
existing  Federal  criminal  code  sanctions  which  make  similar  actions 
punishable  as  felonies.  Also,  it  has  been  brought  to  the  attention  of 
the  committee  by  U.S.  Attorneys'  offices  which  have  utilized  these 
Social  Security  Act  sanctions  in  the  prosecution  of  medicare  and 
medicaid  fraud  cases  that  the  existing  language  of  these  penalty 
statutes  is  unclear  and  needs  clarification. 

Your  committee's  bill  would  strengthen  the  penalty  provisions  in 
existing  law  which  relate  to  persons  providing  services  under- 
medicare  and  medicaid.  Most  fraudulent  acts  now  classified  as  mis- 
demeanors would  become  felonies.  Penalties  for  these  acts  would  be 
increased  to  a  maximum  $25,000  fine,  up  to  five  years  imprisonment, 
or  both. 

In  addition,  the  bill  would  clarify  and  restructure  those  provisions 
in  existing  law  which  define  the  types  of  financial  arrangements  and 
-conduct  to  be  classified  as  illegal  under  medicare  and  medicaid. 

It  would  make  subject  to  the  penalty  provisions  any  person  who 
solicits  or  receives  any  remuneration  (1)  in  return  for  referring  an 
individual  to  a  person  for  the  furnishing,  or  arranging  for  the  fui*- 
nishing  of,  items  or  services;  or  (2)  in  return  for  purchasing,  leas- 
ing, or  ordering,  or  arranging  for.  or  recommending  the  puchasing, 
leasing,  or  ordering  of  goods,  facilities,  or  services.  Also,  any  person 
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who  offers  or  pays  any  remuneration  to  any  person  to  induce  such 
person  to  do  similar  activities  would  be  subject  to  the  penalty  provi- 
sions. 

Your  committee's  bill  would  define  the  term  "any  remuneration" 
broadly  to  encompass  kickbacks,  bribes,  or  rebates  which  may  be  made 
directly  or  indirectly,  overtly  or  covertly,  in  cash  or  in  kind  (but 
would  exclude  any  amount  paid  by  an  employer  to  an  employee  for 
employment  in  the  provision  of  covered  items  or  services) . 

The  bill  would  specifically  exclude  the  practice  of  discounting  or 
other  reductions  in  price  from  the  range  of  financial  transactions  to  be 
considered  illegal  under  medicare  and  medicaid,  but  only  if  such  dis- 
counts are  properly  disclosed  and  reflected  in  the  costs  for  which 
reimbursement  could  be  claimed.  The  committee  included  this  provi- 
sion to  ensure  that  the  practice  of  discounting  in  the  normal  course  of 
business  transactions  would  not  be  deemed  illegal.  In  fact,  the  commit- 
tee would  encourage  providers  to  seek  discounts  as  a  good  business 
practice  which  results  in  savings  to  medicare  and  medicaid  program 
costs. 

In  addition,  the  committee  bill  would  allow  States  to  suspend,  for  a 
period  not  to  exceed  one  year,  the  eligibility  of  medicaid  recipients 
convicted  of  defrauding  the  program.  However,  the  misdemeanor  pen- 
alty provision  presently  provided  under  existing  law  for  conviction  of 
such  individuals  would  be  retained  (maximum  fine  of  $10,000,  up  to 
one  year  imprisonment,  or  both)  as  would  be  the  penalty  for  convic- 
tion of  a  beneficiary  under  the  medicare  program. 

In  its  consideration  of  this  bill,  your  committee  has  focused  con- 
sideralDle  attention  on  the  activities  of  the  Department  of  Justice  to 
investigate  and  prosecute  fraud  in  the  medicare  and  medicaid  pro- 
grams. The  committee  believes  that  the  Department  must  develop  the 
resources  to  combat  this  complex  type  of  criminal  activity.  Your  com- 
mittee has  received  a  commitment  from  the  Attorney  General  to 
strengthen  departmental  efforts  in  this  area  and  intends  to  monitor 
those  efforts  quite  closely.  The  letter  of  the  Attorney  General  outlining 
departmental  initiatives  in  this  area  follows : 

Office  of  the  Attorney  General, 

Washington,  D.O.,  May  12,  1977, 

Hon.  Dan  Eostenkow^ski, 

Chairman,  Sul) committee  on  Health,  Committee  on  Ways  and  Means, 
House  of  Representatives,  W ashington,  D.C, 
Dear  Mr.  Chairman  :  I  am  writing  you  again  with  reference  to  the 
proposal  to  include  in  H.R.  3  a  mandate  for  the  establishment  of  a 
separate  and  identifiable  organizational  unit  within  the  Department's 
Criminal  Division  to  carry  out  specified  functions  relating  to  investi- 
gation and  prosecution  of  criminal  violations  in  the  programs  of  health 
insurance  and  medical  assistance  provided  under  the  Social  Security 
Act.  As  I  indicated  in  my  appearance  before  your  Subcommittee,  I 
fully  concur  in  the  need  for  vigorous  investigation  and  prosecutions 
of  fraudulent  activities  in  the  medicare-medicaid  program.  I  strongly 
feel,  however,  that  the  aforementioned  provision  is  unnecessary  and 
would  set  an  undesirable  precedent  by  dictating  in  law  a  particular 
subordinate  organization  within  the  Criminal  Division. 
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In  recognition  of  the  importance  of  taking  effective  action  against 
medicare-medicaid  abuses,  we  are  currently  taking  the  following 
steps. 

1.  We  have  within  the  Fraud  Section  of  the  Criminal  Division  a 
program  fraud  unit  which  coordinates  Department  efforts  directed 
against  program  abuse  and  maintains  regular  liaison  with  program 
agencies  including  HEW. 

2.  We  are  currently  working  on  preparation  of  a  Medicaid  Enforce- 
ment Manual  for  distribution  to  Assistant  United  States  Attorneys  to 
assist  them  in  prosecuting  medicaid-medicare  cases. 

3.  We  are  meeting  on  a  reg-ular  basis  with  the  Inspector  General  and 
his  staff  of  HEW  in  an  attempt  to  develop  strategies  and  enforcement 
priorities  w^ithin  medicaid-medicare  areas. 

4.  There  is  a  separate  program  fraud  unit  within  the  Public  Integ- 
rity Section  which  focuses  on  situations  involving  corruption  of  gov- 
ernment officials  in  the  administration  of  programs. 

5.  We  are  attempting  to  identify  significant  cases  in  order  to  insure 
that  ample  resources  are  devoted  to  their  development  and  prosecution. 

6.  Many  of  the  larger  of  the  United  States  Attorneys  offices,  includ- 
ing the  Southern  District  of  New  York  and  Chicago,  have  established 
separate  program  fraud  units  within  the  district  to  focus  on  these 
types  of  offenses. 

I  have  every  intention  of  continuing  emphasis  in  this  area.  I  do 
respectfully  recommend,  however,  against  placing  in  the  law  the  re- 
quirement of  a  specific  organization  entity  for  this  purpose.  I  am  afraid 
that  other  Congressional  committees  will  feel  that  they  must  support 
similar  organizational  requirements  in  law  for  their  programs  to 
insure  that  such  programs  receive  appropriate  attention.  A  prolifera- 
tion of  special  units  would  inevitably  lead  to  confusion,  lack  of  flexi- 
bility and  be  self-defeating  of  the  purposes  intended. 
Sincerely, 

Griffin  B.  Bell,  Attorney  General. 

In  addition,  your  committee's  bill  modifies  section  204(a)  of  Pub- 
lic Law  94-505,  relating  to  the  annual  reports  of  the  Health,  Educa- 
tion and  Welfare  Inspector  General,  to  require  the  Inspector  Gen- 
eral's report  to  include  an  evaluation  of  the  performance  of  the  At- 
torney General  in  the  investigation  and  prosecuting  of  criminal  viola- 
tions relating  to  fraud  in  the  medicare  and  medicaid  programs  and 
include  any  recommendations  with  respect  to  improving  the  perform- 
ance of  such  activities. 

Amendments  Related  to  Professional  Standards  Review  Organiza- 
tions {Section  5) 

Waiver  of  Other  Review  Requirements  (Section  5(a)) 
Your  committee's  bill  provides  that  where  the  Secretary  finds  a 
given  Professional  Standards  Review  Organization  (PSRO)  com- 
petent to  perform  required  review  functions,  similar  activities  other- 
wise required  by  law  would  not  apply,  except  to  the  extent  specified  by 
the  Secretary. 

Under  present  law,  the  Secretary  is  authorized  to  waive  any  or  all 
of  the  review,  certification,  or  similar  activities  otherwise  required 
under  the  law  where  he  finds,  on  the  basis  of  substantial  evidence  of 
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the  effective  performance  of  review  and  control  activities  by  PSRO's, 
that  the  activity  or  activities  are  no  longer  needed  for  the  provision 
of  adequate  review  and  control.  The  purpose  of  this  provision  was  to 
avoid  duplication  of  review  functions.  Current  law  does  not  specific- 
ally state  that  the  waiver  authority  is  applicable  to  conditionally 
designated  organizations,  although  the  language  has  been  interpreted 
to  permit  such  actions. 

Your  committee's  bill  would  both  clarify  present  law  and  simplify 
its  application  by  providing  that  where  the  Secretary  makes  a  formal 
determination  that  a  given  PSRO  is  competent  to  perform  required 
review  functions,  the  review,  certification  and  similar  activities  other- 
wise required  by  law  would  not  be  applicable  with  respect  to  those 
providers,  suppliers,  and  practitioners  being  reviewed  by  such  PSRO, 
except  to  the  extent  specified  by  the  Secretary.  A  finding  by  the  Secre- 
tary under  this  subsection  could  be  made  both  with  respect  to  condi- 
tionally designated  and  qualified  PSRO's.  The  provision  would  not 
affect  other  provisions  of  existing  law  relating  to  determinations  with 
respect  to  conditions  for  eligibility  to  or  payment  of  benefits  (as  dis- 
tinct from  reviews  or  certifications  of  medical  necessity) . 

Modification  of  Requirements  for  Conditionally  Designated  PSEO^s 
(Section  S{h)) 

Your  committee's  bill  extends  the  time  period  for  conditional  des- 
ignation of  PSRO's  and  clarifies  the  language  of  present  law  pertain- 
ing to  the  duties  and  functions  a  PSRO  must  assume  during  this  trial 
period. 

Current  law  provides  that  each  PSRO  shall  initially  be  designated 
on  a  trial  basis  for  a  period  not  to  exceed  two  years.  By  the  end  of  the 
period,  the  organization  shall  be  considered  a  qualified  organization 
only  if  the  Secretary  finds  that  it  is  substantially  carrying  out  in  a 
satisfactory  manner  the  functions  required  of  a  PSRO  with  respect  to 
institutional  services  in  its  area.  When  the  legislation  was  enacted,  it 
was  anticipated  that  conditionally  designated  organizations  would  be 
able  to  assume  review  responsibilities  with  respect  to  all  institutional 
services  within  a  two-^ear  period.  Implementation  of  the  program  has 
been  slower  than  anticipated  with  the  major  focus  to  date  on  review  of 
inpatient  hospital  services.  A  number  of  conditionally  designated 
organizations  have  or  are  approaching  the  end  of  their  two-year  trial 
period.  ^Miile  many  are  effectively  performing  reviews  of  services, 
they  are  technically  not  elio^ible  for  continuation  of  their  conditional 
status  or  designation  as  qualified  organizations. 

The  bill  modifies  the  conditional  designation  provision  of  present 
law  to  provide  for  a  conditional  period  not  to  exceed  48  months.  The 
Secretary  would  be  authorized  to  extend  this  period  for  an  additional 
24  months  if  an  organization  has,  for  reasons  beyond  its  control,  been 
unable  to  satisfactorily  perform  all  of  its  required  functions.  The  com- 
mittee expects  that  this  extension  of  the  conditional  period  would  be 
authorized  only  in  unusual  circumstances. 

The  bill  also  clarifies  the  requirement  of  present  law  that  PSRO's 
must  assume  responsibility  for  review  of  all  institutional  services  (in- 
cluding ancillary  services)  during  the  conditional  period.  Addition- 
ally, the  bill  clarifies  the  requirement  that  PSRO's  must  be  reviewing 
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loiifj-term  institutional  care  services  (subject  to  the  provisions  of 
section  5(d)  which  leave  the  responsibility  for  review  of  services  in 
intermediate  care  facilities  with  the  State  medicaid  agency  unless 
the  Secretary  finds  the  State  is  not  performing  effective  review). 
Review  Requirements  {Section  5{c)) 

Your  committee's  bill  requires  the  Secretary  to  give  priority  to 
PSRO  requests  to  review  services  provided  in  "shared  health  facili- 
ties''; mandates  the  development  of  ambulatory  care  review  metho- 
dologies for  use  by  PSRO's ;  requires  a  PSRO  to  undertake  ambula- 
tory care  review  not  later  than  two  years  after  it  has  achieved  opera- 
tional status;  and  modifies  the  language  in  current  law  pertaining 
to  ])hysicians  excluded  from  participation  in  review  activities. 

Under  current  law,  a  PSRO  is  required  to  review  only  care  pro- 
vided by  or  in  institutions.  It  may  request  authority  to  review  other 
kinds  of  health  services,  and  the  Secretary  may  approve  the  request 
at  his  option.  To  date,  little  emphasis  has  been  given  to  the  assumption 
of  review  responsibility  by  PSRO's  for  other  kinds  of  health  care 
services. 

The  bill  would  require  the  Secretary  to  give  priority  to  requests  by 
PSRO's  to  review  services  in  "shared  health  facilities"  with  the  high- 
est priority  being  assigned  to  requests  from  PSRO's  located  in  areas 
with  substantial  numbers  of  such  facilities.  A  "shared  health  facility" 
is  defined  as  an  arrangement  meeting  all  of  the  following  criteria : 

(1)  Two  or  more  practitioners  practice  their  professions  at  a 
common  physical  location; 

(2)  The  practitioners  share  common  space,  services  of  support- 
ing staff  or  equipment ; 

(3)  The  practitioners  have  a  person  (who  may  himself  be  a 
practitioner) ,  paid  on  a  percentage  or  other  basis  clearly  unrelated 
to  the  value  of  the  services  provided,  who  either  is  in  charge  of  or 
supervises  substantial  aspects  of  the  operation  or  who  makes  avail- 
able services  of  supporting  staff  who  are  not  employees  of  such 
practitioners;  and 

(4)  At  least  one  of  the  practitioners  receives  from  medicare, 
medicaid,  and  maternal  and  child  health  fee-for-service  payments 
in  excess  of  $5,000  for  one  month  or  $40,000  for  12  months.  ^ 

The  term  "shared  health  facility"  specifically  excludes  hospitals, 
skilled  nursing  facilities,  home  health  agencies,  federally  approved 
health  maintenance  organizations,  hospital  cooperative  shared  services 
organizations  meeting  the  requirements  of  section  501(e)  of  the  In- 
ternal Revenue  Code,  or  any  public  entities. 

The  definition  of  a  "shared  health  facility"  is  designed  to  distin- 
guish those  types  of  ambulatory  facilities  (sometimes  referred  to  as 
"Mpdicaid  Mills")  which  are  characterized  by  a  high  volume  of 
services  to  medicaid  patients  (often  of  an  excessive  or  unnecessary 
nature),  and  the  payment  of  a  percentage  of  the  medicare  and  med- 
icaid billings  to  the  owner  or  manager  of  the  facility,  from  legitimate 
group  practice  arrangements  under  which  several  practitioners  render 
services  at  a  common  location.  Since  a  shared  health  facility  could 
evade  the  test  of  percentage  arrangements,  the  Secretary  has  leeway 
to  determine  whether  the  payments  to  the  owner  or  manager,  while 
teclmically  not  a  percentage  of  billings,  are  clearly  unrelated  to  the 
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value  of  the  services  provided  by  such  pereon  to  the  facility.  By  re- 
quiring a  facility  to  meet  all  four  criteria  specified  in  the  bill,  it  is 
expected  that  such  legitimate  arrangements  among  practitioners  would 
be  excluded  from  the  definition.  The  Committee  expects,  therefore, 
that  the  Department  will  exercise  judgment  in  applying  this  definition 
so  as  to  assure  that  legitimate  group  practice  arrangements  are  not 
inappropriately  classified. 

Recent  congressional  hearings  and  reports  have  documented  wide- 
spread instances  of  fraud  and  abuse  in  certain  types  of  ambulatory 
facilities  which  have  come  to  be  known  as  "Medicaid  Mills."  The 
definition  of  shared  health  facilities  is  desigiied  to  identify  these  spe- 
cific types  of  arrangements  in  order  to  facilitate  PSRO  review  of  the 
services  furnished  by  such  facilities.  Your  Committee  wishes  to  empha- 
size that  a  PSRO  is  not  a  fraud  detection  organization ;  its  role  is  to 
render  professional  determinations  as  to  the  medical  necessity  and 
appropriateness  of  services.  Thus,  a  PSRO  will  be  expected,  where 
it  chooses  to  undertake  review  of  services  furnished  by  "shared  health 
facilities,"  to  review  those  services  for  the  same  purposes — to  judge 
appropriateness  and  quality — that  it  would  review  services  provided 
in  other  health  care  settings. 

Under  current  law,  PSRO's  may  request  authority  review  ambula- 
tory care  services,  i.e.,  those  provided  in  clinics  or  doctors'  offices.  How- 
ever, your  committee  notes  that  reliable  ambulatory  care  review  meth- 
odologies have  not  as  yet  been  developed.  The  bill,  therefore,  requires 
the  Secretary  to  develop,  within  two  years,  effective  ambulatory  care 
review  methodologies  for  use  by  PSRO's.  The  bill  further  directs  the 
Secretary,  where  he  finds  a  PSRO  capable  of  undertaking  ambulatory 
care  review,  to  require  the  organization  to  undertake  such  review  not 
later  than  two  years  after  it  has  achieved  operational  status.  The  Com- 
mittee expects  that  in  implementing  this  requirement,  the  Secretary 
will  exercise  judgment  with  respect  to  the  varying  capacities  of  PSRO^s 
and,  where  appropriate,  will  establish  a  reasonable  classification  of 
ambulatory  care  review  activities  for  an  organization  to  undertake. 
Such  classification  might  include  specific  categories  of  services  or 
specific  aspects  of  various  service  categories.  Your  committee  further 
notes  that  "ambulatory  care  services"  are  those  services  not  rendered  by 
or  in  an  institution.  Institutional  review,  including  review  of  services 
provided  in  hospital  outpatient  departments  or  emergency  rooms,  is 
a  requirement  of  current  law  and  must  be  conducted  before  an  orga- 
nization can  achieve  operational  status. 

Under  current  PSRO  review  provisions,  a  physician  is  precluded 
from  reviewing  health  services  provided  to  a  patient  if  he  was  directly 
or  indirectly  involved  in  providing  the  services.  Present  law  further 
precludes  review  by  a  physician  of  services  furnished  in  any  institu- 
tion, organization,  or  agency  if  he  or  any  member  of  his  family  has, 
directly  or  indirectly,  any  financial  interest  in  such  entity. 

Your  committee's  bill  would  modify  these  restrictions  to  permit 
greater  opportunity  for  physician  participation  in  PSRO  review 
activities.  Under  the  bill,  a  physician  would  not  be  permitted  to  review 
services  for  which  he  was  directly  responsible  (rather  than  directly 
or  indirectly  responsible  as  in  present  law)  or  services  in  an  institution 
in  which  he  or  a  member  of  his  family  has  a  "significant"  financial 
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interest  (rather  than  "any"  financial  interest,  as  in  present  law.)  The 
committee  expects  that  in  implementing  this  provision,  HEW  will 
employ  the  same  definition  of  "significant"  financial  interest  as  is 
currently  used  in  administering  medicare. 

The  bill  further  provides  that  arrangements  with  PSRO's  for  reim- 
bursement of  the  costs  of  review  activities  are  to  be  made  in  a  manner 
similar  to  that  provided  for  medicare  intermediaries  (which  includes 
provision  for  advances  of  funds  and  payment  of  administrative  costs) . 

ConclMSwe  Determinations  for  Payment  {Section  5  {d)) 

Your  committee's  bill  provides  that  where  a  PSEO  has  been  found 
competent  by  the  Secretary  and  is  performing  specific  review  func- 
tions, medical  determinations  made  in  connection  with  such  review 
shall  be  considered  conclusive  on  those  issues  for  purposes  of  pay- 
ment. The  bill  provides  a  formal  role  for  the  States  in  the  process  of 
establishing  and  evaluating  PSEO  review  of  services  provided  through 
the  medicaid  program.  The  bill  also  precludes  delegated  review  in 
skilled  nursing  facilities  and  provides  that  review  of  intermediate 
care  facility  services  will  be  undertaken  by  a  PSEO  only  if  the  Sec- 
retary finds  that  the  State  is  not  performing  effective  review  in  these 
facilities. 

Tender  present  law,  medicare  payments  and  the  Federal  share  of 
medicaid  payments  may  not  generally  be  made  for  health  care  serv- 
ices which  a  PSEO,  in  the  proper  exercise  of  its  duties,  has  deter- 
mined to  be  medically  unnecessary  or  inappropriate.  However,  the 
committee  believes  that  it  is  necessary,  in  order  to  avoid  the  per- 
formance of  disruptive  duplicative  reviews  by  medicare  and  medicaid 
agencies,  to  clarify  the  scope  of  the  PSEO's  authority  and  the  role  of 
the  medicaid  State  agencies. 

Accordingly,  your  committee's  bill  provides  that  where  a  condition- 
ally designed  or  a  qualified  PSEO  has  been  found  competent  by  the 
Secretary  to  assume  specific  review  responsibilities  and  is  performing 
such  reviews,  a  determination  as  to  quality  or  necessity  made  in  con- 
nection with  such  review  would  constitute  the  conclusive  determina- 
tion on  those  issues  for  purposes  of  payment.  (Such  determinations 
would  be  subject  to  the  hearings  and  appeals  provisions  of  present 
law.)  Medicare  fiscal  intermediaries  and  State  medicaid  agencies  would 
continue  to  be  responsible  for  other  types  of  reviews  and  determina- 
tions relating  to  program  eligibility,  coverage  of  services,  audit,  claims 
payment,  fraud  and  abuse  detection,  and  related  activities. 

Your  committee  has  received  comments  from  a  number  of  States  ex- 
pressing concern  over  the  potential  impact  of  PSEO  determinations 
on  State  medicaid  budgets.  The  committee  has  concluded  that  since  sub- 
stantial State  monies  are  involved  it  is  appropriate  that  they  be  given 
an  opportunity  to  evaluate  a  PSEO's  capability  to  efficiently  and  ef- 
fectively perform  review  of  medicaid  services.  The  bill,  therefore, 
makes  provision  for  the  participation  of  States  in  the  PSEO  designa- 
tion process  and  in  the  ongoing  monitoring  of  PSEO  review  activities. 

Your  committee's  bill  requires  a  PSEO  to  consult  with  the  medicaid 
State  agency  in  the  development  of  its  formal  review  plan  (required 
as  a  condition  for  designation)  and  in  any  modification  of  the  plan  in- 
volving assumption  of  review  responsibility  for  additional  categories 
of  services.  The  bill  provides  the  States  with  an  opportunity  to  review 
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and  comment  on  the  proposed  conditional  designation  of  a  PSRO,  the 
change  in  designation  status  from  conditional  to  operational,  and  the 
assumption  by  the  PSKO  of  responsibility  for  long-term  care  and 
ambulatory  care  review.  Before  the  Secretary  designates  a  PSEO  or 
substantially  adds  to  its  functions,  he  is  required  to  take  the  State's 
views  into  account.  If  his  decision  differs  from  the  course  recommended 
by  the  State,  he  must  notify  the  State  of  the  reason  for  his  decision 
and  allow  them  additional  time  to  provide  further  support  for  their 
views. 

The  bill  provides  that  a  PSRO's  determination  shall  constitute  a 
conclusive  determination  for  purposes  of  payment  under  medicaid 
only  if  the  PSRO  has  entered  into  a  memorandum  of  understanding 
(approved  by  the  Secretary)  with  the  appropriate  State  medicaid 
agency.  The  purpose  of  this  memorandum  is  to  delineate  the  relation- 
ship between  the  PSRO  and  the  State  agency.  The  requirement  for 
a  memorandum  of  understanding  may  be  waived  only  if  the  State 
indicates  that  it  does  not  wish  to  enter  into  such  an  understanding  or 
if  the  Secretary  finds  that  the  State  agency  has  refused  to  negotiate 
in  good  faith  or  in  a  timely  manner  with  the  PSRO  involved. 

A  State  medicaid  agency  may  request  a  PSRO  to  include  in  its 
memorandum  of  understanding  a  specification  of  review  goals  and 
methods  (in  addition  to  those  required  in  the  PSRO's  formal  review 
plan)  for  the  performance  of  its  required  functions.  If  the  State 
medicaid  agency  and  the  PSRO  are  unable  to  agree  on  the  inclusion 
of  such  items,  the  Secretary  would  review  the  requested  specification 
and  require  that  it  be  included  in  the  memorandum  if  he  determines 
that  the  review  goals  and  methods  are  consistent  with  titles  XI  and 
XIX  of  the  act  and  do  not  impair  the  effectiveness  and  uniformity  of 
the  PSRO's  review  of  health  care  services  under  medicare  and  medic- 
aid. For  example,  a  State  might  request  that  a  PSRO  emphasize  the 
prevention  of  unnecessary  Friday  admissions  of  medicaid  patients 
for  elective  procedures  not  scheduled  to  be  performed  until  Monday. 
Your  committee  notes  that  the  PSRO's  application  of  norms,  criteria, 
and  standards  would  not  be  affected  by  this  provision ;  standards  for 
quality,  appropriateness  and  necessity  of  services  would  continue  to  be 
the  same  for  both  programs.  If  the  PSRO  found  review  of  weekend 
admissions  was  appropriate,  it  would  generally  be  applied  to  all 
patients  whose  care  was  reviewed  by  the  PSRO. 

Your  committee  intends  that  the  Secretary  shall  not  deny  a  State 
agency  request  solely  because  the  PSRO  has  not  been  utilizing  such 
a  requested  method  or  goal  for  the  medicare  program  or  because  the 
PSRO  cannot  apply  the  method  or  goal  to  the  medicare  program  due 
to  differences  in  the  patient  populations.  Rather,  the  Committee  in- 
tends that  where  differences  in  the  patient  populations  do  not  preclude 
uniform  review  by  the  PSRO,  the  Secretary's  decision  shall  be  based 
on  his  determination  as  to  whether  the  PSRO  can  effectively  apply 
such  review  methods  or  goals  to  the  review  of  services  provided  under 
both  the  medicare  and  medicaid  programs  in  order  to  ensure  that  the 
uniformity  of  PSRO  review  under  the  Social  Security  Act  can  be 
maintained. 

The  committee  intends  that  any  review  specified  by  the  State  agency 
which  the  PSRO  performs  in  accordance  with  its  memorandum  of 
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understanding  with  the  agency  and  pursuant  to  its  review  authority 
until  title  XI  would  be  fully  federally  funded.  In  addition,  the  bill 
provides  regular  Federal  matching  if  a  medicaid  State  agency  con- 
tracts with  a  PSRO  to  undertake  additional  review  responsibili- 
ties, provided  the  State  agency  formally  requests  it  and  the  per- 
formance of  such  responsibilities  is  provided  for  in  an  approved  medic- 
aid plan  amendment  For  example,  the  IState  agency  may  request  the 
PSRO  to  approve  so-called  administrative  days,  such  as  an  addi- 
tional day  of  hospital  stay  which  may  be  required  because  there  is 
no  immediately  available  skilled  nursing  facility  bed. 

The  bill  also  provides  Federal  financial  participation  to  State  medic- 
aid agencies  for  the  costs  of  monitoring  the  performance  of  review 
activities  by  PSRO's  under  State  monitoring  plans  which  have  been 
approved  by  the  Secretary.  It  is  expected  that  the  Secretary  will  de- 
velop criteria  for  approval  of  such  plans  and  that  they  will  not  be 
approved  where  the  proposed  monitoring  activities  duplicate  the  pur- 
poses of  PSRO  review.  The  State  medicaid  agency  may  include  in  its 
plans  for  monitoring  a  specification  of  the  performance  criteria  for 
judging  PSRO  effectiveness.  Your  committee  has  not  mandated  in- 
clusion of  such  specifications  in  the  State's  monitoring  plan  because 
it  is  believed  that  most  States  during  the  development  and  initial  im- 
plementation of  State  monitoring  of  PSRO  review  will  not  have  such 
performance  criteria  developed.  However,  at  such  time  as  the  State 
agency  intends  to  utilize  performance  criteria  for  judging  PSRO  re- 
view effectiveness,  your  Committee  expects  the  agency  to  discuss  the 
criteria  with  the  PSRO  and  to  amend  the  State's  monitoring  plan  to 
include  the  agreed-upon  criteria. 

The  bill  authorizes  the  State  agency  to  request  suspension  of  the 
PSRO's  authority  to  make  conclusive  determinations  if  in  the  course 
of  its  monitoring  activities  it  develops  reasonable  documentation  that 
the  PSRO  review  determinations  have  caused  an  unreasonable  and 
detrimental  impact  either  on  total  State  medicaid  expenditures  or 
on  the  quality  of  care.  Within  thirty  days  of  receipt  of  the  documenta- 
tion the  Secretary  is  required  to  suspend  all  or  part  of  the  PSRO's  con- 
clusive determination  authority  under  medicaid.  (For  example,  he  may 
suspend  their  review  of  long-term  care  services,  but  not  hospital  serv- 
ices. He  may  also  take  similar  action  with  respect  to  PSRO  deter- 
minations under  medicare  if  he  determines  such  action  is  appropriate.) 
During  the  suspension  period  the  Secretary  is  required  to  conduct  a  re- 
evaluation  of  the  PSRO's  capability  to  perform  review  activities  and 
to  inform  the  appropriate  agencies,  organizations,  and  congressional 
committees  of  any  documentation  submitted  and  actions  taken. 

The  bill  requires  the  Secretary  to  establish  procedures  and  mecha- 
nisms governing  his  relationship  to  State  agencies  in  connection  with 
their  respective  responsibilities  concerning  memoranda  of  understand- 
ing, monitoring,  and  reevaluations.  The  Secretary  is  required  to  pe- 
riodically consult  with  representatives  of  State  agencies  and  PSRO's. 
Further,  the  appropriate  State  medicaid  agency  is  permitted  to  be 
represented  on  any  project  assessments  conducted  by  the  Secretary. 
Your  committee  intends  that  the  procedures  and  mechanisms  devel- 
oped by  the  Secretary  shall  promote  smooth  working  relationships 
between  all  parties  involved  and  shall  involve  a  minimum  of  disrup- 
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tion  in  the  orderly  implementation  of  the  PSKO  program.  Yonr  com- 
mittee further  intends  that  State  monitoring  activities  will  become  less 
intensive  over  time  (particularly  with  respect  to  PSRO's  which  are 
no  longer  in  conditional  status)  and  will  focus  on  problem  areas  which 
have  been  detected  in  the  performance  of  PSRO  review. 

Your  committee  is  aware  of  the  fact  that  as  PSRO's  begin  to  review 
-services  provided  in  institutional  settings  other  than  hospitals,  differ- 
ent requirements  may  be  appropriate.  Accordingly,  the  bill  prohibits 
•delegated  review  in  skilled  nursing  facilities  since  these  facilities  have 
generally  had  far  less  experience  in  conducting  in-house  review  ac- 
tivities than  hospitals.  Further,  PSRO  review  of  care  in  intermediate 
care  facilities  and  public  institutions  for  the  mentally  retarded  (serv- 
ices which  are  paid  for  only  under  the  medicaid  program)  would  only 
be  undertaken  where  the  Secretary  determines  that  the  State  is  not 
performing  effective  review  of  the  quality  and  necessity  of  services 
provided  in  such  facilities.  If  the  Secretary  does  make  such  a  finding, 
and  the  PSRO  is  required  to  carry  out  the  review,  the  committee  ex- 
pects that  the  PSRO  would  not  delegate  review  to  the  intermediate 
care  facility,  just  as  they  are  prohibited  from  such  delegation  to  skilled 
nursing  facilities. 

.Clarification  of  Sanctions  Provision  (Section  5(e) ) 

Current  law  specifies  those  conditions  under  which  the  Secretary 
may,  at  the  recommendation  of  a  PSRO,  withdraw  a  medical  care  pro- 
vider's eligibility  to  participate  in  Social  Security  Act  medical  care 
programs  where  it  is  determined  that  it  is  not  willing,  or  cannot, 
carry  out  its  obligations  to  order  and  provide  only  necessary  care  of 
acceptable  quality. 

The  bill  makes  clear  that  the  provision  in  question  applies  to  any 
"health  care  practitioner,  or  any  hospital  or  other  health  care  facility, 
.agency,  or  organization  which  is  subject  to  PSRO  review. 

National  Council  (Section  5(f)) 

The  bill  provides  for  staggered  terms  for  members  of  the  National 
Professional  Standards  Review  Council. 

Present  law  provides  that  the  11  members  of  the  Council  shall  be 
appointed  for  three-year  terms  and  may  be  eligible  for  reappointment. 
"Your  committee's  bill  would  amend  this  provision.  The  general  term 
for  Council  members  would  continue  to  be  three  years,  except  that  for 
membei^s  appointed  in  1979,  four  shall  be  appointed  for  a  two-year 
term  and  three  for  a  one-year  term.  All  members  would  continue  to  be 
eligible  for  reappointment. 

National  Council  Report  (Section  5(g)) 

Section  5(g)  would  delete  the  requirement  in  present  law  for  an 
annual  report  on  its  activities  by  the  National  Professional  Standards 
Review  Council  and  would  require  instead  the  submission  by  the  Sec- 
retary of  a  detailed  annual  report  on  the  PSRO  program. 

Under  the  new  reportin^j  requirement  included  in  your  committee's 
bill,  the  Secretary  would  be  required  to  submit  substantially  more  in- 
formation concerning  the  cost  and  operation  of  the  PSRO  program 
tlian  has  previously  been  required  of  the  National  Council.  Accord- 
ingly, the  bill  would  delete  the  requirement  for  the  National  Council 
:report  as  duplicative  and  unnecessary. 
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Exchange  of  Data  and  Information  With  Other  Agencies  {Section 
6(h)) 

Your  committee's  bill  would  expand  and  clarify  the  circumstances 
under  which  the  provision  of  data  or  information  by  PSRO's  would 
not  violate  the  confidentiality  requirement  of  law. 

Under  present  law,  any  data  or  information  acquired  by  a  PSRO  in 
the  exercise  of  its  duties  must  be  held  in  confidence  and  may  not  be 
disclosed  to  any  person  except  (1)  to  the  extent  that  may  be  necessary 
to  carry  out  the  purpose  of  the  PSRO  provisions,  or  (2)  in  such 
cases  and  under  such  circumstances  as  the  Secretary  shall  by  regula- 
tions provide  to  assure  adequate  protection  of  the  rights  and  interests 
of  patients,  health  care  practitioners,  or  providers  of  health  care.  In- 
terim regulations  issued  by  the  Department  on  December  3, 1976,  pro- 
vide for  the  disclosure  of  two  types  of  information  acquired  by  the 
PSRO: 

1.  Data  and  information  acquired  by  the  PSRO:  (a)  which  has 
been  published;  (b)  which  has  not  been  identified  by  the  source  as 
confidential ;  and  (c)  whose  disclosures  are  not  otherwise  prohibited 
by  law. 

2.  Summary  statistics  aggregated  from  the  Uniform  Hospital  Dis- 
charge Data  Set  (UHDDS)  to  the  extent  that  it  is  not  identifiable  to 
an  individual  patient  or  health  care  practitioner. 

Your  committee's  bill  would  expand  and  clarify  those  circumstances 
under  which  the  provision  of  data  or  information  would  not  violate 
the  confidentiality  provisions  to  include:  (1)  provision  of  data  or  in- 
formation by  the  PSRO,  on  the  basis  of  its  finding  as  to  evidence  of 
fraud  or  abuse,  to  Federal  or  State  agencies  recognized  by  the  Secre- 
tary as  having  responsibility  for  the  identification  or  detection  of 
fraud  and  abuse  activities;  such  data  and  information  may  be  pro- 
vided at  the  request  of  the  recognized  agencies  at  the  discretion  of 
the  PSRO;  and  (2)  provision  of  aggregate  statistical  data  to  agencies 
having  responsibility  for  health  planning  and  related  activities  under 
Federal  or  State  law.  The  data  and  information  furnished  to  the  plan- 
ning agencies  would  be  provided  in  the  format  and  manner  prescribed 
by  the  Secretary  or  agreed  upon  by  the  agencies  and  the  PSRO.  Such 
data  and  information  would  be  in  the  form  of  aggregate  statistical 
data  on  a  geographic,  institutional,  or  other  basis  reflecting  the  volume 
and  frequency  of  services  furnished  and  the  demographic  character- 
istics of  the  population  whose  services  are  subject  to  review  by  the 
PSRO.  However,  the  data  would  not  identify  any  individual. 

Data  and  information  made  available  to  Federal  or  State  agencies 
recognized  by  the  Secretary  as  having  responsibility  for  identifying 
and  investigating  fraud  and  abuse  may  not  be  further  disclosed  except 
when  the  disclosure  is  made  in  the  course  of  a  legal,  judicial,  or  ad- 
ministrative proceeding.  Violation  of  this  prohibition  would  result 
in  application  of  the  penalty  specified  in  existing  law. 

Your  committee  has  included  this  provision  to  facilitate  the  ex- 
change of  data  and  information  with  other  agencies  while  at  the  same 
time  assuring  that  the  confidentiality  of  patient  records  will  not  be 
violated.  The  committee  has  received  information  that  PSRO's  which 
have  identified  suspected  cases  or  widespread  patterns  of  fraud  and 
abuse  have  been  unable  to  make  the  information  available  to  enforce- 
ment agencies.  Your  committee  also  notes  that  the  provision  of  aggre- 
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gate  statistical  data  to  Federal  and  State  planning  agencies  will  en- 
able those  bodies  to  develop  a  more  accurate  picture  of  medical  care 
patterns  in  their  areas,  facilitate  planning  for  future  resource  needs, 
and  prevent  unnecessary  duplicative  data  gathering  activities. 

Your  committee's  bill  also  includes  a  provision  to  protect  patient 
records  from  subpena  or  discovery  proceedings  in  a  civil  suit.  This 
provision,  however,  would  not  preclude  the  subpena  or  discovery  of 
originals  or  copies  of  the  same  documents  in  the  possession  of  others. 

Legal  Expenses  {Section  5  {i)) 

Your  committee's  bill  provides  for  payment  of  legal  fees  in  connec- 
tion with  the  defense  of  suits  brought  against  a  PSRO  related  to  the 
performance  of  its  functions.  The  bill  would  authorize  the  Secretary 
to  assume  responsibility  for  legal  fees  incurred  in  connection  with  the 
defense  of  any  suit,  action,  or  proceeding  brought  against  the  PSKO 
or  any  of  its  members  or  employees  related  to  the  performance  of  its 
functions.  Your  committee  notes  that  while  all  PSEO's  currently  have 
liability  insurance  which  covers  such  attorneys'  fees,  this  provision 
would  serve  as  an  additional  guarantee  in  the  event  such  insurance  is 
subsequently  withdrawn. 

Payment  of  PSRO  Expenses  ( Section  5  (jj ) 

Your  committee's  bill  would  clarify  the  intent  of  present  law  that 
payment  for  PSEO  expenses  is  to  be  made  from  Federal  funds. 

Under  present  law,  expenses  incurred  by  PSEO's  are  payable  from 
medicare  trust  funds  and  from  funds  appropriated  to  carry  out  the 
other  health  care  provisions  of  the  Social  Security  Act.  The  bill  would 
clarify  that  it  is  not  intended  that  States  or  local  governmental  entities 
contribute  toward  these  expenses,  as  they  normally  must  do  to  re- 
ceive Federal  matching  funds  under  title  XIX. 

Annual  Reports  {Section  5  {h)) 

Current  law  does  noit  require  the  preparation  of  a  detailed  report 
on  the  activities,  cost,  and  impact  of  the  PSEO  program.  Your  com- 
mittee believes  that  this  information  is  necessary  to  determine  the 
status  of  program  operations,  to  evaluate  the  progress  of  progmm 
implementation,  and  to  assess  the  program's  effectiveness. 

The  bill  therefore  requires  the  Secreitary  to  submit  annual  reports 
to  the  Congress  by  April  1  of  each  year  beginning  in  1978  on  the 
administration,  impact,  and  cost  of  the  PSEO  program  during  the 
preceding  fiscal  year.  The  reports  must  include  program  data  on  each 
PSEO;  institutions  and  practitioners  whose  services  are  subject  to 
review ;  services  determined  by  PSEO's  not  to  meet  standards ;  penal- 
ties and  sanctions ;  total  costs  under  titles  Y,  XI,  XVIII,  and  XIX  in 
the  implementation  of  lall  required  review  procedures ;  changes  attrib- 
utable to  PSEO  activities;  progress  in  adopting  and  implementing 
ambulatory  review  methodologies;  results  of  program  evaluation 
activities ;  extent  to  which  PSEO's  are  performing  reviews  for  other 
private  or  governmental  progra^ms ;  and  legislative  recommendations. 

Report  of   the   Secretary;   Confidentiality  of  Medical  Records 
{Section  S{1)) 

Your  committee's  bill  requires  the  Secretary,  after  taking  into 
account  the  recommendations  of  the  Privacy  Protection  Study  Com- 
mission, to  submit  recommendations  to  the  Congress  pertaining  to  the 
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privacy  of  patients'  medical  records,  the  circumstances  under  wliich 
records  may  be  appropriately  examined  and  the  safeguards  that  need 
to  be  estiiblished  with  respect  to  such  examinations  and  the  disclosure 
•of  records. 

Your  committee  is  concerned  that  sufficient  safeguards  may  not  cur- 
rently exist  to  protect  the  privacy  of  paitients'  medical  records.  Exist- 
ing policies  with  respect  to  access  to  medical  records  by  agents  of  the 
Federal  Government,  as  well  as  others,  may  provide  opportunities  for 
unnecessary  invasions  of  individual  rights  of  privacy.  The  Committee 
is  convinced  thait  the  issue  of  confidentiality  requires  thorough  reexam- 
ination. Attention  needs  to  be  given  as  well  to  the  possible  use  of  more 
stringent  limitations  on  Federal  access  to  records,  though  such  limi- 
tations must  be  designed  in  such  a  w^ay  as  not  to  impede  the  ability 
of  the  government  to  carry  out  necessary  epidemiological  and  other 
research  activities  and  to  perform  vital  public  health  functions.  It  is 
the  Committee's  understanding  that  the  Privacy  Protection  Study 
Commission  has  been  conducting  an  in-depth  study  of  these  issues  and 
will  be  submitting  its  final  report  in  J une  1977. 

Your  committee's  bill  therefore  requires  the  Secretary  to  submit  to 
the  appropriate  congressional  committees,  within  three  months  of  the 
issuance  of  the  final  report  of  the  Commission,  a  report  and  legislative 
recommendations  for  appropiriate  procedures  to  maintain  the  confi- 
dentiality of  all  individually  identifi^able  medical  records,  and  to  pro- 
vide for  appropriate  safeguards  against  unwarranted  inspection  or 
disclosure  of  such  records. 

While  recognizing  the  need  for  a  thorough  reexamination  of  the 
entire  issue  of  the  confidentiality  of  medical  records,  your  committee 
has  also  included  in  the  bill  provisions  affecting  access  to  and  the 
inspection  of  medical  records  by  PSRO's  and  employees  or  agents  of 
the  Federal  government.  Under  the  bill,  PSRO's  and  employees  or 
agents  of  the  Federal  government  may  not  inspect,  acquire  or  require 
the  disclosure  of  individually  identifiable  medical  records  unless  the 
patient  has  executed  a  signed  and  dated  consent  statement  authorizing 
inspection  or  disclosure  for  a  specific  time  period,  identifying  the 
records  to  be  inspected  or  disclosed,  and  specifying  the  purposes  for 
which  (and  the  agencies  to  which)  such  records  may  be  inspected  or 
disclosed. 

Under  the  bill,  the  requirement  of  patient  authorization  would  not 
apply,  however,  to  the  inspection,  acquisition,  or  disclosure  of  an 
individually  identifiable  medical  record  relating  to  medical  care 
which  is  paid  for  (in  whole  or  in  part)  by  the  medicare  or  medicaid 
programs  where  such  inspection,  acquisition  or  disclosure  (1)  is  by  a 
PSRO  for  the  purpose  of  reviewing  services  furnished  to  medicare 
or  medicaid  beneficiaries,  or  (2)  is  for  the  purpose  of  auditing  for, 
investigating  or  prosecuting  fraud  or  abuse  in  the  provision  of,  or 
payment  for,  such  medical  care. 

Your  committee  is  cognizant  of  the  fact  that  the  Privacy  Commis- 
sion has  recommended  that  legislative  action  on  the  issue  of  confi- 
dentiality of  medical  records  is  needed  with  respect  to  all  types  of 
medical  records  wherever  located  and  by  whomever  maintained  (in- 
cluding both  private  and  public  sites  and  holders  of  records)  and  with 
respect  to  the  great  variety  of  public  and  private  purposes  for  which 
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such  records  may  be  sought  or  needed.  Thus,  by  including  in  your 
committee's  bill  the  requirement  for  the  Secretary  to  submit  compre- 
hensive legislative  recommendations  to  the  committee  following  the 
publication  of  the  Privacy  Commission's  report,  your  committee  is 
j)repared  to  fully  reassess  the  confidentiality  issue  at  such  time  as  the 
Secretary  provides  the  legislative  recommendations  required  by  the 
bill. 

Medical  Officers  {Section  5  (m) ) 

Your  committee's  bill  would  include  medical  officers  in  American 
Samoa,  the  Northern  Mariana  Islands  and  the  Trust  Territory  of  the 
Pacific  Islands  in  the  PSRO  program.  The  committee  notes  that  in 
these  areas  medical  officers  rather  than  doctoi^  of  medicine  provide 
medical  care.  The  bill  would  therefore  permit  medical  officers  licensed 
to  practice  medicine  in  these  localities  to  participate  in  the  PSRO 
program.  These  individuals  may  not,  however,  serve  on  the  National 
Council  or  make  any  final  detenninations  with  respect  to  medical 
necessity  or  appropriateness  of  care  provided  by  a  duly  licensed  doctor 
of  medicine  or  osteopathy. 

Payment  for  Revieiv  of  Part  B  Services  Provided  hy  Hosjntals  {Sec- 
tion 5  {n) ) 

Public  Law  94—182,  enacted  on  December  31,  1975,  included  an 
amendment  to  the  medicare  program  which  was  designed  to  equalize 
reimbursement  for  PSRO  hospital  review  activities  whether  such  re- 
view was  carried  out  by  a  hospital  under  delegation  from  a  PSRO  or 
by  the  PSRO  itself.  Previously,  only  delegated  review  activities  could 
be  funded  out  of  the  medicare  trust  funds.  Under  the  new  law,  PSRO 
expenses  in  carrying  out  nondelegated  review  for  hospital  services 
covered  under  medicare  part  A  or  medicaid  or  the  maternal  and  child 
health  program  would  also  be  reimbursed  through  tliis  mechanism. 
The  law  did  not,  however,  provide  for  similar  funding  for  PSRO 
review  of  hospital  services  covered  under  medicare  part  B. 

Accordingly,  the  bill  corrects  this  oversight  by  providing  that  fmid- 
ing  for  delegated  review  activities  for  services  provided  by  a  hospital 
which  are  covered  under  medicare  part  B  shall  be  made  from  the 
medicare  trust  funds. 

Statewide  Councils  {Section 5 {o) ) 

Your  committee's  bill  extends  the  protection  currently  provided  to 
members  and  employees  of  a  PSRO  from  criminal  prosecution  or 
civil  liability  when  carrying  out  PSRO  functions  to  members  and 
employees  of  Statewide  Professional  Standards  Review  Councils. 

Issuance  of  Subpenas  hy  the  Comptroller  General  {Section  6) 

Your  committee's  bill  would  give  the  Comptroller  General  of  the 
United  States  the  power  to  sign  and  issue  subpenas  to  gain  information 
regarding  health  programs  authorized  under  the  Social  Security  Act. 

Currently,  the  Comptroller  General  of  GAO  does  not  have  the  statu- 
tory authority,  under  the  Social  Security  Act,  to  issue  subpenas  in  con- 
nection with  GAO  investigations  into  health  programs  authorized  by 
that  Act.  In  a  December  29, 1976,  letter  to  the  committee,  which  was  in 
response  to  an  inquiry  concerning  Social  Security  Act  subpena  power 
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for  the  General  Accounting  Office,  the  Acting  Comptroller  General 
stated  that : 

From  the  overall  perspective,  we  believe  that  the  subpena 
power  in  question  would  be  a  useful  tool.  In  all  probability, 
the  mere  existence  of  such  a  power  would  be  sufficient  to  pre- 
clude problems  in  most  cases  and,  in  our  opinion,  resort  to  its 
use  would  be  relatively  infrequent.  We  would  thus  favor  the 
inclusion  of  subpena  authority  in  the  anticipated  new  legisla- 
tion. 

The  bill  would  give  the  Comptroller  General  of  GAO  the  power  to 
sign  and  issue  sulbpenas  in  order  to  gain  information  and  facilitate 
review  of  medicaid,  and  the  maternal  and  child  health  programs  par- 
ticularly with  respect  to  investigations  of  fraudulent  and  abusive 
practices.  In  connection  with  GAO's  statutory  functions  including 
investigations,  examinations,  and  auditing,  subpenas  could  be  issued  to 
gain  access  to  pertinent  books,  records,  documents,  or  other 
information. 

Under  resistance  or  refusal  by  an  individual  to  obey  a  subpena,  the 
bill  would  authorize  the  Comptroller  General  to  request  a  court  order 
requiring  compliance. 

In  granting  GAO  the  power  to  subpena  books,  records,  and  docu- 
ments, the  committee  is  aware  that  the  personal  medical  records  of 
beneficiaries  and  recipients  could  be  subject  to  subpena.  In  the  context 
of  the  bill  personal  medical  records  are  defined  to  mean  any  informa- 
tion relating  to  an  individual's  medical  or  mental  condition  or  treat- 
m.ent  that  is  acquired  by  GAO  in  the  course  of  its  investigations  into 
Social  Security  Act  health  programs,  in  a  form  that  could  identify  the 
individual. 

The  committee  stronji^ly  believes  that  confidentiality  of  such  records 
must  be  protected  and  has,  therefore,  placed  strict  controls  on  the  dis- 
closure of  such  information  by  GAO  personnel.  The  bill  would  prohibit 
the  disclosure  of  personal  medical  records  subpenaed  by  GAO  to  any 
person  except  those  GAO  employees  whose  official  duties  require  seeing 
them.  GAO  personnel  illegally  disclosing  such  records  would  be  subject 
to  a  $1,000  fine,  six  months  imprisonment,  or  both ;  and  if  convicted, 
prosecution  costs.  In  addition,  the  bill  would  exclude  the  copies  of  all 
personal  medical  records  in  GAO  possession  from  subpena  or  discovery 
proceedings  in  a  civil  action.  This  exclusion,  however,  would  not  pre- 
clude the  subpena  or  discovery  of  originals  or  copies  of  the  same  docu- 
ments in  the  possession  of  others. 

The  bin  would  permit  GAO  disclosure  of  personal  medical  records 
only  to  Federal  or  State  agencies  authorized  to  investigate  cases  or  pat- 
terns of  fraud  and  abuse  under  Social  Security  Act  health  programs. 
Prior  to  such  disclosure,  however,  the  Comptroller  General  must  deter- 
mine that  such  records  actually  reveal  evidence  of  fraud  and  abuse. 

Suspension  of  Practitioners  Convicted  of  Medicare-  or  Medicaid- 
Related  Crimes  {Section  7) 
Your  committee's  bill  requires  the  suspension  of  physicians  or  other 
individual  practitioners  from  participation  in  medicare  or  medicaid 
if  such  practitioner  has  been  convicted  of  a  program-related  criminal 
offense. 
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The  committee  has  induded  this  provision  in  response  to  the  con- 
cern that  some  program  violators  have  been  permitted  continued  par- 
ticipation, often  without  interruption,  in  Federal  health  care  pro- 
grams. The  committee  feels  that  misuse  of  Federal  and  State  funds 
is  a  very  serious  offense  and  that  those  convicted  of  crimes  against  the 
programs  should  not  be  permitted  continued  and  uninterrupted  receipt 
of  Federal  and  State  funds.  The  committee  believes  that  this  threat  of 
suspension,  together  with  the  upgraded  penalties  authorized  under  the 
bill,  will  serve  as  a  significant  deterrent  to  fraudulent  practices  under 
medicare  and  medicaid. 

Under  current  law,  physicians  or  other  individual  practitioners  who 
have  been  convicted  of  an  offense  related  to  their  participation  in 
medicare  or  medicaid  are  not  automatically  suspended  from  these 
programs  and  can  continue  to  receive  payment  therefrom.  The  Sec- 
retary may  suspend  Federal  payment  to  a  person  who  has  falsified 
information  related  to  a  request  for  payment.  The  Secretary  may  also 
suspend  a  person  who  bills  the  program  for  charges  substantially  in 
excess  of  the  person's  customary  charges  or  who  has  furnished  services 
found  to  be  substantially  in  excess  of  an  individual's  needs,  to  be 
harmful,  or  to  be  of  grossly  inferior  quality. 

The  bill  requires  the  Secretary  to  suspend  from  participation  under 
medicare,  a  physician  or  individual  practitioner  who  he  determines 
has  been  convicted  of  a  criminal  offense  related  to  such  individual's 
involvement  in  medicare  or  medicaid.  To  permit  case-by-case  determi- 
nations, the  suspension  would  be  for  such  period  as  the  Secretary 
deems  appropriate  and  no  medicare  payment  could  be  made  for  any 
item  or  service  furnished  by  such  individual  during  this  period.  Indi- 
viduals subject  to  suspension  are  those  who  are  convicted  on  or  after 
the  date  of  enactment  of  the  law  or  within  such  period  prior  to  enact- 
ment as  the  Secretary  may  specify  in  regulation.  Provision  is  made  for 
appropriate  notice  to  the  individual  and  the  public  and  hearing  and 
judicial  review  of  the  Secretarj^'s  determination.  In  any  case  where 
the  Secretary  suspends  a  practitioner  from  participation  in  medicare 
he  is  required  to  promptly  notify  every  State  medicaid  agency  and  the 
appropriate  State  or  local  licensing  authority. 

Whenever  a  State  medicaid  agency  is  notified  by  the  Secretary 
that  a  practitioner  has  been  suspended  under  medicare,  it  shall  sus- 
pend such  individual  from  participation  in  medicaid.  This  is  intended 
to  prevent  practitioners  from  moving  from  one  State  to  another  in 
order  to  avoid  the  effect  of  the  suspension.  To  conform  the  timing  of 
suspensions,  the  medicaid  suspension  period  shall  not  be  less  than  the 
suspension  period  applicable  to  the  individual  under  medicare.  No 
medicaid  program  payments  may  be  made  for  services  provided  by 
such  individual  during  the  suspension  period. 

In  his  notification  to  the  licensing  authority  the  Secretary  shall  re- 
quest that  investigations  be  made  and  sanctions  be  invoked,  as  deemed 
appropriate  in  accordance  with  the  State's  law  and  policy.  The  Secre- 
tary and  Inspector  General  would  be  notified  of  whatever  action^  if 
any,  is  taken  by  these  authorities. 

The  committee  was  concerned  that  imposition  of  this  suspension, 
under  certain  unusual  circumstances,  could  deny  adequate  access  to 
medical  care  to  persons  eligible  for  services  under  medicare  or  medic- 
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aid.  To  ensure  that  this  would  not  occur,  the  bill  provides  two 
remedies.  First,  the  bill  would  authorize  the  Secretary  to  designate  a 
community  as  a  health  manpower  shortage  area  (as  defined  under 
title  III  of  the  Public  Health  Sei-vice  Act)  for  purposes  of  placement 
of  National  Health  Service  Corps  personnel,  if  he  determines  that 
imposition  of  a  suspension  would  leave  those  residents  of  the  area 
eligible  under  medicare  or  medicaid  without  adequate  access  to  health 
services.  Second,  the  bill  permits  the  Secretary,  on  the  request  of  a 
State,  to  waive  a  practitioner's  suspension  under  the  State's  medicaid 
program.  Your  committee  intends  that  such  waivers  be  granted 
sparingly.  It  is  expected  that  waivers  will  only  be  approved  where 
imposition  of  the  suspension  would  deny  a  community  of  needed  medi- 
cal service  because  of  the  shortage  of  practitioners  in  that  area  and  no 
National  Health  Service  Corps  personnel  have  been  assigned. 

Disclosure  hy  Providers  of  Owners  and  Certain  Other  Individuals 
Convicted  of  Certain  Offenses  {Section  8) 

Your  committee's  bill  requires  all  institutional  providers  of  services 
participating  in  medicare,  medicaid,  or  title  XX  State  social  service 
^rant  programs  to  disclose  the  names  of  owners  and  certain  other 
individuals  who  have  been  previously  convicted  of  fraud  against  any 
one  of  these  programs. 

Current  disclosure  of  ownership  provisions  do  not  require  institu- 
tional providers  of  services  and  other  agencies  and  organizations  certi- 
!fted  to  provide  services  under  titles  XVIII  and  XIX  of  the  Social 
Security  Act  to  disclose  information  about  criminal  records  any  of 
their  owners  and  managerial  employees  may  have.  Similar  informa- 
tion is  also  not  required  from  institutional  providers  participating  in 
title  XX  of  the  Social  Security  Act,  a  number  of  whom  are  also  cer- 
tified to  provide  services  under  merlicaro  and  medicaid.  Existing 
procedures  for  determining  this  information  are  inadequate,  time- 
consuming,  and  have  permitted  individuals  previously  convicted  of 
such  offenses  to  continue  ownership  or  management  in  participating 
facilities  or  become  owners  or  managers  in  other  participating  facili- 
ties without  program  administrators  being  aware  of  an  individual's 
past  activities  which  might  have  a  bearing  on  a  facility's  future 
performance. 

Lack  of  adequate  disclosure  of  these  individuals  is  an  additional 
restraint  on  HEW's  attempts  to  investigate  and  control  program 
abuse.  It  has  hampered  and  restricted  Department  efforts  to  limit  the 
participation  of  those  facilities  and  other  organizations  providing 
services  under  titles  XVIII,  XIX,  or  XX  that  are  partially  owned 
or  controlled  by  persons  convicted  of  criminal  offenses  against  the 
program,s. 

Even  when  such  individuals  can  be  identified  by  the  Department 
of  HEW  or  State  administering  agencies,  it  is  difficult  under  existing 
procedures  to  limit  participation  of  f  acilites  owned  by  these  persons. 
Currently,  no  provisions  exist  to  enable  the  Secretary  of  HEW  or  a 
State  agency  to  refuse  to  enter  into  or  to  terminate  provider  agree- 
ments or  contracts  with  institutional  providers  or  other  organizations 
owned  by  such  individuals  as  long  as  existing  conditions  for  partici- 
pation under  titles  XVIII,  XIX,  or  XX  are  met. 
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As  a  condition  of  participation,  certification,  or  recertification  under" 
titles  XVIII,  XIX,  or  XX  of  the  Social  Security  Act,  the  bill  would 
require  all  institutional  providers  of  services,  or  other  agencies,  insti- 
tutions, or  organizations  to  disclose  to  the  Department  of  Health, 
Education,  and  Welfare  or  to  the  appropriate  State  agency  the  names 
of  its  owners,  officers,  directors,  agents,  or  managing  employees  who 
have  been  convicted  of  a  criminal  offense  against  medicare,  medicaid, 
or  State  social  service  grant  programs.  The  bill  specifies  that  when  an 
application  requesting  such  participation  or  certification  contains  the 
nances  of  any  such  previously  convicted  individual,  the  Secretary  of 
HEW  or  the  State  agency  may  refuse  to  enter  into  an  agreement  or 
contract  with  the  institution  to  provide  services  under  titles  XVIII, 
XIX,  or  XX.  In  addition,  the  bill  specifies  that  the  HEW  Inspector 
General  must  be  informed  of  any  such  applications  received  and  of  any 
actions  taken  on  them.  The  bill  would  also  permit  the  Secretary  or 
appropriate  State  agency  to  terminate  existing  provider  agreements 
or  contracts  under  titles  XVIII,  XIX,  or  XX,  if  the  names  of  such 
individuals  have  not  been  disclosed,  as  required. 

In  applying  the  disclosure  requirements  to  convicted  persons  who 
are  officers,  directors,  agents,  or  managing  employees  of  the  institu- 
tion, as  well  as  to  convicted  persons  with  ownership  interests,  the  com- 
mittee feels  that  this  parallel  requirement  is  necessary  in  order  to 
ensure  that  program  administrators  are  aware  of  the  renewed  involve- 
ment of  these  persons  in  participating  institutions. 

The  bill  would  specificall}^  define  the  term  "managerial  employee" 
to  mean  a  person  who  exercises  operation  or  managerial  control  over 
the  institution  or  one  who  directly  or  indirectly  conducts  the  day-to- 
day operations  of  the  institution  including,  but  not  limited  to,  an  in- 
stitution's general  manager,  business  manager,  administrator,  and 
director.  The  bill  would  define  the  owner  of  an  institution  as  any  per- 
son who  has  a  direct  or  indirect  ownership  or  control  interest  of  at 
least  five  percent  in  the  institution. 

Federal  Access  to  Records  {Section  9) 

Under  present  law.  State  plans  under  medicaid  are  required  to 
provide  for  agreements  with  every  person  or  institution  providing 
services  whereby  such  pei^ons  or  entities  will  keep  complete  records 
of  services  pro^dded  under  the  program  and  furnish  the  State  agency, 
upon  request,  with  information  regarding  any  payments  claimed 
under  tJie  program.  Similar  access  to  records  by  the  Secretary  is  not 
required.  The  committee  feels  this  could  hamper  Federal  efforts  to 
obtain  information  necessar^^  to  examine  ]x>tential  instances  of  fraud- 
ulent and  abusive  activities.  Your  committee  bill  therefore  specifi- 
cally permits  the  Secretarj^  to  have  access  to  records  of  persons  or 
institutions  providing  services  under  medicaid  in  the  same  manner 
presently  provided  to  State  medicaid  agencies. 

Cluims  Processmg  and  Infommtion  Retrieval  Systems  for  Medicaid 
Programs  {Secti-on  10) 
Your  committee  s  bill  permits  States  to  send  explanation  of  benefits 
forms  to  a  sample  of  medicaid  recipients  and  still  be  entitled  to  in- 
creased Federal  matching  for  operation  of  approved  management 
information  systems.  No  explanation  of  benefit  forms  would  be 
required  in  the  case  of  services  which  are  confidential  in  nature. 
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Present  law  authorizes  an  increase  in  Federal  matcbing  to  75  per- 
cent toward  the  costs  of  operating  an  approved  medicaid  claims 
processing  and  information  retrieval  system  if  the  system  provides 
explanation  of  benefits  information  to  all  recipients.  The  committee 
has  been  informed  tliat  this  strict  requirement  for  explanation  of 
benefit  forms  in  every  case  has  limited  the  growth  of  approved  sys- 
tems. In  addition,  questions  have  been  raised  about  the  cost  effective- 
ness of  this  requirement  because  of  the  high  volume  of  claims  for 
services  provided  under  medicaid. 

The  bill  therefore  modifies  the  current  requirement  by  permitting 
the  increased  matching  if  the  system  provides  explanation  of  benefits 
information  to  a  sample  group  of  recipients.  The  committee  expects 
that  the  samples  will  be  of  sufficient  size  and  sufficiently  represent- 
ative of  the  population  served  and  the  services  rendered  to  enable 
the  identification  of  any  questionable  or  unusual  patterns.  It  is  the 
intention  of  the  committee  that  all  confidential  services,  and  services 
integrally  related  to  a  confidential  service,  be  deleted  from  the  ex- 
planation of  benefit  forms  in  order  to  assure  privacy  for  the  medicaid 
patient.  States  will  be  expected  to  institute  appropriate  safeguards  to 
accomplish  this. 

Your  committee  notes  that  this  change  in  the  medicaid  statute  does 
not  constitute  a  new  entitlement  to  higher  Federal  matching,  but 
merely  increases  the  workability  of  the  existing  provision. 

Medicaid  As  Payor  of  Last  Resort  {Section  11) 

Your  committee's  bill  precludes  Federal  matching  payments  for  ex- 
penditures under  medicaid  for  services  which  a  private  insurer  would 
have  an  Obligation  to  pay  except  for  a  provision  of  its  insurance  con- 
tract which  has  the  effect  of  limiting  or  excluding  such  obligation  be- 
cause the  individual  is  eligible  for  or  receiving  medicaid. 

Under  current  law,  States  or  local  agencies  administering  medical 
assistance  plans  are  required  to  take  all  reasonable  measures  to  en- 
sure that  third  parties  legally  liable  to  pay  for  any  medical  care  ren- 
dered to  medicaid  recipients  meet  their  legal  obligations.  However, 
some  private  insurance  policies  contain  a  provision  that  limits  the 
insurance  companies'  liability  to  the  amount  not  covered  by  medicaid. 
In  some  cases,  State  insurance  commissioners  have  not  taken  action  to 
stop  this  practice.  When  it  occurs,  the  medicaid  program,  is  forced  to 
assume  the  costs  despite  the  existing  subrogation  requirement. 

The  bill  would  provide  an  incentive  to  States  to  stop  this  practice 
by  stopping  all  Federal  matching  payments  for  expenditures  made 
under  the  plan  for  care  or  services  provided  to  the  extent  the  private 
insurer  (as  defined  by  the  Secretary)  would  have  been  (:>bligated  to 
pay  except  for  a  provision  of  its  contract  which  has  the  effect  of  limit- 
ing or  excluding  such  obligation  because  the  individual  is  receiving 
assistance  under  medicaid. 

Study  and  Review  of  Medicare  Claims  Processing  {Section  12) 

Your  committee's  bill  directs  the  Comptroller  General  to  conduct 
a  comprehensive  study  of  the  claims  processing  system  under  medicare 
for  the  purpose  of  determining  what  modifications  should  be  made  to 
acihieve  more  efficient  claims  administration. 
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Under  medicare  part  A,  groups  or  associations  of  providers  can 
nominate  an  organization  to  serve  as  a  fiscal  intermediary  between 
the  providers  and  the  government.  An  individual  member  of  an  as- 
sociation or  group  of  providers  that  has  nominated  one  organization 
as  intermediary  may  select  some  other  organization  if  this  is  satisfac- 
tory to  the  organization  and  HEW,  or  alternatively  it  may  elect  to 
deal  directly  with  the  government.  HEW  may  not  enter  into  an  agree- 
ment with  an  organization  unless  it  finds  that  such  agreement  is  con- 
sistent with  efficient  and  effective  administration.  The  Social  Security 
Administration  has  selected  10  hospital-nominated  organizations  to 
serve  as  intermediaries.  This  includes  the  Blue  Cross  Association  which 
carries  out  its  claims  administration  activities  through  73  statewide 
and  local  Blue  Cross  Plans.  Under  medicare  part  B,  the  Secretary 
contracts  with  carriers  to  perform  claims  processing  activities.  Car- 
riers are  selected  to  serve  specified  geographic  areas.  There  are  47 
carriers,  including  32  Blue  Shield  plans.  Both  intermediaries  and  car- 
riers are  reimbursed  on  a  cost  basis  for  carrying  out  their  activities. 

The  Committee  believes  that  it  is  necessary  to  conduct  a  reexamina- 
tion of  the  administrative  framework  of  the  medicare  program  in 
order  to  assess  the  need  for  possible  modifications. 

Your  committee  bill  therefore  directs  the  Comptroller  General  to 
conduct  a  comprehensive  study  and  review  of  the  administrative  struc- 
ture established  for  processing  claims  under  medicare.  The  study  is 
to  determine  whether  and  to  what  extent  more  efficient  claims  admin- 
istration could  be  achieved  by  reducing  the  number  of  carriers  and 
intermediaries,  making  a  single  organization  responsible  for  process- 
ing claims  under  parts  A  and  B  in  a  particular  geographic  area,  pay- 
ing for  claims  processing  on  the  basis  of  a  prospective  fixed  price, 
providing  other  types  of  incentive  payments  for  efficiency,  or  by  other 
modifications  in  existing  structure  and  procedures.  The  Comptroller 
General  would  be  required  to  submit  a  report  containing  his  findings 
and  recommendations  to  the  Congress  by  July  1, 1979. 

Abolition  of  Program  Revieio  Teams  Under  Medicare  {Section  13) 

Your  committee's  bill  repeals  the  provisions  in  current  law  relating 
to  program  review  teams. 

The  Social  Security  Amendments  of  1972  included  a  provision  au- 
thorizing the  Secretary  to  suspend  or  terminate  medicare  payments  to  a 
supplier  of  services  found  to  have  abused  the  program.  In  the  case  of 
such  a  suspension  or  termination,  Federal  participation  was  also  to 
be  withheld  for  medicaid  payments  made  in  behalf  of  such  supplier. 
This  provision  was  included  to  permit  HEW  to  bar  future  payments 
to  suppliers  who  have  made  a  practice  of  furnishing  inferior  or  harm- 
ful supplies  or  services,  engaging  in  fraudulent  activities,  or  consist- 
ently overcharging  for  their  services. 

To  assist  him  in  making  determinations  under  this  section,  the  Sec- 
retary was  required  to  establish  program  review  teams  in  each  State. 
These  professionally-based  bodies  were  to  advise  the  Secretary  con- 
cerning such  matters  as  whether  excessive,  harmful,  or  grossly  inferior 
care  is  being  rendered  to  patients.  Your  committee  believes  that  the 
functions  of  program  review  teams  relating  to  the  review  of  the  quality 
and  appropriateness  of  services  are  essentially  duplicative  of  the  func- 
tions required  to  be  performed  by  PSRO's. 
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The  bill  therefore  deletes  the  requirements  in  current  law  pertaining 
to  the  establishment  and  responsibilities  of  program  review  teams. 
The  committee  expects  that  the  appropriate  PSRO  will  instead  be 
available  to  advise  the  Secretary  in  cases  that  require  the  application 
of  professional  medical  judgment. 

Amendments  Relating  to  Fiscal  Intermediates  {Section  H) 

Your  committee's  bill  authorizes  the  Secretary,  after  taking  into 
account  the  provider's  nomination  and  after  applying  the  appropriate 
standards  and  criteria  required  under  this  section,  to  assign  and 
reassign  providers  to  available  intermediaries.  He  is  also  author- 
ized, after  applying  the  required  standards  and  criteria,  to  desig- 
nate regional  intermediaries  or  a  national  intermediary  with  respect 
to  a  class  of  providers.  The  bill  requires  the  Secretary  to  develop 
standards,  criteria,  and  procedures  for  evaluating  the  adequacy  of 
intermediary  performance,  and  the  efficiency  and  effectiveness  of 
program  administration,  and  to  apply  such  standards  and  criteria 
in  making  determinations  as  to  the  participation  and  role  of  inter- 
mediaries in  the  program.  Intermediaries  are  required  to  provide 
access  by  the  Secretary  to  necessary  data  and  information. 

Under  part  A  of  medicare,  groups  or  associations  of  providers  of 
services,  i.e.,  hospitals,  extended  care  facilities,  and  home  health  agen- 
cies, can  nominate  an  organization  to  act  as  a  fiscal  intermediary  be- 
tween the  providers  and  the  Secretary.  An  individual  member  of  an 
association  or  group  of  providers  which  has  nominated  one  organiza- 
tion as  intermediary  may  select  some  other  organization  as  its  inter- 
mediary if  this  is  satisfactory  to  the  organization  and  the  Secretary,  or 
alternatively,  it  may  elect  to  deal  directly  with  the  Secretary.  The  Sec- 
retary may  enter  into  an  agreement  with  a  nominated  organization 
only  if  he  finds  that  this  would  be  consistent  with  efficient  and  effective 
administration  and  that  the  organization  is  able  and  willing  to  assist 
providers  in  the  application  of  safeguards  against  unnecessary  utiliza- 
tion of  services. 

Your  committee  notes  that  the  provision  giving  providers  consid- 
erable latitude  in  their  selection  of  intermediaries  was  included  in  the 
original  medicare  law  in  order  to  facilitate  a  smooth  transition  to  the 
new  health  insurance  program.  While  recognizing  the  contribution 
intermediaries  generally  have  made  toward  the  successful  implemen- 
tation of  the  medicare  program,  your  committee  believes  that  some 
potential  for  conflicts  of  interest  exists  under  a  system  where  inter- 
mediaries are  responsible  for  fulfilling  title  XVIII  requirements  on 
the  one  hand,  while  on  the  other,  their  continued  role  as  intermediaries 
is. often  contingent  upon  the  providers'  satisfaction  with  them.  While 
the  committee  does  not  mean  to  imply  that  such  conflicts  are  perva- 
sive, or  that  many  intermediaries  have  been  lax  in  performing  their 
functions,  your  committee  has  received  some  evidence,  particularly 
in  the  case  of  home  health  agencies,  of  ineffective  intermediary  per- 
formance. 

Your  committee  is  also  aware  that  the  results  of  some  of  the  cur- 
rent measures  now  used  to  evaluate  intermediary  performance  are 
not  always  reliable  indicators  of  performance.  For  example,  for  the 
quarterly  reporting  period  July-September  1976.  the  adjusted  cost 
per  claim  ranged  from  $2.73  to  $7.21  with  a  weighted  national  average 


69 


of  $4.50.  For  the  same  time  period,  the  adjusted  number  of  claims 
per  100  man  hours  ranged  from  155  to  399  with  a  weighted  national 
average  of  242.  The  committee  recognizes  that  existing  performance 
measures  have  not  been  sufficiently  refined  to  determine  the  extent 
to  which  the  variances  reflect  actual  differences  in  costs  rather  than 
differences  in  accounting  and  reporting  practices.  The  committee  fur- 
ther notes  that  even  where  cost  differences  occur,  lower  costs  do  not 
necessarily  imply  a  more  efficient  and  effective  operation.  Other  fac- 
tors, such  as  the  types  of  claims  processed,  are  relevant  to  the  assess- 
ment of  performance.  The  committee,  therefore,  believes  that  it  is 
imperative  that  more  precise  and  uniform  standards  and  criteria  for 
evaluating  the  performance  of  intermediaries  in  the  administration 
of  the  program  need  to  be  developed  and  that  such  objective  standards 
and  criteria  need  to  be  applied  by  the  Secretary  in  making  determi- 
nations with  respect  to  the  renewal  or  termination  of  agreements,  as 
well  as  the  assignment  of  providers,  and  the  designation  of  regional 
or  national  intermediaries. 

The  bill  therefore  includes  provisions  designed  to  permit  improve- 
ments in  the  administration  of  the  hospital  insurance  program.  In 
the  interest  of  efficient  and  economical  program  administration,  the 
bill  authorizes  the  Secretary  to  assign  and  reassign  providers  to  avail- 
able intermediaries.  While  the  bill  retains  the  present  provision  of  law 
allowing  a  provider  to  designate  a  preference  through  the  nomination 
process,  the  Secretary  would  not  be  bound  by  a  provider's  choice.  His 
decision  must  be  based  on  a  finding  made,  after  applying  the  required 
standards  and  criteria  with  respect  to  the  intermediary  chosen  by  the 
provider,  that  in  this  particular  instance  reassigning  a  provider  to 
another  intermediary  will  result  in  more  effective  and  efficient  admin- 
istration of  the  program.  Your  committee's  bill  requires  that  if  the 
Secretary  makes  a  determination  which  is  not  in  accord  with  the  pro- 
vider's preference,  the  provider  and  his  chosen  intermediary  be  given 
a  full  explanation  of  the  reasons  for  the  Secretary's  determination,  and 
the  intermediary  be  provided  with  an  opportunity  for  a  hearing. 

The  bill  also  authorizes  the  Secretary  to  designate  regional  inter- 
mediaries or  a  national  intermediary  to  perform  the  required  functions 
with  respect  to  a  class  of  providers  (such  as  home  health  agencies)  if 
he  determines,  after  applying  the  appropriate  standards  and  criteria 
to  all  affected  intermediaries,  that  such  designation  would  result  in 
more  effective  and  efficient  administration.  Such  designations  may  not 
be  made  until  the  affected  providers  and  intermediaries  are  provided 
with  a  full  explanation  of  the  reasons  for  his  determination  and  the 
intermediaries  are  granted  an  opportunity  for  a  hearing. 

Your  committee's  bill  further  provides  that  determinations  by  the 
Secretary  with  respect  to  the  assignment  or  reassignment  of  a  provider 
to  an  intermediary  other  than  the  one  nominated  hj  the  provider  and 
the  designation  of  a  regional  or  national  intermediary  would  be  sub- 
j,ect  to  judicial  review  in  accordance  with  the  appropriate  provisions 
of  the  Administrative  Procedures  Act.  It  is  your  committee's  intent 
to  assure  that  in  making  such  determinations  the  Secretary  complies 
with  the  requirements  of  due  process  applicable  to  such  administrative 
decisions.  Moreover,  your  committee  expects  that  such  determinations 
will  not  be  implemented,  in  the  event  an  intermediary  contests  the 
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Secretary's  determination,  until  such  time  as  the  affected  intermediary 
has  exhausted  the  appeal  rights  available  to  it  under  this  bill. 

The  bill  requires  the  Secretary  to  develop  standards,  criteria,  and 
procedures  to  enable  him  to  evaluate  intermediaries'  performance  of 
the  claims  processing  and  other  related  functions  required  to  be  per- 
formed by  them  and  to  permit  him  to  make  objective  determinations 
with  respect  to  the  efficiency  and  effectiveness  of  program  administra- 
tion. The  Secretary  is  required  to  develop  such  standards,  criteria  and 
procedures  by  October  1,  1978,  and  apply  them  in  making  determina- 
tions relating  to  the  renewal  or  termination  of  agreements  with  in- 
termediaries, the  assignment  or  reassignment  of  providers  and  the 
designation  of  regional  or  national  intermediaries  beginning  on  that 
date. 

The  bill  further  requires  that  agreements  with  intermediaries  pro- 
vide for  access  by  the  Secretary  to  all  data,  information  and  claims 
processing  operations  as  he  may  find  necessary  to  enable  him  to  per- 
form his  required  functions. 

Disclosure  hy  Providers  of  the  Hiring  of  Certain  Former  Employees 
of  Fiscal  Intermediaries  {Section  15) 

Your  committee's  bill  would  require  a  provider  of  services  under 
the  medicare  program  to  notify  the  Secretary  promptly  of  its  em- 
ployment of  an  individual  who  at  any  time  during  the  preceding  year 
was  employed  in  a  managerial,  accounting,  auditing  or  similar  capac- 
ity by  a  fiscal  intermediary  or  carrier  who  had  served  that  provider. 

The  committee  was  distressed  to  learn  that  in  certain  cases  pro- 
viders have  specifically^  recruited  and  employed  personnel  of  the  fiscal 
intermediary  serving  it,  apparently  in  order  to  assist  the  provider 
in  justifying  questionable  accounting  and  cost  reporting  procedures. 
The  committee  strongly  opposes  this  type  of  hiring  practice  which  it 
sees  as  potentially  subverting  the  integrity  of  the  intermediary- 
provider  relationship,  including  the  integrity  of  the  auditing  process. 
The  committee  expects  the  Department  of  HEW  to  utilize  the  infor- 
mation gained  under  the  notification  required  under  the  bill  to  dis- 
courage such  practices,  especially  when  such  information  suggests  pos- 
sible conflict  of  interest  situations. 

Providers  who  hire  employees  of  fiscal  intermediaries,  particularly 
accoiintants  and  auditors  who  have  been  involved  in  auditing  that 
provider,  should  be  on  notice  that  this  committee  will  be  following 
such  practices  closely. 

Payment  for  Durable  Medical  Equipment  {Section  16) 

Your  Committee's  bill  would  modify  the  present  methods  for  reim- 
bursing medicare  beneficiaries  for  expenses  incurred  in  obtaining  dur- 
able medical  equipment.  The  intent  of  this  modification  is  to  reduce 
program  expenditures  and  assure  greater  protection  for  beneficiaries 
against  the  need  to  pay  excessive  rental  fees. 

Present  law  provides  for  reimbursement  under  part  B  of  medicare 
for  expenses  incurred  in  the  rental  or  purchase  of  durable  medical 
equipment  used  in  the  patients'  home.  The  beneficiary  has  the  option 
to  rent  or  purchase  such  equipment.  In  the  case  of  purchase,  reim- 
bursement is  generally  made  in  monthly  installments  equivalent  to 
amounts  that  would  have  been  paid  had  the  equipment  been  rented. 


71 


Keimbursement  may  be  made  on  a  lump-smn  basis  for  purchased 
equipment  that  is  relatively  inexpensive,  i.e.,  items  for  which  the  rea- 
sonable charge  is  $50  or  less. 

Where  a  beneficiary  elects  to  rent  equipment,  medicare  will  continue 
to  reimburse  him  for  80  percent  of  his  rental  expenses  as  long  as  his 
medical  need  for  the  equipment  continues.  A  study  conducted  by 
GAO  showed  that  rental  payments  under  the  program  for  durable 
medical  equipment  required  over  an  extended  period  of  time  fre- 
quently exceeded,  by  a  substantial  amount,  the  reasonable  purchase 
price  of  the  equipment.  Moreover,  beneficiaries  were  also  overpaying 
for  equipment  since  they  are  liable  for  the  20  percent  coinsurance 
amount. 

The  Social  Security  Amendments  of  1972  added  provisions  to  the 
law  to  help  avoid  unreasonable  expenses  to  the  program  and  to  bene- 
ficiaries resulting  from  prolonged  rentals  of  equipment.  These  provi- 
sions authorized  the  Secretary  to  experiment  with  alternative  reim- 
bursement mechanisms,  including  the  use  of  lease-purchase  arrange- 
ments and  lump-sum  payments  for  purchased  equipment  where  it 
could  be  determined  in  advance  that  the  use  of  the  equipment  would 
be  medically  necessary  for  an  extended  period  of  time.  Although  the 
Department  has  not  conducted  the  extensive  experimentation  con- 
templated by  the  legislation,  sufficient  evidence  is  available  to  indicate 
that  changes  in  the  reimbursement  methods  are  needed  to  deal  with  the 
long-standing  problems  arising  under  the  durable  medical  equipment 
provision  of  law. 

To  remedy  these  problems,  your  Committee's  bill  makes  several 
changes  in  the  methods  used  in  reimbursing  beneficiaries  and  sup- 
pliers for  durable  medical  equipment.  First,  the  bill  requires  the 
Secretary  to  determine,  on  the  basis  of  medical  evidence,  whether 
the  expected  duration  of  medical  need  for  the  equipment  warrants  the 
presumption  that  purchase  would  be  less  costly  or  more  practical  than 
rental,  and  would  not  impose  financial  hardship  on  the  beneficiar5^ 
Where  such  a  presumption  can  be  made,  the  Secretary  would  require 
purchase  of  the  equipment  and  would  provide  reimbursement  on  the 
basis  of  a  lump-sum  payment  or  on  the  basis  of  a  lease-purchase  ar- 
rangement. Since  lease-purchase  would  generally  be  the  preferred 
mode  of  payment,  and  would  ordinarily  provide  the  greatest  degree 
of  cost-effectiveness  for  the  program  and  the  beneficiary  alike,  the  bill 
specifically  directs  the  Secretary  to  take  steps  to  encourage  suppliers, 
through  whatever  administrative  arrangements  he  finds  feasible  and 
economical,  to  make  equipment  available  to  beneficiaries  on  a  lease- 
purchase  basis. 

Secondly,  the  bill  retains  the  provision  in  existing  law  which  author- 
izes the  Secretary  to  waive  the  20  percent  coinsurance  requirement 
with  respect  to  the  purchase  of  used  durable  medical  equipment  when- 
ever the  purchase  price  is  at  least  25  percent  less  than  the  reasonable 
charge  for  comparable  new  equipment. 

Funding  of  State  Medicaid  Fraud  Control  Units  {Section  17) 

Your  committee's  bilt  authorizes  90  percent  Federal  matching  pay- 
ments for  fiscal  years  1978-1980,  for  the  establishment  and  operation 
of  State  medicaid  fraud  control  units. 
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Your  committee  is  concerned  that  sufficient  efforts  have  not  been 
made  to  date  to  identify  and  prosecute  cases  of  medicaid  fraud.  In 
the  absence  of  effective  investigative  units,  individuals  engaging  in 
fraudulent  practices  are  able  to  continue  their  activities  virtually 
unchecked.  Sections  of  the  bill  provide  for  criminal  sanctions  and 
suspension  actions  for  those  convicted  of  medicaid  fraud.  However, 
strengthened  penalties  must  be  coupled  with  strengthened  investiga- 
tory powers  in  order  to  assure  that  those  engaging  in  criminal  activi- 
ties are  identified  and  prosecuted.  Further,  the  combination  of  rigor- 
ous enforcement  and  criminal  sanctions  should  serve  as  a  deterrent 
to  similar  practices  by  other  providers  and  practitioners. 

During  the  hearings  held  on  this  legislation,  testimony  was  pre- 
sented showing  that  where  a  separate  investigative  entity  has  been 
established,  the  rate  of  prosecutions  and  convictions  has  been  sub- 
stantially increased.  For  example,  there  was  testimony  that  in  the 
period  from  1970  to  January  1975,  there  was  not  a  single  prosecution  in 
New  York  State  for  medicaid  fraud  arising  out  of  the  operation  of  a 
nursing  home.  In  January  1975,  a  special  office  was  established  to  ex- 
amine the  rapidly  growing  scandal  in  the  nursing  home  industry.  As 
a  result  of  its  investigations,  grand  juries  have  indicted  more  than 
90  individuals  mostly  for  medicaid  fraud.  To  date,  there  have  been 
27  convictions  and  the  office  has  forced  payment  of  more  than  four 
•million  dollars  in  criminal  restitution — an  amount  several  hundred 
.thousand  dollars  in  excess  of  the  office's  first  year  budget. 

Your  committee  has  learned  that  a  number  of  States  are  interested 
in  establishing  or  strengthening  existing  medicaid  fraud  control  units. 
However,  in  view  of  the  fiscal  constraints  being  experienced  by  many 
of  the  States,  the  current  50  percent  administrative  matching  rate  has 
not  served  as  a  sufficient  incentive  to  the  establishment  or  expansion  of 
such  units.  Your  committee  believes  that  a  short-term  increase  in  the 
Federal  matching  rate  of  90  percent  will  enable  States  to  establish 
effective  investigative  entities  and  expand  existing  efforts.  After  these 
units  have  been  operational  for  a  few  years,  their  recoveries  from 
prosecutions  should  begin  to  equal  or  exceed  the  cost  of  operation. 
•Therefore,  under  the  bill,  the  increased  matching  rate  would  only  be 
in  effect  for  three  years. 

The  bill,  therefore,  provides  for  90  percent  Federal  matching  for 
fiscal  years  1978-1980  for  the  costs  incurred  in  the  establishment  and 
operation  (including  the  training  of  personnel)  of  State  fraud  control 
units  meeting  specified  requirements,  subject  to  a  quarterly  limitation 
of  the  higher  of  $125,000  or  one-quarter  of  one  percent  of  total 
medicaid  expenditures  in  such  State  in  the  previous  quarter. 

To  be  eligible  for  the  increased  matching  rate,  the  State  medicaid 
•fraud  control  unit  must  be  a  single  identifiable  entity  of  State  govern- 
ment which  the  Secretary  certifies  (and  annually  recertifies)  as  meet- 
ing specific  requirements.  Such  entity  must  be  a  unit  of  the  office  of 
the  State  Attorney  General  or  of  another  department  of  State  govern- 
ment which  has  statewide  prosecutorial  authority,  and  such  unit  must 
be  separate  and  distinct  from  the  State  medicaid  agency.  The  entity 
is  required  to  conduct  a  statewide  program  for  the  investigation  and 
prosecution  of  violations  of  all  applicable  State  laws  relating^  to  fraud 
in  connection  with  the  provision  of  medical  assistance  and  tbje.  a^ctivities 
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of  medicaid  providers.  Such  unit  is  not  however  required  to  examine 
potential  instances  of  recipient  fraud ;  this  function  may  continue  to  be 
the  responsibility  of  the  State  medicaid  agency.  The  fraud  control 
unit  must  have  procedures  for  reviewing  complaints  of  the  abuse  and 
neglect  of  patients  by  health  care  facilities,  and,  where  appropriate 
for  acting  on  such  complaints  or  for  referring  them  to  other  State 
agencies  for  action.  The  entity  is  required  to  provide  for  the  collection, 
or  referral  for  collection,  of  overpayments  made  to  health  care  facili- 
ties. In  order  to  promote  effective  and  efficient  conduct  of  the  entity's 
activities,  it  must  be  organized  in  a  manner  to  achieve  these  objectives 
and  it  must  employ  auditors,  attorneys,  and  investigators  and  other 
necessary  personnel.  The  entity  is  further  required  to  submit  an  ap- 
plication and  annual  report  containing  information  deemed  necessary 
by  the  Secretary  to  determine  whether  the  entity  meets  these  require- 
ments. To  facilitate  implementation  of  this  section,  the  Secretary  is 
required  to  issue  regulations  within  90  days  of  enactment. 

The  committee  wishes  to  emphasize  the  need  for  the  employment 
of  highly  skilled  auditors,  attorneys,  and  investigators  specially 
trained  in  the  area  of  medicaid  fraud.  The  committee  has  received 
substantial  evidence  of  the  complex  schemes  employed  by  those  engag- 
ing in  fraudulent  activities  and  notes  that  the  only  way  such  practices 
can  be  effectively  addressed  by  utilizing  persons  specially  skilled  in 
uncovering  these  activities. 

The  committee  intends  that  the  increased  matching  rate  authorized 
under  this  section  be  made  available  to  existing  State  fraud  control 
units  providing  they  meet  (or  appropriately  modify  their  operation 
so  as  to  meet)  the  specified  requirements. 

Report  on  Home  Health  and  Other  In-Home  Services  {Section  18} 

Your  committee's  bill  would  require  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  report  to  Congress  on  home  health  and  other 
in-home  services  authorized  under  titles  XVIII,  XIX,  and  XX  of 
the  Social  Security  Act. 

The  committee  is  concerned  that,  with  respect  to  home  health  and 
in-home  services  authorized  to  be  provided  under  medicare,  medicaid^ 
and  title  XX  social  service  programs,  more  effective  methods  need  to 
be  developed  to  assure  the  quality  of  services  provided  and  efficiency 
in  administration  of  the  programs,  and  more  effective  efforts  to  curb 
fraud  and  abuse.  While  it  is  understood  that  there  are,  by  necessity, 
differences  among  these  programs  in  entitlement  to  the  services  and 
the  types  of  services  covered,  it  is  the  feeling  of  the  committee  that  any 
efforts  to  develop  methods  of  quality  assurance  and  administrative 
efficiency  should,  where  possible  and  practical,  provide  for  coordina- 
tion between  the  programs,  particularly  with  respect  to  requirements 
for  providers  of  services  and  reimbursement  methods. 

The  Secretary  is,  therefore,  directed  to  submit  within  one  year  a 
report  to  the  appropriate  committees  in  Congress  analyzing  all  aspects 
of  the  delivery  of  home  health  and  in-home  services  authorized  under 
these  titles.  Further,  since  the  goal  is  to  prescribe  specific  standards  in 
the  programs  to  assure  high  quality  home  health  services  and  the  pro- 
tection of  the  health  and  safety  of  recipients  of  such  services,  the  Sec- 
retary is  required  to  report  on  regulatory  changes  needed!  and  to 
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recommend  appropriate  statutory  changes  with  respect  to  quality  as- 
surance and  administrative  efficiency.  It  is  the  feeling  of  the  commit- 
tee that  this  study  should  be  conducted  by  the  Secretary  of  Health, 
Education,  and  Welfare  in  view  of  the  extensive  information  gathered 
by  the  Department  during  recent  regional  hearings  on  home  health 
care  and  the  subsequent  activity  of  the  Department  in  analyzing  this 
information.  The  Secretary  is  to  include  in  this  report  an  analysis 
of  the  impact  of  his  recommendations  on  the  demand  for  and  cost  of 
services  authorized  under  the  programs  and  the  method  of  financing 
any  recommended  increase  in  the  provision  of  such  services. 

Uniform  Reporting  Systems  For  Health  Services  Facilities  and  Orga- 
nizations {Section  19) 

Your  committee's  bill  would  require  the  Secretary  to  establish  for 
-each  of  the  different  types  of  health  services  facilities  and  organiza- 
tions a  uniform  system  for  the  reporting  of  such  items  as  cost  of  opera- 
tion, volume  of  services,  rates,  capital  assets  and  bill  data.  This 
reporting  system  would  be  mandated  for  use  by  medicare  and  medicaid 
providers  and  such  use  would  be  phased  in  by  type  of  provider. 

A  persistent  problem  under  the  medicare  and  medicaid  programs  as 
currently  structured  is  the  presence  of  variations  in  the  information 
contained  in  medicare  and  medicaid  cost  reports.  Since  it  is  generally 
agreed  that  the  existence  of  comparable  cost  and  related  data  is  essen- 
tial for  effective  cost  and  policy  analysis,  the  assessment  of  alternative 
reimbursement  mechanisms  and,  in  certain  situations,  the  identification 
and  control  of  fraud  and  abuse,  the  Subcommittee  believes  it  is  neces- 
sary to  correct  the  deficiencies  in  the  present  reporting  system  under 
these  programs.  Your  committee  believes  that  this  problem  can  be 
resolved  by  requiring  the  implementation  of  a  uniform  reporting  sys- 
tem for  all  operational  and  capital  costs  of  health  care  organizations. 

Accordingly,  the  bill  requires  the  Secretary  to  establish  for  each  type 
of  health  service  facility  or  organization  a  uniform  system  for  the 
reporting  of  the  following  types  of  information : 

(1)  The  aggregate  cost  of  operation  and  the  aggregate  volume 
of  services ; 

(2)  The  costs  and  volume  of  services  for  various  functional 
accounts  and  subaccounts ; 

(3)  Kates,  by  category  of  patient  and  class  of  purchaser; 

(4)  Capital  assets,  as  defined  by  the  Secretary,  including  (as 
appropriate)  capital  funds,  debt  service,  lease  agreements  used  in 
lieu  of  capital  funds,  and  the  value  of  land,  facilities,  and  equip- 
ment ;  and 

(5)  Discharge  and  bill  data. 

It  is  your  committee's  intent  that  the  uniform  reporting  system  for 
each  type  of  health  service  facility  or  organization  provide  for  appro- 
priate variation  in  the  application  of  the  system  to  different  classes  of 
facilities  or  organizations  within  that  type.  The  Secretary  would  be 
required  to  develop  and  establish  uniform  reporting  systems,  after  con- 
sultation with  interested  parties,  for  hospitals,  skilled  nursing  facilities 
and  intermediate  care  facilities  within  a  year  following  enactment  of 
this  legislation,  and  for  other  types  of  health  service  facilities  and 
organizations  (such  as  home  health  agencies)  within  two  years  of 
enactment. 
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Under  the  bill,  the  Secretary  would  require  all  medicare  and  medic- 
aid providers  of  services  to  submit  reports  to  the  Secretary  of  the 
aforementioned  cost-related  information  in  accordance  with  the  uni- 
form reporting  system.  For  hospitals,  skilled  nursing  facilities,  and  in- 
termediate care  facilities,  these  uniform  reports  would  be  required 
beginning  with  their  first  fiscal  year  that  begins  more  than  six  months 
after  the  reporting  system  has  been  promulgated  by  the  Secretary.  For 
all  other  types  of  health  service  facilities  or  organizations,  the  report- 
ing requirement  will  only  be  implemented  at  such  time  (after  such 
systems  are  promulgated  for  these  institutions)  as  the  Secretary  deems 
to  be  most  productive.  After  establishing  the  uniform  systems  of  re- 
porting, the  bill  requires  the  Secretary  to  monitor  their  operation,  assist 
with  support  demonstrations  and  evaluations  of  the  effectiveness  and 
cost  of  the  operation  of  such  systems,  encourage  State  adoption  of  such 
systems  and  periodically^  revise  the  systems  to  improve  their  effective- 
ness and  diminish  their  cost. 

Under  the  bill,  the  Secretary  would  be  required  to  provide  such 
information  obtained  through  use  of  the  uniform  reporting  system 
as  may  be  necessary  to  assist  health  systems  agencies  and  State  health 
planning  and  development  agencies  in  carrying  out  such  agencies' 
functions. 

Although  proposals  have  been  made  to  require  uniform  accounting 
as  well  as  uniform  reporting,  the  bill  does  not  mandate  a  uniform  ac- 
counting system.  Your  committee,  was  not  prepared  to  conclude  that 
a  uniform  accounting  system  is  necessary  in  order  to  generate  the  re- 
quired comparable  data.  Your  committee  is  inclined  to  believe  at  this 
time  that  the  uniform  reporting  system,  with  specific  documentation 
for  the  reported  costs  as  part  of  the  organization's  accounting  system, 
is  sufficient.  Recognizing  that  further  study  of  this  complex  issue  may 
be  warranted,  the  committee  believes  that  it  would  be  more  appro- 
priate to  undertake  such  study  in  the  context  of  deliberations  on  pro- 
posed cost  containment  legislation,  rather  than  the  anti-fraud  and 
abuse  legislation. 

lY.  Cost  of  Carrying  Out  the  Bill  and  Effect  on  the  Eevenues 

In  compliance  with  subdivision  (C)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  statement  relative 
to  the  estimated  costs  of  carrying  out  the  bill  provided  to  your  Com- 
mittee by  the  Director  of  the  Congressional  Budget  Office  follows: 

Congressional  Budget  Office, 

U.S.  Congress, 
Washington,  D.C.,  June  S,  1977, 

Hon.  Al  Ullman, 

Chairman,  Committee  on  Ways  and  Means,  U.S.  House  of  Represent- 
atives, Washington,  B.C. 

Dear  Mr.  Chairman  :  Pursuant  to  Section  403  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  reviewed 
H.R.  3,  the  Medicare-Medicaid  Fraud  and  Abuse  Amendments,  with 
regard  to  its  potential  cost  impact. 

The  provisions  in  H.R.  3  are  intended  to  clarify  and  extend  current 
statute  in  order  to  facilitate  both  state  and  federal  efforts  to  monitor 
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Section  5(b)  (1)  amends  section  1154(b)  of  the  Social  Security  Act 
by  extending  the  conditional  designation  period  for  a  period  not  to 
exceed  48  months  (except  as  provided  in  the  new  section  1154(c)). 
Section  5(b)  (1)  clarifies  the  requirement  of  current  law  that  PSRO's 
must  assume  responsibility  for  review  of  all  services  provided  by  or 
in  institutions  (including  ancillary  services)  and  any  other  services 
the  Secretary  may  require  during  the  trial  period. 

Section  5(b)  (2)  amends  section  1154  of  the  Social  Security  Act  by 
redesignating  subsection  (c)  as  subsection  (d)  and  by  inserting  a  new 
subsection  (c).  The  new  subsection  (c)  provides  that  if  the  Secretary 
finds  that  a  conditionally  designated  organization  has  been  unable  to 
perform  satisfactorily  all  of  the  required  duties  and  functions  for 
reasons  beyond  the  organization's  control,  he  may  extend  such  or- 
ganization's trial  period  for  an  additional  period  not  exceeding  twenty- 
four  months. 

Section  5(c)  (1)  amends  section  1155(a)  (6)  of  the  Social  Security 
Act  by  precluding  a  physician  from  reviewing  those  services  which  he 
was  directly  responsible  for  providing  or  services  furnished  in  an 
institution  in  which  he  or  any  member  of  his  family  has  a  significant 
financial  interest.  Section  5(c)  (1)  amends  section  1155(f)  (2)  of  the 
Social  Security  Act  by  providing  that  arrangements  with  PSRO's 
for  reimbursement  of  the  costs  of  review  activities  are  to  be  made  in 
a  manner  similar  to  that  provided  under  section  1816(c)  of  the  Social 
Security  Act  (pertaining  to  medicare  intermediaries). 

Section  5(c)  (1)  further  amends  section  1155  of  the  Social  Security 
Act  by  striking  the  existing  subsection  (g)  and  substituting  a  new 
subsection. 

The  new  section  1155(g)  (1)  provides  that  not  later  than  two  years 
after  the  date  of  enactment  of  this  Act,  the  Secretary,  through  the 
conduct  of  demonstration  projects  or  otherwise,  shall  develop  effective 
ambulatory  care  review  methodolopies  for  use  by  PSRO's  in  per- 
forming review  responsibility  with  respect  to  ambulatory  care  services. 

The  new  section  1155(g)  (2)  provides  that  where  a  PSRO  (whether 
designated  on  a  conditional  basis  or  otherwise)  requests  review  respon- 
sibility with  respect  to  services  furnished  in  shared  health  facilities, 
the  Secretary  must  give  priority  to  such  request,  with  the  highest 
priority  being  assigned  to  requests  from  organizations  located  in  areas 
with  substantial  numbers  of  shared  health  facilities. 

The  new  section  1155(g)  (3)  provides  that  the  Secretary  shall  re- 
quire any  PSRO  which  is  capable  of  exercising  review  responsibility 
Avith  respect  to  ambulatory  care  services  to  perform  review  respon- 
sibility with  respect  to  such  services  on  and  after  a  date  not  later  than 
two  years  after  the  date  the  organization  has  been  designated  as  a  fully 
qualified  PSRO. 

Section  5(c)  (2)  amends  section  1101(a)  of  the  Social  Security  Act 
(definitions)  by  adding  a  new  paragraph  (9). 

The  new  paragraph  (9)  defines  "shared  health  facility".  The  term 
means  any  arrangement  whereby — 

(a)  two  or  more  health  care  practitioners  practice  their  pro- 
fessions at  a  common  physical  location ; 

(b)  such  practitioners  share  (i)  common  waiting  areas,  ex- 
amining rooms,  treatment  rooms,  or  other  space,  (ii)  the  services 
of  supporting  staff,  or  (iii)  equipment; 


87 


(c)  such,  practitioners  have  a  person  (who  may  himself  be  a 
practitioner)  — 

(i)  who  is  in  charge  of,  controls,  manages,  or  supervises 
substantial  aspects  of  the  arrangement  or  operation  for  the 
■delivery  of  health  or  medical  services  at  such  common  physi- 
cal location,  other  than  the  direct  furnishing  of  professional 
health  care  services  by  the  practitioners  to  their  patients ;  or 

(ii)  who  makes  available  to  such  practitioners  the  services 
'Of  supporting  staff  who  are  not  employees  of  such  practi- 
tioners; and 

who  is  compensated  in  whole  or  in  part,  for  the  use  of  such  common 
physical  location  or  support  services  pertaining  thereto,  on  a 
basis  related  to  amounts  charged  or  collected  for  the  services 
rendered  or  ordered  at  such  location  or  on  any  basis  clearly  un- 
related to  the  value  of  the  services  provided  by  the  person ;  and 

(d)  at  least  one  of  such  practitioners  received  payments  on  a 
fee-for-service  basis  under  titles  V,  XVIII,  and  XIX  in  an 
amount  exceeding  $5,000  for  any  one  month  during  the  preceding 
12  montlis,  or  in  an  aggregate  amount  exceeding  $40,000  during 
tlie  preceding  12  months. 

Tlie  term  "shared  health  facility"  does  not  include  a  provider  of 
services  (as  defined  in  section  1861  (u)  of  this  Act),  a  health  main- 
tenance organization  (as  defined  in  section  1301  of  the  Public  Health 
Service  Act) ,  a  hospital  cooperative  shared  services  organization  meet- 
ing the  requirements  of  section  501(e)  of  the  Internal  Revenue  Code 
-of  1954,  or  any  public  entity. 

Section  5(d)  (1)  amends  section  1158  of  the  Social  Security  Act  by 
fidding  a  new  subsection  (c) . 

The  new  subsection  (c)  provides  that  where  a  PSRO  (whether 
•designated  on  a  conditional  basis  or  otherwise)  has  been  found  com- 
petent by  the  Secretary  to  assume  review  responsibility  with  respect 
TO  specified  types  of  health  care  services  or  specified  providers  or  prac- 
titioners of  such  services  and  is  performing  such  reviews,  determina- 
tions of  medical  necessity  and  appropriateness  made  pursuant  to  para- 
graphs (1)  and  (2)  of  section  1155(a)  in  connection  with  such  reviews 
shall  constitute  the  conclusive  determination  on  those  issues  subject  to 
the  hearings  and  appeals  provisions  (section  1159  of  the  Act)  and 
the  requirements  pertaining  to  memorandum  of  understanding  and 
State  monitoring  (sections  1171(a)  (1)  and  1711(d)  (3) )  for  purposes 
of  payment.  No  reviews  with  respect  to  those  determinations  shall  be 
conducted,  for  purposes  of  payment,  by  medicare  intermediaries 
which  are  parties  to  agreements  entered  into  by  the  Secretary 
pumiant  to  section  1816,  medicare  carriers  which  are  parties  to  con- 
tracts entered  into  by  the  Secretary  pursuant  to  section  1842,  or  single 
State  medicaid  agencies. 

Section  5(d)  (2)  (A)  amends  section  1152(b)  (2)  of  the  Social  Secu- 
rity Act  to  require  the  development  and  submission  of  a  formal  review 
plan  in  accordance  with  the  new  section  1152(h) . 

Section  5(d)  (2)  (B)  adds  a  new  section  1152 (h").  The  new  section 
1152(h)  requires  an  organization  to  consult  with  the  appropriate 
single  State  medicaid  agency  during  the  development  and  prepara- 
tion of  its  formal  plan  under  sectioiL  1115(b)  (2)  or  of  any  modi- 
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fication  of  such  plan  to  include  review  of  services  in  skilled  nurs- 
ing facilities  (as  defined  in  section  1861  (j ) )  or  intermediate  care  facili- 
ties (as  defined  in  section  1905(c) )  or  review  of  ambulatory  care  serv- 
ices. The  plan  or  any  such  modification  shall  be  submitted  to  the  Gov- 
ernor of  such  State,  at  the  time  of  its  submission  to  the  Secretary,  for 
his  comments.  Before  making  findings  pursuant  to  section  1152(b) 
(2)  or  a  finding  regarding  the  organization's  capability  to  perform 
revieAv  of  long-term  care  and  ambulatory  care  services,  the  Secretary 
shall  consider  any  comments  submitted  to  him  by  the  Governor  before 
the  end  of  the  thirty-day  period  begcinning  on  the  date  of  submission 
of  the  plan  or  of  any  such  modification.  If,  after  considering  such  com- 
ments, the  Secretary  intends  to  make  findings  which  are  adverse  to  such 
comments,  he  shall  provide  the  Governor  making  such  comments  with 
the  opportunity  to  submit  additional  evidence  and  comments  on  such 
intended  findings  during  a  period  of  not  less  than  thirty  days  ending 
before  the  findings  become  effective. 

Section  5(d)(2)(C)  amends  section  1154  of  the  Social  Security 
Act  by  adding  a  new  subsection  (e).  The  new  subsection  (e)  requires 
the  Secretary,  in  determining  whethei'  a  conditionally  designated 
PSRO  is  substantially  carrying  out  its  duties  in  a  satisfactory  man- 
ner and  should  be  considered  a  qualified  organization,  to  follow  the 
procedures  specified  in  the  new  section  1152(h)  (concerning  the 
Secretary's  consideration  of  comments  of  the  Governor  of  the  State 
in  which  the  organization  is  located) . 

Section  5(d)  (2)  (D)  adds  a  new  section  1171  to  the  Social  Security 
Act  entitled:  "Memorandums  of  Understanding;  Federal-State  Rela- 
tions Generally". 

The  new  section  1171(a)(1)  specifies  that  (except  as  provided  in 
paragraph  (2) )  no  determination  of  appropriateness  or  medical  ne- 
cessity made  by  a  PSRO  pursuant  to  section  1155(a)  (1)  and  (2) 
shall  constitute  conclusive  determinations  under  section  1158(c)  for 
purposes  of  payment  under  medicaid,  unless  such  organization  has 
entered  into  a  memorandum  of  understanding,  approval  by  the  Secre- 
tary, with  the  appropriate  single  State  medicaid  agency.  The  memo- 
randum of  understanding  shall  delineate  the  relationship  between  the 
organization  and  the  State  agency  and  provide  for  the  exchange  of 
data  or  information,  administrative  procedures,  coordination  mecha- 
nisms, and  modification  of  the  memorandum  at  any  time  that  addi- 
tional responsibility  for  review  by  the  organization  is  authorized  by 
the  Secretary. 

The  new  section  1171(a)(2)  provides  that  the  requirement  of 
paragraph  (1)  may  be  waived  by  the  Secretary  if  (a)  the  State 
agency  indicates  to  him  that  it  does  not  wish  to  enter  into  a  memo- 
randum of  understanding  with  the  organization  involved,  or  (b)  he 
finds  that  the  State  agency  has  refused  to  negotiate  in  good  faith,  or 
in  a  timely  manner  with  such  organization. 

The  new  section  1171(b)  (1)  provides  that  the  State  agency  may 
request  a  PSRO  which  is  entering  into  such  a  memorandum  of  imder- 
standing  with  the  agency  to  include  in  the  memorandum  a  specifica- 
tion of  review  goals  or  methods  (additional  to  any  such  goals  or 
methods  contained  in  the  organization's  formal  plan)  for  the  per- 
formance of  the  organization's  duties  and  functions. 
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The  new  section  1166(b)  requires  a  PSRO  to  provide,  in  accordance 
with  procedures  established  by  the  Secretary,  data  and  information : 

( 1 )  to  assist  Federal  and  State  agencies  recognized  by  the  Sec- 
retary as  having  responsibility  for  identifying  and  investigating 
cases  or  patterns  of  fraud  or  abuse.  This  data  and  information 
shall  be  provided  by  the  PSRO  to  such  agencies  at  their  request 
at  the  discretion  of  the  PSRO  on  the  basis  of  its  findings  with  re- 
spect to  evidence  of  fraud  or  abuse. 

(2)  to  assist  the  Secretary,  and  such  Federal  and  State  agencies 
recognized  by  the  Secretary  as  having  health  planning  or  related 
responsibilities  under  Federal  or  State  law  (including  health  sys- 
tems agencies  and  State  health  planning  and  development  agen- 
cies authorized  under  title  XV  of  the  Public  Health  Service  Act) , 
in  carrying  out  appropriate  health  care  planning  and  related  ac- 
tivities. The  data  and  information  shall  be  provided  in  such 
format  and  manner  as  may  be  prescribed  by  the  Secretary  or 
agreed  upon  by  the  responsible  Federal  and  State  agencies  and  the 
PSRO  and  shall  be  in  the  form  of  aggregate  statistical  data  (with- 
out identifying  any  individual)  on  a  geographic,  institutional,  or 
other  basis  reflecting  the  volume  and  frequency  of  services  fur- 
nished, as  well  as  the  demographic  characteristics  of  the  popula- 
tion subject  to  review  by  the  PSRO. 

The  new  subsection  (b)  further  provides  that  the  existing  penalty 
provision  (redesignated  as  subsection  (d) )  shall  not  apply  to  the  dis- 
closure of  any  data  and  information  received  under  this  subsection^ 
However,  the  penalty  shall  apj>ly  to  the  disclosure  (by  the  agency  re- 
ceiving such  data  and  information)  of  any  such  data  and  information 
described  in  paragraph  (1)  unless  such  disclosure  is  made  in  a  judicial, 
administrative,  or  other  formal  legal  proceeding  resulting  from  an 
investigation  conducted  by  the  agency  receiving  the  data  and 
information. 

The  new  section  1166(d)  provides  that  no  patient  record  in  the 
possession  of  a  PSRO,  a  Statewide  PSR  Council,  or  the  National 
PSR  Council  shall  be  subject  to  subpena  or  discovery  proceedings  in 
a  civil  action. 

Section  5  (i)  amends  section  1167  of  the  Social  Security  Act  by  add- 
ing a  new  subsection  (d) . 

The  new  subsection  (d)  requires  the  Secretary  to  make  payment 
to  a  PSRO  (whether  conditionally  designated  or  qualified)  or  to  an^^ 
member  or  employee  thereof,  who  furnishes  legal  counsel  or  services 
to  such  organization,  in  an  amount  equal  to  the  reasonable  amount  of 
the  expenses  incurred  (as  determined  by  the  Secretary)  in  connection 
with  the  defense  of  any  suit,  action,  or  proceeding  brought  against 
such  organization,  member,  or  employee  related  to  the  performance 
of  any  duty  or  function  of  such  organization,  member,  or  employee. 

Section  5  ( j )  amends  section  1168  of  the  Social  Security  Act  by  add- 
ing a  new  sentence.  The  sentence  clarifies  that  the  Secretary  is  re- 
quired to  make  payments  for  PSRO  expenses  from  Federal  fimds 
without  any  requirement  for  the  contribution  of  funds  by  any  State 
or  political  subdivision. 

Section  5(k)  adds  a  new  section  1172  to  the  Social  Security  Act 
entitled,  "Annual  Reports." 
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Section  7(b)  amends  section  1902(a)  of  the  Social  Security  Act  by 
adding  a  new  paragraph  (39)  and  making  the  appropriate  conforming 
changes. 

The  new  Section  1902(a)  (39)  provides  that  (subject  to  the  provi- 
sions of  section  1902(g)  )  whenever  the  State  medicaid  agency  is 
notified  of  a  suspension  action  under  medicare,  it  shall  promptly 
suspend  such  physician  ov  practitioner  from  participation  in  its  medic- 
aid program  for  not  less  than  the  period  specified  in  the  suspension 
notice,  no  payment  may  be  made  under  its  medicaid  program  with 
respect  to  any  items  or  services  furnished  by  such  physician  or  prac- 
titioner during  the  suspension  period. 

Section  7(c)  amends  section  1902  of  the  Social  Security  Act  by 
adding  a  new  subsection  ( g) , 

The  new  section  1902(g)  provides  that  the  Secretary  may  waive 
suspension  under  medicaid  if  the  single  State  medicaid  agency  sub- 
mits a  request  to  the  Secretary  for  such  waiver  and  if  the  Secretary 
approves  such  request. 

Section  7(d)  amends  section  332(c)  of  the  Public  Health  Service 
Act  (relating  to  considerations  in  the  designation  of  health  manpower 
shortage  areas)  by  adding  a  new  paragraph  ( 3 ) . 

The  new  paragraph  (3)  provides  that  the  Secretary  in  determining 
whether  to  designate  an  area  as  a  health  maijpower  shortage  area, 
shall  take  into  consideration  the  extent  to  which  individuals  who  are 
(1)  residents  of  the  area,  members  of  the  population  group,  or  patients 
in  the  medical  facility  or  other  public  facility  under  consideration  for 
designation,  and  (2)  entitled  to  have  payment  made  for  medical  sen^- 
ices  under  title  XVIII  or  XIX  of  the  Social  Security  Act,  cannot  ob- 
tain such  services  because  of  suspension  of  physicians  from  the  pro- 
grams under  such  titles. 

Section  7(e)  provides  that  the  amendments  made  by  section  7  shall 
apply  with  respect  to  determinations  and  designations  made  on  or  after 
the  date  of  enactment.  The  amendment  made  by  section  7(b)  pertain- 
ing to  medicaid  suspensions  shall  become  effective  on  October  1, 1977. 

SECTION  8.  DISCLOSURE  OF  PROVIDERS  OF  OWNERS  AND  CERTAIN  OTHER 
INDIVIDUALS  CONVICTED  OF  CFJITAIN  OFFENSES 

Section  8(a)  adds  a  new  section  1127  to  the  Social  Security  Act  en- 
titled :  "Disclosure  by  Institutions,  Organizations,  and  Agencies  of 
Owners  and  Certain  Other  Individuals  Who  Have  Been  Convicted  of 
Certain  Offenses." 

The  new  section  1127(a)  specifies  that  as  a  condition  of  participa- 
tion in  or  certification  or  recertification  under  the  programs  established 
by  titles  XVIII,  XIX,  and  XX,  any  hospital,  nursing  facility,  or  other 
institution,  organization,  or  agency  shall  be  required  to  disclose  to  the 
Secretary  or  to  the  appropriate  State  agency  the  name  of  any  person 
who — 

(1)  has  a  direct  or  indirect  ownership  or  control  interest  of  5 
percent  or  more  in  such  institution,  organization,  or  agency-  or  is 
an  officer,  director,  agent,  or  managing  employee  of  such  insti- 
tution, organization,  or  agency,  and 

(2)  has  been  convicted  (on  or  after  the  date  of  enactment,  or 
within  such  period  prior  to  that  date  as  the  Secretary  shall  specify 
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in  regulations)  of  a  criminal  offense  related  to  the  involvement 
of  such  person  in  any  of  such  programs. 
Section  1127(a)  requires  the  Secretary  or  appropriate  State  agency 
to  promptly  notify  the  Inspector  General  of :  1)  the  receipt  from  any 
institution,  organization,  or  agency  or  any  application  or  request  for 
such  participation,  certification,  or  recertification  which  discloses  the 
name  of  any  such  person,  and  2)  the  action  taken  with  respect  to  such 
application  or  request. 

The  new  section  1127(b)  defines  "managing  employee"  for  purposes 
of  this  section.  The  term  means,  with  respect  to  an  institution,  organi- 
zation, or  agency,  an  individual,  including  a  general  manager,  busi- 
ness manager,  administrator,  and  director,  who  exercises  operational 
or  managerial  control  over  the  institution,  organization,  or  agency,  or 
who  directly  or  indirectly  conducts  the  day-to-day  operations  of  the 
institution,  organization,  or  agency. 

Section  8(b)  (1)  amends  section  1866(a)  of  the  Social  Security  Act 
by  adding  a  new  paragraph  (3) . 

The  new  Section  1866(a)  (3)  provides  that  the  Secretary  may  re- 
fuse to  enter  into  or  renew  an  agreement  under  medicare  with  a  pro- 
vider of  services  if  any  person  who  has  a  direct  or  indirect  ownership 
or  control  interest  of  5  percent  or  more  in  such  provider,  or  who  is  an 
officer,  director,  agent,  or  managing  employee  of  such  provider,  is  a 
person  described  in  the  new  section  1127  (a) . 

Section  8(b)  (2)  amends  section  1866(b)  (2)  of  the  Social  Security 
Act  by  providing  that  the  Secretary  may  terminate  a  provider  agree- 
ment if  he  determines  that  such  provider  (at  the  time  the  agreement 
was  entered  into)  did  not  fully  and  accurately  make  any  disclosure 
required  of  it  by  section  1127  (a) . 

Section  8  (c)  amends  section  1903  of  the  Social  Security  Act  by  add- 
ing a  new  subsection  (n) . 

The  new  section  1903  (n)  provides  that  the  medicaid  State  agency 
may  refuse  to  enter  into  any  contract  or  agreement  with  a  hospital, 
nursing  home,  or  other  institution,  organization,  or  agency  for  pur- 
poses of  participation  under  the  State  plan,  or  otherwise  to  approve 
an  entity  for  such  purposes,  if  any  person  who  has  a  direct  or  indirect 
ownership  or  control  interest  of  5  percent  or  more  in  such  institution, 
organization,  or  agency,  or  who  is  an  officer,  director,  agent,  or  manag- 
ing employee  of  such  entity  is  a  person  described  in  section  1127(a). 
This  action  may  be  taken  whether  or  not  such  institution,  organization, 
or  agency  has  in  effect  an  agreement  entered  into  with  the  Secretary 
pursuant  to  section  1866  or  is  subject  to  a  suspension  of  payment  order 
issued  under  medicaid.  Notwithstanding  any  other  provisions  of  section 
1903,  the  State  agency  may  terminate  any  such  contract,  agreement, 
or  approval  if  it  determines  that  the  institution,  organization,  or 
agency  did  not  fully  and  accurately  make  any  disclosure  required  of  it 
by  section  1127(a)  at  the  time  such  contract  or  agreement  was  entered 
into  or  such  approval  was  given. 

Section  8(d)  amends  section  2002(a)  of  the  Social  Security  Act  by 
adding  a  new  paragraph  ( 15 ) . 

The  new  section  2002(a)  (15)  provides  that  any  State  may  refuse 
to  enter  into  a  contract  or  other  arrangement  with  a  provider  of  serv- 
ices for  purposes  of  participation  under  title  XX  or  otherwise  to  ap- 
prove a  provider  for  such  purposes,  if  any  person  who  has  a  direct  or 


98 


indirect  ownership  or  control  interest  of  5  percent  or  more  in  such 
provider,  or  who  is  an  officer,  director,  a^ent,  or  managing  employee  is 
a  person  described  in  section  1127(a).  The  State  may  terminate  any 
such  contract,  arrangement,  or  approval  if  it  determines  that  the  pro- 
vider did  not  fully  and  accurately  make  any  disclosure  required  of  it 
by  section  1127(a)  at  the  time  the  contract  or  arrangement  was  en- 
tered into  or  the  approval  was  given. 

Section  8(e)  provides  that  the  amendments  made  by  this  section 
shall  apply  with  respect  to  contracts,  agreements,  and  arrangements 
entered  into  and  approvals  given  pursuant  to  applications  or  requests 
made  on  and  after  the  first  day  of  the  fourth  month  beginning  after 
the  date  of  enactment. 

SECTION  9.  FEDERAL  ACCESS  TO  RECORDS 

Section  9  amends  section  1902(a)  (27)  (B)  of  the  Social  Security 
Act  to  require  State  plans  to  include  provision  for  Federal  access  to 
records  of  persons  or  institutions  providing  services  under  medicaid 
in  the  same  manner  currently  provided  to  State  medicaid  agencies. 

SECTION  10.  CLAIMS  PROCESSING  AND  INFORMATION  RETRIEVAL  SYSTEMS 
FOR  MEDICAID  PROGRAMS 

Section  10(a)  amends  section  1903(a)  (3)  (B)  of  the  Social  Security 
Act  by  modifying  the  requirement  for  explanation  of  benefits  forms 
required  as  a  condition  of  increased  Federal  matching  for  operation 
of  approved  medicaid  management  information  systems.  The  section 
provides  that  such  notification  shall  be  provided  to  each  individual 
who  is  furnished  services  covered  by  the  plan,  or  to  each  individual 
in  a  saniple  group  of  individuals  who  are  furnished  such  services,  of 
the  specific  services  (other  than  confidential  services)  so  covered. 

Section  10(b)  provides  that  the  amendment  made  by  subsection  (a) 
shall  apply  with  respect  to  calendar  quarters  beginning  aft^r  the  date 
of  enactment. 

SECTION  tl.  RESTRICTION  ON  FEDERAL  MEDICAID  PAYMENTS 

Section  11(a)  amends  section  1903  of  the  Social  Security  Act  by 
adding  a  new  subsection  (o),  the  new  section  1903 (o)  provides  that, 
notwitlistan^iug  the  preceding  provisions  of  section  1903,  no  Federal 
medicaid  matching  payments  shall  be  made  to  a  State  for  expenditures 
for  medical  assistance  provided  for  an  individual  to  the  extent  that 
private  insurer  (as  defined  by  regulation)  would  have  been  obligated 
to  provide  such  assistance  but  for  a  provision  of  its  insurance  con- 
tract which  has  the  effect  of  limiting  or  excluding  such  obligation  be- 
cause the  individual  is  eligible  for  or  receiving  medicaid  benefits. 

Section  11(b)  provides  that  the  amendment  made  by  subsection  (a) 
shall  apply  with  respect  to  medical  assistance  provided  under  a  State 
medicaid  plan  on  and  after  January  1, 1978. 

SECTION  12.  STUDY  AND  REVIEW  OF  MEDICARE  CLAIMS  PROCESSING 

Section  12  requires  the  Comptroller  General  of  the  United  States 
to  conduct  a  comprehensive  study  and  review  of  the  administrative 
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SECTIOX  19.  FSTABLISH^IENT  OF  UNIFORM  REPORTING  SYSTEMS  FOR  DIFFER- 
ENT TYPES  OF  HEALTH  SERVICES  FACILITIES  AND  ORGANIZATIONS; 
MAKING  OF  REPORTS  UNDER  MEDICARE  AND  MEDICAID  PROGRAMS  IN 
ACCORDANCE  WITH  SUCH  SYSTEMS 

Section  19(a)  amends  part  A  of  title  XI  of  the  Social  Security  Act 
by  adding  a  new  section  1121,  entitled  "Uniform  Reporting  Systems 
for  Health  Services  Facilities  and  Organizations."  New  section 
1121(a)  requires  the  Sexiretary  to  establish,  by  regulation,  a  uniform 
system  of  reporting  for  hospitals,  skilled  nursing  facilities,  interme- 
diate care  facilities,  home  health  agencies,  health  maintenance  orga- 
nizations, and  other  types  of  health  services  facilities  and  organiza- 
tions receiving  payments  under  the  Social  Security  Act. 

New  section  1121(a)  further  requires  that  for  each  type  of  health 
services  facility  or  organization  reporting  under  the  uniform  system, 
the  following  information  will  be  required : 

(1)  the  aggregate  cost  of  operation  and  the  aggregate  volume 
of  services ; 

(2)  the  costs  and  volume  of  services  for  various  functional  ac- 
counts and  subaccounts ; 

(3)  rates,  by  category  of  patient  and  class  of  purchaser; 

(4)  capital  assets,  as  defined  by  the  Secretary,  including  (as 
appropriate)  capital  funds,  debt  service,  lease  agreements  used  in 
lieu  of  capital  funds,  and  the  value  of  land,  facilities,  and 
equipment ;  and 

(5)  discharge  and  bill  data. 

In  addition,  new  section  1121  (a)  requires  that  the  uniform  reporting 
system  for  a  type  of  health  services  facility  or  organization  shall  pro- 
vide for  appropriate  variation  in  the  application  of  the  system  to 
different  classes  of  facilities  or  organizations  within  that  type  and  shall 
be  established,  to  the  extent  practicable,  consistent  with  the  cooperative 
system  for  producing  comparable  and  uniform  health  information 
and  statistics  described  in  section  306(e)(1)  of  the  Public  Health 
Service  Act. 

New  section  1121  (b)  requires  the  Secretary  to : 

(1)  monitor  the  operation  of  the  systems  established  under 
subsection  (a) ; 

(2)  assist  with  and  support  demonstrations  and  evaluations 
of  the  effectiveness  and  cost  of  the  operation  of  such  systems  and 
encourage  State  adoption  of  such  systems ;  and 

(3)  periodically  revise  such  systems  to  improve  their  effective- 
ness and  diminish  their  cost. 

New  section  1121(c)  requires  the  Secretary  to  provide  the  infor- 
mation obtained  through  use  of  the  uniform  reporting  system  described 
in  new  section  1121(a)  in  a  useful  manner  and  format  to  appropriate 
agencies  and  organizations,  including  health  systems  agencies  (desig- 
nated under  section  1515  of  the  Public  Health  Service  Act)  and  State 
health  planning  and  development  agencies  (designated  under  section 
1521  of  such  Act) ,  as  may  be  necessar^^  to  carry  out  such  agencies-  and 
organizations'  functions. 
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Section  19(b)  (1)  amends  section  1861  (v)  (1)  of  the  S'ocial  Security 
Act  by  adding  a  new  section  1861  (v)  (1)  (F)  which  requires  that  reg- 
ulations pertaining  to  the  reasonable  cost  of  services  under  the  medi- 
care program  set  forth  under  section  1861  (v)  must  require  each 
provider  of  services  under  the  medicare  program  (other  than  a  fund) 
to  make  reports  to  the  Secretary  on  information  in  new  section  1121 
(a)  in  accordance  with  the  uniform  reporting  system  (established 
under  that  section)  for  that  type  of  provider. 

Section  19(b)  (2)  amends  section  1902(a)  of  the  Social  Security  Act 
(as  already  amended  by  sections  2(b),  3(c),  and  7(b)  of  this  legis- 
lation) by  adding  a  new  section  1902(a)  (40).  New  section  1902(a) 
(40)  requires  each  health  services  facility  or  organization  which  re- 
ceives payments  under  a  State  plan  for  medical  asisstance  and  of  a 
type  for  which  a  uniform  reporting  system  has  been  established  under 
new  section  1121(a)  to  make  reports  to  the  Secretary  on  information 
described  in  that  section  in  accordance  with  the  uniform  reporting 
system  (established  under  that  section)  for  that  type  of  facility  or 
organization. 

Section  19(c)(1)  requires  the  Secretary  to  establish  the  systems 
described  in  new  section  1121(a)  of  the  Social  Security  Act  only  after 
consultation  with  interested  parties  and : 

(a)  for  hospitals,  skilled  nursing  facilities,  and  intermediate 
care  facilities,  not  later  than  the  end  of  the  one-year  period,  and 

(b)  for  other  types  of  health  sendees  facilities  and  organiza- 
tions, not  later  than  the  end  of  the  two-year  period, 

beginning  on  the  date  of  enactment  of  this  legislation. 

Section  19(c)  (2)  (A)  specifies  that  the  amendments  made  by  section 
19(b)  will  apply,  with  respect  to  operations  of  a  hospital,  skilled 
nursing  facility,  or  intermediate  care  facility,  on  and  after  the  first 
day  of  its  first  fiscal  year  which  begins  after  the  end  of  the  six-month 
period  beginning  on  the  date  a  uniform  reporting  system  is  established 
(under  new  section  1121(a)  of  the  Social  Security  Act)  for  that  type 
of  health  services  facility. 

Section  19(c)  (2)  (B)  specifies  that  the  amendments  made  by  sec- 
tion 19(b)  will  apply  to  the  operation  of  a  health  services  facility  or 
organization  other  than  a  hospital,  skilled  nursing  facility,  or  inter- 
mediate care  facility,  on  and  after  the  first  day  of  its  first  fiscal  year 
which  begins  after  the  date  the  Secretary  determines  appropriate  for 
implementing  the  reporting  requirements  for  that  type  of  facility  or 
or.<Tanization. 

Section  19  (c)  (2)  (C)  specifies  that  the  amendments  made  by  section 
19(b)  (2)  will  apply  to  State  plans  for  medical  assistance  approved 
imder  title  XIX  of  the  Social  Security  Act,  on  and  after  October  1, 
1977  (except  as  provided  by  sections  "(19(c)  (2)  (B)  and  (B)). 

Changes  in  Existing  Law  Made  by  the  Bill,  as  Reported 

Tn  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
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summarizing  the  activities  of  the  Office  during  the  preceding  calendar 
year.  Such  report  shall  include,  but  need  not  be  limited  to — 

(1)  an  identification  and  description  of  significant  problems^ 
abuses,  and  deficiencies  relating  to  the  administration  of  programs 
and  operations  of  the  Department  disclosed  by  such  activities ; 

(2)  a  description  of  recommendations  for  corrective  action 
made  by  the  Office  with  respect  to  significant  problems,  abuses,  or 
deficiencies  identified  and  described  under  paragraph  (1) ; 

(3)  an  evaluation  of  progress  made  in  implementing  recom- 
mendations described  in  the  report  or,  where  appropriate,  in 
previous  reports ;  and 

(4)  a  summary  of  matters  referred  to  prosecutive  authorities 
and  the  extent  to  which  prosecutions  and  convictions  have 
resulted. 

Such  report  shall  also  include  an  evalioation  of  the  performance  of  the 
Attorney  General  in  the  investigation  and  prosecution  of  criminal 
violations  relating  to  fraud  in  the  programs  of  health  insurance  and 
medical  assistance  provided  u/nder  titles  XVIII  and  XIX  of  the 
Social  Security  Acty  and  shall  include  any  recommendations  with 
respect  to  improving  the  performance  of  such  activities, 

lie  4c  *  *  ♦  ♦  ♦ 
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of  the  Union  and  ordered  to  be  printed 


Mr.  Staggers,  from  the  Committee  on  Interstate  and  Foreign 
Commerce,  submitted  the  following 

REPOKT 

together  with 
SEPARATE  AND  ADDITIONAL  VIEWS 

[Including  cost  estimate  of  the  Congressional  Budget  Office] 

tTo  accompany  H.R.  3  which  on  Jan.  4,  1977,  was  referred  jointly  to  the  Com- 
mittee on  Ways  and  Means  and  the  Committee  on  Interstate  and  Foreign  Com- 
merce] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was 
referred  the  bill  (H.R.  3)  to  strengthen  the  capability  of  the  Govern- 
ment to  detect,  prosecute,  and  punish  fraudulent  activities  under  the 
medicare  and  medicaid  programs,  and  for  other  purposes,  having  con- 
sidered the  same,  report  favorably  thereon  with  four  amendments  and 
recommend  that  the  bill  as  amended  do  pass. 

The  amendments  are  as  follows : 

1.  On  page  1,  strike  out  line  5  and  all  that  follows  through  line  7  <»n 
page  27  and  insert  in  lieu  thereof  the  following : 

PROHIBITION  AGAINST  ASSIGNMENT  BY  PHYSICIANS  AND  OTHERS 
OF  CLAIMS  FOR  SERVICES;  CLAIMS  PAYMENT  PROCEDURES  FOR 
MEDICAID  PROGRAM 

Sec.  2.  (a)  (1)  Section  1842(b)  (5)  of  the  Social  Security 
Act  is  amended  by  adding  at  the  end  thereof  the  following 
new  sentence :  "No  payment  which  under  the  preceding  sen- 
tence may  be  made  directly  to  the  physician  or  other  person 
providing  the  service  involved  (pursuant  to  an  assignment 
described  in  subparagraph  (B)  (ii)  of  paragraph  (3))  shall 
be  made  to  anyone  else  under  a  reassignment  or  power  of 
attorney  (except  to  an  employer  or  facility  as  described  in 
clause  (A)  or  (B)  of  such  sentence) ;  but  nothing  in  this  sub- 
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has  included  in  its  reported  amendments  some  provisions  which  relate 
solely  to  part  A  of  the  medicare  program  (Hospital  Insurance  Bene- 
fits for  the  Aged  and  Disabled),  which  is  in  the  jurisdiction  of  the 
Committee  on  Ways  and  Means.  (Similarly,  that  committee  has  in- 
cluded in  its  reported  amendments  provisions  relating  solely  to  medic- 
aid, which  is  the  jurisdiction  of  the  Interstate  and  Foreign  Commerce 
Committee).  It  should  be  noted  that  substantive  action  on  the  amend- 
ments in  these  cases  were  carried  out  by  the  committee  on  jurisdiction. 
Adoption  by  the  other  committee  was  generally  done  pro  forma.  All 
provisions  which  were  within  both  committees'  jurisdiction,  however, 
were  fully  considered  by  each. 

II.  Summary  of  the  Bill 

As  reported,  the  provisions  of  H.R.  3,  the  Medicare-Medicaid  Anti- 
Fraud  and  Abuse  Amendments,  are  focused  on  six  major  areas: 
Strengthened  program  penalty  sanctions,  increased  disclosure  of  in- 
formation, needed  improvements  in  the  Professional  Standards  Re- 
view program,  administrative  reform,  and  other  Medicaid  amend- 
ments. The  summary  presented  below  briefly  outlines  the  principal 
features  of  the  bill  as  reported. 

PROGRAM  PENAT.TY  SANCTIONS 

1.  The  bill  modifies  the  penalty  provisions  in  existing  law  which 
relate  to  those  persons  providing  services  under  medicare  and  medic- 
aid. Most  fraudulent  acts  now  classified  as  misdemeanors  are  to 
become  felonies.  Penalties  are  to  be  increased  to. a  maximum  $25,000 
fine,  up  to  five  years  imprisonment,  or  both.  The  types  of  financial 
arrangements  and  conduct  to  be  classified  as  illegal  have  been  clarified. 
In  addition.  States  will  now  be  permitted  to  suspend  the  eligibility 
of  medicaid  recipients  convicted  of  defrauding  the  program.  However, 
the  misdemeanor  penalty  presently  provided  under  existing  law  for 
conviction  of  such  individuals  is  retained,  as  is  the  misdemeanor 
penalty  for  the  conviction  of  a  beneficiary  under  the  medicare  pro- 
gram. The  bill  also  requires  the  Health,  Education,  and  Welfare  In- 
spector General  to  include  in  his  annual  report  an  evaluation  of  the 
effort  of  the  Department  of  Justice  in  the  investigation  and  prosecution 
of  fraud  in  the  medicare  and  hiedicaid  programs  and  his  recommenda- 
tions for  improvement  of  that  effort.  (Section  4) 

2.  The  bill  requires  the  Secretary  of  Health,  Education,  and  Wel- 
fare to  suspend,  for  such  period  as  he  deems  appropriate,  from  par- 
ticipation under  medicare  and  medicaid,  an  individual  practitioner 
who  has  been  convicted  of  a  criminal  offense  related  to  such  individ- 
ual's involvement  in  medicare  or  medicaid.  When  the  Secretary  sus- 
pends an  individual,  he  must  also  notify  the  appropriate  State 
licensing  authorities,  requesting  that  investigation  be  made  and 
sanctions  invoked  in  accordance  with  the  State's  law  and  public 
policy.  (Section  7) 

1.  (a)  The  bill  requires,  as  a  condition  of  participation  or  certifica- 
tion in  either  medicare,  medicaid  or  the  maternal  and  child  health 
program,  the  annual  disclosure  to  the  Secretary  or  the  appropriate 
State  agency  by  the  participating  entity  of  the  identity  of  any  person 
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who  has  a  five  percent  or  ihore  ownership  interest  in  the  entity.  These 
disclosure  of  ownership  provisions  will  apply  to  medicare  and  medic- 
aid providers  of  services  (including  independent  clinical  laboratories 
and  renal  disease  facilities),  entities  furnishing  services  for  which 
payment  may  be  claimed  under  medicaid  or  the  maternal  and  child 
health  program  (but  not  including  any  individual  or  group  of  practi- 
tioners), and  medicare  carriers  or  intermediaries  and  medicaid  fiscal 
agents.  Providers  of  services  would  also  have  to  disclose  similar  own- 
ership information  about  any  subcontractor,  five  percent  or  more  of 
which  is  owned  by  the  provider.  ( Section  3 ) 

(b)  Furthermore,  the  bill  modifies  existing  medicare  and  medicaid 
provisions  relating  to  termination  of  medicare  provider  agreements 
or  suspension  of  medicaid  payments  to  health  care  entities  by  adding 
a  requirement  that  a  provider  must  comply  with  a  request  specifically 
addressed  to  it  by  the  Secretary  or  the  medicaid  State  agency  for  full 
and  complete  information  as  to  any  significant  business  transactions 
between  it  and  any  subcontractors  or  between  it  and  wholly-owned 
suppliers.  Finally,  in  the  case  of  subcontractors  having  more  than 
$25,000  in  annual  business  transactions  with  a  provider,  compliance 
would  be  required  with  similar  requests  related  to  ownership  informa- 
tion pertaining  to  the  subcontractor.  (Section  3) 

2.  The  bill  requires  all  institutional  providers  of  sj?rvices,  or  other 
agencies,  institutions,  or  organizations,  as  a  condition  of  pai-ticipation 
or  certification  in  medicare,  medicaid  or  the  social  services  programs 
under  Title  XX  of  the  Social  Security  Act  to  disclose,  in  the  applica- 
tion for  participation  or  certification,  the  names  of  owners,  officers, 
directors,  agents,  or  managing  employees  who  have  been  convicted 
of  fraud  against  the  medicare,  medicaid,  or  State  social  service  grant 
programs.  Where  an  application  contains  the  name  of  any  such  pre- 
viously convicted  individual,  the  Secretary  or  the  State  agency  can 
refuse  to  enter  into  an  agreement  or  refuse  to  contract  with  the  ap- 
plicant. The  Inspector  General  of  the  Department  of  Health,  Edu- 
cation, and  Welfare  must  be  informed  of  the  receipt  of  any  such  ap- 
plications and  of  any  action  taken  on  them.  (Section  8) 

3.  The  bill  authorizes  the  Comptroller  General  of  the  United  States 
to  sign  and  issue  subpenas  in  order  to  obtain  necessary  information 
and  facilitate  review  of  Social  Security  Act  health  programs.  The 
Comptroller  General  will  also  be  authorized,  upon  resistance  or  re- 
fusal by  an  individual  to  obey  a  subpena,  to  request  a  court  order 
requiring  compliance  with  the  subpena.  The  bill  would  impose  crim- 
inal sanctions  for  unauthorized  disclosure  by  the  GAO  of  individually 
identifiable  personal  medical  records  and  would  protect  such  records 
from  subpena  or  discovery  proceedings  in  connection  with  a  civil 
suit.  (Section  6) 

4.  The  bill  requires  any  provider  of  services  participating  in  medi- 
care to  promptly  notify  the  Secretary  of  its  employment  of  an  in- 
dividual who,  at  any  time  during  the  preceding  year,  was  employed 
in  a  managerial,  accounting,  auditing,  or  similar  capacity  by  a  medi- 
care fiscal  intermediary  or  carrier  that  services  the  provider.  (Sec- 
tion 15) 

5.  The  bill  allows  Federal  access  to  the  records  of  persons  or  in- 
stitutions providing  services  under  medicaid  in  the  same  manner  that 
such  access  is  presently  provided  to  State  agencies.  (Section  9) 
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PROFESSIONAL  STANDARDS  REVIEW 

The  bill  includes  several  provisions  designed  to  clarify  the  nature 
and  scope  of  PSRO  review  responsibilities,  to  enhance  the  capacity  of 
PSRO's  to  perform  reviews  of  the  necessity  and  appropriateness  of 
services  more  effectively,  and  to  improve  the  administration  and 
coordination  of  review  activities  so  as  to  assure  that  program  funds  are 
properly  expended.  Thus,  section  5  of  the  bill  provides : 

(1)  for  the  termination  of  other  duplicative  review  activities 
when  the  Secretary  determines  that  a  PSRO  is  competent  to 
perform  its  review  responsibilities;  that  the  determinations  of 
PSRO's  so  recognized  by  the  Secretary  with  respect  to  the  neces- 
sity and  appropriateness  of  care  are  conclusive  for  purposes  of 
program  payment ;  and  that  the  role  of  the  State  in  the  process  of 
establishing  and  evaluating  PSRO  review  of  services  provided 
through  the  medicaid  program  will  be  increased  and  made  more 
specific ; 

(2)  that  a  PSRO  may  be  conditionally  designated  for  a  period 
not  to  exceed  48  months  (with  authority  for  the  Secretary  to  ex- 
tend the  period  for  an  additional  24  months  where  warranted  by 
unusual  circumstances) ;  and  that  PSRO's  must  assume  review 
responsibilities  for  institutional  services  during  this  period ; 

(3)  for  the  Secretary  to  develop  ambulatory  care  review  meth- 
odologies for  use  by  PSRO's  and  to  make  such  methodologies 
available  within  2  years ;  to  require  a  PSRO,  where  he  finds  it  is 
capable  of  undertaking  ambulatory  care  review,  to  undertake  such 
review  no  later  than  2  years  after  it  becomes  fully  operational; 
and  to  give  priority  to  requests  by  PSRO's  to  review  services  in 
"shared  health  facilities" ; 

(4)  that  the  Federal  Government  may  assume  the  defense  costs 
incurred  by  a  PSRO  in  a  liability  suit  related  to  the  performance 
of  its  functions ; 

(5)  for  the  disclosure  of  information  with  respect  to  evidence 
of  fraud  to  designated  Federal  and  State  law  enforcement  agen- 
cies (with  a  prohibition  against  access  to  PSRO  records  in  the 
case  of  subpena  or  discovery  proceedings  in  a  civil  action) ,  and  for 
the  disclosure  of  aggregate  statistical  data  to  Federal  and  State 
health  planning  agencies ; 

(6)  for  the  annual  submission  to  the  Congress  by  the  Secretary 
of  a  comprehensive  report  on  the  administration,  cost,  and  impact 
of  the  PSRO  program ; 

(7)  for  a  prohibition  against  any  PSRO  disclosing  to  a  Federal 
official,  or  a  Federal  official  having  access  to,  any  individually 
identifiable  medical  record  in  the  possession  of  a  PSRO  relating  to 
medical  care  not  provided  or  paid  for  by  the  Federal  Government 
without  the  specific  consent  of  the  patient.  The  Department  of 
HEW  would  also  be  required  to  submit  its  legislative  recom- 
mendations to  the  Congress  as  to  the  appropriate  procedure  for 
maintaining  the  confidentiality  of  individual  medical  records. 
These  recommendations  would  be  made  after  taking  into  consid- 
eration the  final  report  of  the  Privacy  Protection  Study  Commis- 
sion and  must  be  submitted  to  the  Congress  no  later  than  90  days 
after  the  Privacy  Commission's  report  is  issued ;  and 
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(8)  for  several  clarifying  administrative  and  technical  changes 
designed  to  enhance  a  PSRO's  operational  capacity.  (Section  5) 

administrativt:  reform 

1.  The  bill  authorizes  the  Secretary  to  assign  and  reassign  providers 
to  available  intermediaries,  after  taking  into  account  any  preferences 
expressed  by  the  providers  and  after  applying  objective  performance 
standards  to  the  original  nominee  of  the  provider  prior  to  making  a 
reassignment.  Any  assignment  action  he  takes  must  be  based  on  a  find- 
ing that  it  will  result  in  more  efficient  and  effective  administration  of 
the  program.  Before  making  any  assignment  or  reassignment  that  is 
not  in  accord  with  the  provider's  choice,  the  Secretary  must  furnish  to 
the  provider  and  its  chosen  intermediary  a  full  explanation  of  his 
findings  with  respect  to  efficiency  and  effectiveness  and  provide  an 
appropriate  opportunity  for  a  hearing,  which  is  subject  to  judicial 
review. 

The  Secretary  is  also  authorized  to  designate  regional  intermedi- 
aries or  a  national  intermediary  with  respect  to  a  class  of  providers 
(e.g.,  home  health  agencies)  where  he  determines  that,  after  applying 
objective  performance  standards  to  agencies  or  organizations  that 
would  be  adversely  affected,  such  designation  will  result  in  more  ef- 
ficient and  effective  administration  of  the  program.  In  a  similar  man- 
ner to  that  mentioned  above,  this  authority  to  designate  with  respect 
to  a  class  of  providers  is  subject  to  a  requirement  that  the  Secretary 
fully  explain  to  the  affected  parties  his  findings  with  respect  to 
efficiency  and  effectiveness  and  provide  an  appropriate  opportunity 
for  a  hearing  which  is  subject  to  judicial  review.  (Section  14)  , 

2.  The  bill  requires  the  Secretary  to  establish  for  each  of  the  dif- 
ferent types  of  health  services  institutions  a  uniform  system  for  the 
reporting  of  such  items  as  cost  of  operation,  volume  of  services,  rates, 
capital  assets  and  bill  data.  This  reporting  system  would  be  mandated 
for  use  by  medicare  and  medicaid  providers  and  such  use  would  be 
phased  in  by  type  of  provider.  (Section  19) 

3.  The  bill  repeals  the  program  review  team  provisions  of  present 
law.  The  functions  formerly  performed  by  such  teams  with  respect 
to  the  quality  and  utilization  of  services  will  be  performed  by  Pro- 
fessional Standards  Review  Organizations.  (Section  13) 

4.  The  bill  would  encourage  each  State  to  establish  an  office  separate 
from  the  medicaid  program  agency  to  prepare  and  prosecute  cases  of 
suspected  fraud  and  abuse  in  the  program  by  providing  for  90  percent 
Federal  matching  funds  for  expenditures  to  establish  and  operate 
State  medicaid  fraud  control  units.  (Section  17) 

5.  The  bill  also  requires  States  to  make  provision  in  their  State 
medicaid  plan  for  claims  payment  procedures  which  ensure  that  90 
percent  of  the  bills  submitted  by  eligible  noninstitutionally-based  pro- 
viders will  be  reimbursed  within  30  days,  and  99  percent  within  60 
days.  The  State  would  not  be  cited  for  noncompliance  if  the  Secre- 
tary found  the  State  was  acting  in  good  faith  to  achieve  this  goal. 
(Sections) 

6.  The  bill  directs  the  Comptroller  General  to  conduct  a  compre- 
hensive review  of  the  administrative  structure  for  the  processing  of 
medicare  claims.  (Section  12) 
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7.  The  bill  requires  the  Secretary  of  Health,  Education,  and  Welfare 
to  report  to  the  Congress  within  12  months  after  enactment  of  this 
legislation  with  an  analysis  and  recommendations  relating  to  all 
aspects  (including  the  availability,  administration,  provision,  reim- 
bursement procedures  and  cost)  of  the  delivery  of  home  health  services 
under  medicare,  medicaid  and  the  title  XX  social  services  program. 
(Section  18) 

TECHNICAL  REVISION 

1.  Your  committee's  bill  clarifies  existing  law  to  insure  that  a  power 
of  attorney  cannot  be  used  to  circumvent  the  prohibition  in  existing 
law  against  the  use  of  "factoring"  arrangements  in  connection  with 
the  payment  of  provider  claims  by  the  medicare  and  medicaid  pro- 
grams. (Section  2) 

2.  The  bill  modifies  the  provisions  of  existing  law  related  to  the 
rental  or  purchase  of  durable  medical  equipment  to  mandate  that  the 
Secretary  require  the  purchase  of  such  equipment  where  purchase  will 
be  less  costly  than  extended  rental  payments.  (Section  16) 

3.  The  bill  increases  individual  state's  incentives  to  adopt  a  com- 
puterized medicaid  claims  processing  and  information  retrieval  sys- 
tem by  modifying  one  current  requirement  for  higher  Federal  match- 
ing funds  for  the  development  and  operation  of  this  system.  The  bill 
would  require  such  systems  to  provide  explanation  of  benefits  infor- 
mation to  only  a  sample  group  of  medicaid  recipients  rather  than  to 
each  recipient  as  is  currently  required.  (Section  10) 

4.  The  bill  would  preclude  Federal  matching  of  State  medicaid  ex- 
penditures that  result  from  State  laws  or  contracts  which  exclude  or 
limit  insurance  benefits  because  an  individual  is  eligible  for  medicaid. 
(Section  11) 

OTHER  MEDICAID  AMENDMENTS 

The  bill  provides  an  additional  six-month  period  to  States  to  meet 
the  requirements  of  the  current  law  concerning  review  of  care  deliv- 
ered in  long-term  care  institutions.  The  section  provides  that  if  a  State 
is  in  compliance  for  the  year  period  ending  December  31,  1977,  the 
Secretary  shall  waive  all  (or  such  part  as  is  appropriate)  of  the  reduc- 
tion which  would  otherwise  be  imposed  on  those  States  that  failed  to 
fulfill  the  requirements  of  the  law  during  previous  periods.  Further  the 
section  specifies:  1)  that  the  Secretary  must  provide  States  with  a 
30-day  notice  before  reducing  funds,  2)  that  the  Secretary  must  com- 
plete his  validation  surveys  of  State  reviews  and  give  notice  of  any 
reduction  resulting  from  his  findings  within  9  months  of  the  close  of 
the  year  in  question,  and  3)  that  good  faith  attempts  to  perform  re- 
views of  all  institutions,  and  actual  review  of  all  large  institutions  and 
98  percent  of  all  other  institutions,  will  be  considered  full  compliance 
with  the  requirements  of  the  law.  (Section  20) 

III.  Cost  of  Legislation 

As  reported  by  the  Committee,  H.R.  3  as  amended  provides  author- 
ization for  an  increase  in  the  Federal  matching  rate  for  the  Medicaid 
program  as  follows : 

(a)  It  provides  90  percent  Federal  matching  for  State  expenditures 
to  support  programs  of  educational  and  technical  assistance  to  expedite 
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the  filing  and  payment  of  claims.  The  higher  Federal  matching  is 
authorized  for  a  3-year  period  only.  A  maximum  of  $5  million  in 
aggregate  expenditures  annually  is  placed  on  funds  available  at  the 
higher  matching  rate. 

(b)  It  provides  90  percent  Federal  matching  for  expenditures  to 
establish  and  operate  State  Medicaid  fraud  control  units  which  meet 
certain  specified  standards.  The  higher  Federal  matching  is  authorized 
for  a  3-year  period  only.  A  maximum  on  the  annual  amount  any  State 
could  receive  at  the  higher  matching  rate  is  established  at  one-quarter 
of  1  percent  of  Medicaid  expenditures  in  the  State,  or  $500,000, 
whichever  is  greater. 

The  bill  also  delays  reductions  of  Medicaid  matching  funds  imposed 
on  the  States  because  of  failure  to  meet  the  requirements  of  the  law  for 
review  in  long-term  care  institutions.  The  reduction  is  waived  if  a  State 
comes  into  compliance  with  the  requirements  of  the  law  by 
December  31, 1977. 

However,  because  the  provisions  of  the  law  are  designed  to  increase 
program  efficiency  and  ability  to  detect  and  prosecute  fraud,  reductions 
in  program  expenditures  resulting  from  H.R.  3  are  expected  to  offset 
any  increase  in  expenditures  resulting  from  the  provisions  of  the  bill. 
As  set  forth  in  the  Congressional  Budget  Office  estimate  which  appears 
later  in  this  report,  no  increase  in  cost  is  estimated  to  occur. 

IV.  Purpose  and  Background  of  the  Bill 

In  recent  years,  numerous  hearings,  studies,  and  investigations 
undertaken  by  this  committee  and  other  committees  of  the  Congress, 
the  General  Accounting  Office,  and  other  Federal  and  State  agencies 
have  demonstrated  that  there  exist,  to  a  disturbing  degree,  fraudulent 
and  abusive  practices  associated  with  the  provision  of  health  services 
financed  by  the  medicare  and  medicaid  programs.  The  disclosures  to 
date  have  focused  on  a  broad  range  of  improper  activities  which  are 
not  restricted  to  one  particular  class  of  providers  or  treatment  set- 
tings. In  whatever  form  it  is  found,  however,  fraud  in  these  health 
care  financing  programs  adversely  impacts  on  all  Americans.  It 
cheats  taxpayers  who  must  ultimately  bear  the  financial  burden  of 
misuse  of  funds  in  any  government-sponsored  program.  It  diverts 
from  those  most  in  need,  the  nation's  elderly  and  poor,  scarce  pro- 
gram dollars  that  were  intended  to  provide  vitally  needed  quality 
health  services.  The  wasting  of  program  funds  through  fraud  also 
further  erodes  the  financial  stability  of  those  state  and  local  govern- 
ments whose  budgets  are  already  overextended  and  who  must  commit 
an  ever-increasing  portion  of  their  financial  resources  to  fulfill  the 
obligations  of  their  medical  assistance  programs.  In  addition  to  these 
adverse  financial  consequences,  the  activities  of  those  who  seek  to 
defraud  these  programs  unfairly  call  into  question  and  honesty  and 
integrity  of  the  vast  majority  of  practitioners  and  health  care 
institutions. 

Fraud  and  abuse  can  occur  in  a  number  of  different  medical  settings. 
Recent  investigations  have  demonstrated  the  pervasiveness  of  the 
problem. 
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A.  SHARED  HEALTH  FACILITIES 

Many  of  the  more  flagrant  examples  of  fraud  and  abuse  activities 
have  been  uncovered  in  so-called  "shared  health  facilities,"  also 
referred  to  as  medicaid  "mills."  Typically,  these  are  unregulated, 
unlicensed,  and  poorly  equipped  storefront  units  located  in  ghetto 
areas  of  large  metropolitan  cities.  Such  mills  derive  their  primary 
business  from  welfare  patients. 

Owners  of  these  facilities  are  usually  individuals  who  have  joined 
together  in  a  partnership  or  corporation  arrangement.  Some  may  own 
more  than  one  facility.  Some  may  also  be  providers  on  the  facility 
premises  or  at  anotheV  location.  They  may  also  own  pharmacies  or 
laboratories  which  are  often  used  as  the  exclusive  lab  or  pharmacy 
service  by  all  practitioners  in  the  facilities.  In  certain  instances  there 
is  overlapping  ownership  between  medicaid  mills  and  factoring  com- 
panies. 

Many  medicaid  practitioners  in  urban  areas,  with  little  working 
capital  and  often  holding  foreign  medical  degrees,  turn  to  medicaid 
mills.  These  are  usually  owned  by  real  estate  operators  who  have 
sufficient  capital  to  purchase  the  land,  office  space,  and  equipment 
necessary  to  operate  a  medical  practice.  In  t^>m,  the  average  practi- 
tioner will  pay  from  30  to  40  percent  of  gross  income  as  rent,  will  lose 
12  percent  of  his  income  to  the  factoring  agency,  and  in  a  large  num- 
ber of  cases  be  asked  to  divide  the  remaining  net  50-50  with  the  mill 
owner.  In  some  mills,  the  practitioners'  total  medicaid  income  is  turned 
over  to  the  mill  operator  and  the  practitioner  receives  a  commission 
based  on  dollar  volume  (an  average  of  20  to  40  percent  to  the  practi- 
tioner and  60  to  80  percent  to  the  mill  operator) . 

The  most  common  violations  in  the  mills  include  : 

(1)  "ping-ponging" — referring  of  patients  from  one  practioner 
to  another  within  the  facility  even  though  there  is  no  medical 
reason  for  doing  so ; 

(2)  "ganging" — billing  for  multiple  sendees  to  realtives  who 
accompany  a  family  member  who  alone  had  sought  treatment  at 
the  mill ; 

(3)  "upgrading" — billing  for  a  service  more  extensive  than  that 
actually  provided ; 

(4)  "steering" — directing  a  patient  to  a  particular  pharmacy,  a 
violation  of  the  medicaid  program's  policy  of  freedom  of  choice ; 
and 

(5)  billing  for  services  not  rendered — either  adding  services  not 
performed  onto  an  invoice  carrying  legitimate  billings  or  sub- 
mitting a  totally  fraudulent  claim. 

Other  violations  include  soliciting  offering,  or  receiviiig  kickbacks ; 
billing  twice  or  more  for  the  same  service ;  and  billing  both  medicare 
and  medicaid  for  the  same  service. 

Fee  splitting  and  percentage  lease  arrangements  are  common  prac- 
tices and  often  go  hand-in-hand  with  medicaid  mills.  Percentage  lease 
arrangements  are  a  basic  economic  incentive  to  form  these  facilities. 
Percentage  lease  arrangements  give  the  landlord  a  percentage  of  the 
provider's  gros&  income  in  return  for  office,  space,  equipment,  shared 
waiting  fooms,  laboratory  services,  custodial  and  office  help,  and  often 
administrative  services.  Studies  have  shown  that  the  average  per- 
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centage  lease  in  New  York  City,  for  example,  appeared  to  range  from 
30  to  40  percent  of  the  providers'  gross  fees  for  most  medical  disci- 
plines. While  the  American  Medical  Association  has  ruled  this  prac- 
tice unethical,  it  is  not  considered  illegal  in  most  States  and  is  not 
prohibited  under  Federal  law  or  regulations. 

Factoring  is  also  a  very  common  practice  associated  with  medicaid 
mills.  Although  factoring  was  outlawed  under  the  Social  Security 
Amendments  of  1972,  factoring  firms  have  evaded  statutory  intent  by 
working  under  a  power  of  attorney  arrangement. 

B.  CLINICAL  LABORATORIES 

Both  medicare  and  medicaid  provide  coverage  for  laboratory 
services  provided  by  independent  clinical  laboratories.  Over  the  past 
several  years,  there  has  been  increasing  concern  over  the  potential 
for  fraud  and  abuse  among  clinical  laboratories,  particularly  for 
services  funded  by  the  medicaid  program.  Several  State  commissions 
and  legislative  investigative  committees  have  focused  attention  on 
this  issue.  At  the  Federal  level,  two  congressional  committees  and  the 
General  Accounting  Office  have  also  examined  service  and  billing 
patterns  in  these  facilities. 

The  House  Committee  on  Interstate  and  Foreign  Commerce  re- 
viewed the  question  of  fraud  and  abuse  in  clinical  laboratories  within 
the  context  of  overall  improvements  needed  in  such  facilities.  Testi- 
mony presented  to  the  committee  by  the  executive  director  of  the  New 
Jersey  State  Commission  of  Investigation  indicated  that  physicians 
often  determined  which  laboratories  would  do  the  test  work  for  their 
medicaid  patients  by  the  amount  of  the  kickbacks  and  rebates  offered 
by  the  laboratory.  Testimony  before  the  committee's  Subcommittee 
on  Oversight  and  Investigations  indicated  that  these  kickbacks  are 
in  the  neighborhood  of  25  percent. 

Kickbacks  take  a  number  of  forms  including  cash,  long-term  credit 
arrangements,  gifts,  supplies  and  equipment,  and  the  furnishing  of 
business  machines.  The  most  common  practice,  however,  involves  the 
"rental"  of  small  office  space  in  a  medical  clinic  for  amounts  which 
are  far  in  excess  of  the  reasonable  value  of  the  space.  Frequently,  the 
"rent"  is  determined  by  paying  a  percentage  of  the  business  sent  to 
the  laboratory,  often  in  amounts  as  high  as  30  to  45  percent  of  the 
medicaid  billings  of  the  physician  or  clinic  sent  to  the  laboratory. 

C.  NURSING  HOMES 

Nursing  home  fraud  and  abuse  has  also  been  the  subject  of  exten- 
sive study  and  investigation.  Numerous  reports  and  hearings  have 
been  published  by  congressional  committees,  Federal  agencies,  and 
State  commissions  which  document  such  activities  as  patient  abuse, 
substandard  homes,  deceptive  real  estate  practices,  false  cost  report- 
ing, and  kickback  practices. 

Fraudulent  and  abusive  practices  relating  to  program  costs  involve 
the  intentional  misrepresentation  or  falsification  of  the  costs  involved 
in  providing  patient  care.  These  practices  may  take  many  forms. 
Examples  include:  deceptive  real  estate  practices  which  artificially 
inflate  property  costs,  false  or  misleading  cost  reports  which  hide  non- 
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allowable  costs,  inadequate  accounting  procedures  which  prohibit 
effective  auditing,  kickbacks  from  vendors,  and  failure  to  disclose 
ownership  interests.  Among  other  questionable  activities  engaged  in 
by  some  nursing  home  owners  and  operators  are : 

(1)  Deceptive  non-arms-length  transactions.- — Increased  medicaid 
reimbursement  can  result  from  failure  to  disclose  a  "non-arms-length 
transaction"  for  services,  realty  or  goods  provided  to  the  nursing 
home.  This  type  of  transaction  is  defined  as  an  arrangement  in  which 
the  nursing  home  operator  has  at  least  a  10  percent  interest  in  the 
equity  of  a  company  providing  real  property,  goods,  or  services  to  the 
facility. 

(2)  Reporting  other  business  expenses  on  the  nursing  homers 
hooks. — Some  nursing  home  owners  attempt  to  put  the  expense  of 
other  business  interests  on  the  nursing  home's  records.  These  include 
real  estate  taxes,  maintenance  supplies,  and  insurance  and  fuel  ex- 
penses. 

(3)  Unauditahle  boohs. — ^The  books  of  some  nursing  homes  are 
practically  unauditable.  A  case  was  reported  where  an  owner  kept 
one  set  of  books  for  three  of  his  homes  with  records  so  jumbled  that 
according  to  the  State  auditor  "they  defied  all  ordinary  auditing 
procedures." 

D.  INDEPENDENT  PRACTmONERS 

An  independent  practitioner's  income  from  medicaid  and  medicare 
is  based  in  part  on  the  volume  and  complexity  of  the  services  he 
provides.  Thus,  for  the  practitioner,  program  fraud  and  abuse  covers 
a  broad  spectrum  of  practices,  ranging  from  the  rendering  of  services 
of  arguable  medical  necessity  to  such  criminal  offenses  as  filing  false 
claims. 

There  is  much  less  evidence  of  fraud  and  abuse  among  practitioners 
than  by  nursing  homes,  medicaid  mills,  and  independent  laboratories. 
However,  there  is  no  way  to  estimate  the  extent  to  which  fraud  and 
abuse  by  practitioners  has  gone  undetected.  Much  of  the  evidence 
that  has  been  collected  in  these  other  areas  has  been  based  on  the 
testimony  of  associates,  a  review  of  business  records,  and  other  in- 
vestigative techniques  that  are  impractical  or  less  suitable  for  the 
review  of  an  individual  practitioner's  activities.  Detection  and  proof 
of  fraud  or  abuse  by  an  individual  practitioner  must  often  depend  on 
the  patient,  who  may  well  be  both  old  and  sick,  and  without  medical 
knowledge.  In  any  case,  whatever  its  true  extent  might  be,  it  is  clear 
that  the  potential  for  exploitation  exists  for  those  practitioners  that 
choose  to  cheat  medicaid  and  medicare. 

Perhaps  the  most  flagrant  fraud  involves  billings  for  patients  whom 
the  practitioner  has  not  treated.  A  related  form  of  fraud  involves 
claims  for  services  to  a  practitioner's  patients  that  were  not  actually 
furnished  and  intentionally  billing  more  than  once  for  the  same  service. 

Furnishing  excessive  services  is  probably  the  most  costly  non- 
criminal abuse  faced  by  health  benefit  programs.  At  the  same  time,  it 
is  relatively  difficult  to  prove  and  correct.  Since  the  medical  needs 
of  a  particular  patient  can  be  highly  judgmental,  it  is  difficult  to 
identify  program  abuse  as  a  practical  manner  unless  the  overutiliza- 
tion  is  grossly  unreasonable. 
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H.R.  3  is  designed  to  strengthen  the  ability  of  the  Federal  and  State 
governments  to  find  and  correct  abuse  and  to  detect  and  prosecute 
fraud.  Fraud  involves,  an  intentional  deception  or  misrepresentation, 
with  the  intent  of  receiving  some  unauthorized  benefit  for  the  individ- 
ual engaged  in  fraud.  In  the  health  area,  examples  of  fraud  may 
include :  billing  for  services  not  rendered,  misrepresentation  of  services 
rendered,  kickbacks,  deliberate  duplicate  billing,  false  or  misleading 
entries  on  cost  reports,  and  so  forth.  Program  abuse  is  less  clearly  de- 
fined and  includes  activity  wherein  providers,  practitioners,  and  sup- 
pliers of  services  operate  in  a  manner  inconsistent  with  accepted,  sound 
medical  or  business  practices  resulting  in  excessive  and  unreasonable 
financial  cost  to  either  medicare  or  medicaid.  Included  in  the  area  of 
abuse  are  the  provision  of  unnecessary  health  services  and  the  provi- 
sion of  necessary  care  in  unnecessarily  costly  settings. 

To  deal  with  the  problem  of  fraud,  more  eftective  prosecution  efforts 
and  stiffer  criminal  penalties  are  proposed.  Additionally,  since  issues 
of  medical  necessity  and  quality  j>f  care  may  be  present  in  cases  of 
possible  program  abuse  (as  distinct  from  criminal  fraud),  PSKO's 
can  be  a  valuable  resource  for  the  exercise  of  the  professional  medical 
judgment  that  may  need  to  be  made  in  certain  of  such  cases.  The  com- 
mittee believes  that  every  effort  must  be  made  to  encourage  the  rapid 
implementation  of  the  PSRO  program.  To  achieve  this  end,  H.R.  3 
includes  several  provisions  making  modifications  in  the  administrative 
structure  of  the  program  to  enhance  the  capacity  of  individual  PSRO's 
to  effectively  review  matters  of  quality  and  necessity. 

V,  Committee  Proposal 

EXPLANATION,  JUSTIFICATION,  AND  COMPARISON  WITH  PRESENT  LAW 

Prohibition  Agamst  Assianment  hy  Physicians  and  Others  of  Claims 
fm'  Services;  Claims  Payment  Procedures  for  Medicaid  Program. 
{Section  2) 

The  Committee's  bill  would  modify  existing  law  to  preclude  the  use 
of  a  power  of  attorney  as  a  device  to  circumvent  the  existing  ban  on  the 
use  of  "factoring"  arrangements  in  connection  with  the  payment  of 
claims  by  the  medicare  and  medicaid  programs.  Tl)ie  bill  further  re- 
quires State  medicaid  proirrams  to  provide  for  timely  claims  payment 
procedures  and  provides  higher  Federal  matching  funds  for  a  three- 
year  period  to  assist  States  with  programs  of  educational  and  technical 
assistance  to  expedite  the  filing  and  payment  of  claims. 

In  1972,  the  Congress  took  action  to  stop  a  practice  under  which 
some  physicians  and  other  persons  providing  ser^dces  imder  medicare 
and  medicaid  reassigned  their  medicare  and  medicaid  receivables  to 
other  orsranizations  or  groups.  Under  the  conditions  of  these  reassign- 
ments,  the  organizations  or  groups  purchased  the  receivables  for  a 
percentage  of  their  face  value,  submitted  claims  and  received  payments 
in  their  name.  By  1972,  it  had  become  apparent  that  such  imssign- 
ments  were  a  significant  source  of  incorrex»t  and  inflated  claims  for 
services  paid  bv  medicare  and  medicaid.  In  addition,  cases  of  fraudu- 
lent billings  bv  collection  agencies  and  substantial  overpayments  to 
these  so-called  "factoring"  agencies  were  also  found. 


4g 


Congress  concluded  that  such  arrangements  were  not  in  the  best 
interest  of  the  government  or  the  beneficiaries  served  by  the  medicare 
and  medicaid  programs.  The  Social  Security  Amendments  of  1972, 
Public  Law  92-603,  therefore,  included  a  prohibition  against  the  pay- 
ment for  covered  services  to  anyone  other  than  the  patient,  his 
physician,  or  other  person  who  provided  the  service,  unless  the  phy- 
sician or  other  person  is  required  as  a  condition  of  his  employment 
to  turn  his  fees  over  to  his  employer,  or  unless  the  physician  or  other 
person  has  an  arrangement  with  a  facility  under  which  the  facility 
bills  for  such  services. 

Despite  these  efforts  to  stop  factoring  of  medicare  and  medicaid 
bills,  some  practitioners  and  other  persons  have  circumvented  the  in- 
tent of  the  law  by  use  of  a  power  of  attorney.  The  use  of  a  power  of 
attorney  allows  the  factoring  company  to  receive  the  medicare  or 
medicaid  payment  in  the  name  of  the  physician,  thus  allowing  the 
continuation  of  program  abuses  which  factoring  activities  were  shown 
to  produce  in  the  past. 

The  bill  would  modify  existing  law  to  preclude  the  use  of 
a  power  of  attorney  as  a  device  for  reassignments  of  benefits  under 
medicare  and  medicaid,  other  than  an  assignment  to  a  governmental 
entity  or  establishment,  or  an  assignment  established  by  or  pursuant  to 
the  order  of  a  court  of  competent  jurisdiction.  The  bill  also  provides 
for  similar  prohibitions  with  respect  to  billings  for  care  provided  by 
institutions  under  medicare  and  medicaid.  However,  it  would  not  pre- 
clude the  agent  of  a  physician  or  other  person  furnishing  services  from 
collecting  any  medicare  or  medicaid  payment  on  behalf  of  a  physician, 
provided  the  agency  does  so  pursuant  to  an  agreement  under  which  the 
compensation  paid  the  agency  for  his  services  or  for  the  billings  or  col- 
lections of  payments  is  unrelated  (directly  or  indirectly)  to  the  dollar 
amount  of  the  billings  or  payments,  and  is  not  dependent  upon  the 
actual  collection  of  any  such  payments.  Thus,  the  use  of  billing  agents 
by  doctors  and  others,  when  the  asrents  are  paid  on  a  basis  related  to  the 
cost  of  doing  business  and  not  dollar  amounts  billed  or  collected,  would 
not  be  precluded.  The  bill  would  not  impose  any  limitations  on  the  use 
of  billing  or  collection  agencies  for  payments  owed  bv  anyone  other 
than  the  medicare  or  medicaid  programs.  Nor  is  it  the  committee's 
intention  that  this  provision  preclude  the  legitimate  transfer  of  ac- 
counts receivable  from  these  programs  by  an  individual  or  an  institu- 
tion unon  the  "sale"  of  tbp  individupl'c:  practice  I' for  example  upon 
reti^-ement)  or  as  part  of  the  sale  of  all  the  assets  of  an  institution. 

The  committee  received  considerable  testimony  indicating  that 
undue  delav  in  medicaid  claims  payments  contributes  to  the  rise  of 
f actorim?  arransrements  rs  well  as  discourasres  physicians  from  partic- 
ipatino"  in  the  program.  The  committee  wishes  to  assure  that  the  ban  on 
factoring  arrangements  will  not  impose  an  undue  hardship  on  medic- 
aid practitionors.  The  bill  thereforp  r^quirpq  State  medicaid  plans  to 
provide  for  claims  pavment  procedures  which  ensure  that  90  percent 
of  claims  for  services  furnished  bv  health  care  practitioners  through 
individual  or  srroup  practices  or  throu.qrh  shared  health  facilities  are 
paid  within  30  davs  of  receipt ;  99  percent  of  such  claims  must  be  paid 
within  60  davs  of  receipt.  State  plans  must  further  provide  for  proce- 
dures for  prepayment  and  postpavment  claims  review.  The  bill  per- 
mits the  Secretary  of  Health,  Education,  and  Welfare  to  waive  this 
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State  plan  requirement  if  he  finds  that  a  State  has  exercised  good  faith 
in  trying  to  ensure  timeliness  and  accuracy  in  its  claims  payment  op- 
eration. Among  other  things  the  Secretary  should  take  into  account 
in  making  a  waiver  determination  is  whether  the  State  has  received  an 
unusually  high  volume  of  claims  Avhich  are  not  clean  claims  (i.e., 
claims  for  Avhich  no  further  written  information  or  substantiation  is 
required  from  the  provider). 

In  many  areas  of  the  country,  a  significant  volume  of  medicaid 
claims  submitted  are  inadequately  or  incorrectly  filed.  The  bill  there- 
fore authorizes  90  percent  Federal  matching  from  January  1978 
through  September  1980  for  the  costs  attributable  to  the  conduct  of 
such  educational  and  technical  assistance  programs  for  health  care 
practitioners  as  the  Secretary  determines  are  likely  to  expedite  the 
filing  and  payment  of  claims.  Technical  assistance  may  be  provided 
through  such  means,  including  outreach  offices,  the  media,  and  tele- 
phone systems,  as  the  Secretary  determines  to  be  appropriate.  The 
maximum  amount  of  payment  available  to  the  States  under  this  sec- 
tion may  not  exceed  $1.25  million  in  any  calendar  quarter.  If  the 
aggregate  amount  of  payment  would  otherwise  exceed  this  limitation, 
the  amount  made  available  to  each  State  would  be  proportionately 
reduced. 

Disclosure  of  OionersMp  and  Financial  Information  {Section  3) 

The  Committee's  bill  would  require  entities  (other  than  individual 
practitioners  or  groups  of  practitioners)  providing  services  under 
medicare,  medicaid,  or  the  maternal  and  child  health  program  to  dis- 
close certain  ownership  interests,  as  a  condition  of  program  participa- 
tion. These  discolsure  requirements  would  also  be  applied  to  medicare 
intermediaries  and  carriers  and  medicaid  fiscal  agents.  Disclosure  of 
additional  ownership  and  financial  information  would  be  required, 
but  only  when  specifically  requested. 

Current  law  and  program  policies  already  require  the  provision  of 
certain  ownership  and  financial  information  pertaining  to  entities 
providing  services  under  medicare  and  medicaid.  For  example,  an 
agreement  with  a  provider  of  services  under  medicare  may  be  termi- 
nated if  the  provider  fails  to  furnish  information  necessary  to  vali- 
date the  amount  of  payment  claimed.  In  a  dilferent  context,  present 
law  requires,  as  a  medicare  and  medicaid  condition  of  participation,  a 
skilled  nursing  facility  to  disclose  to  the  Secretary  or  appropriate 
State  agency,  and  keep  current,  the  name  of  anyone  having  significant 
ownership  interest  in  the  facility.  Intermediate  care  facilities  under 
medicaid  are  also  required  to  disclose  information  on  significant  oAvn- 
ership  interests. 

The  Committee  believes,  however,  that  the  information  required  un- 
der current  law  is  often  insufficient  to  facilitate  the  detection  of  fraud- 
ulent practices.  Information  now  required  does  not  provide  adequate 
documentation  on  persons  with  significant  ownership  interests  in  more 
than  one  facility  or  other  entity  participating  in  medicare,  medicaid, 
or  the  maternal  and  child  health  proq^ram.  Information  is  not  specifi- 
cally required  to  identify  persons  with  significant  ownership  interests 
in  related  companies  that  supply  goods  and  services  to  providers  or 
other  participating  entities.  Authority  to  obtain  information  on  finan- 
cial transactions  with  related  suppliers  or  with  subcontractors  is  not 
clearly  defined  in  law. 
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To  remedy  these  problems,  the  bill  would  require  disclosure  of  spe- 
cified ownership  information  to  the  Secretary  or  the  appropriate 
State  agency,  as  a  condition  of  an  entity's  participation,  certification, 
or  recertification  under  medicare,  medicaid,  or  the  maternal  and  child 
health  program.  Entities  required  to  disclose  would  be  defined  as: 
Medicare  providers  of  services  (as  defined  in  section  1861  (u),  which 
includes  hospitals,  skilled  nursing  facilities,  and  home  health  agen- 
cies) ,  independent  clinical  laboratories,  renal  disease  facilities,  and  all 
entities  (other  than  individual  practitioners  or  groups  of  practition- 
ers) that  claim  reimbursement  for  services  provided  under  medicaid 
or  the  maternal  and  child  health  program.  In  addition,  the  bill  would 
require  medicare  intermediaries  and  carriers  and  medicaid  fiscal 
agents  to  disclose  specified  ownership  information  as  a  condition  of 
contract  or  agreement  approval  or  renewal  under  titles  XVIII  and 
XIX. 

The  bill  specifies  that  disclosing  entities  must  supply  full  and  com- 
plete information  as  to  the  identity  of  each  person  who : 

(1)  has  a  direct  or  indirect  ownership  interest  of  five  percent 
or  more  in  the  entity, 

(2)  owns  (in  whole  or  part)  a  five  percent  interest  in  any 
mortgage  secured  by  the  entity, 

(3)  is  an  officer  or  director  of  the  entity,  if  it  is  organized  as  a 
corporation,  and 

(4)  is  a  partner  in  the  entity,  if  it  is  organized  as  a  partnership. 
Where  disclosing  entities  providing  services  under  medicare  or 

medicaid  own  five  percent  or  more  of  a  subcontractor,  similar  owner- 
ship information  would  be  required  to  be  disclosed  about  the 
subcontractor. 

In  addition,  the  bill  would  require,  to  the  extent  feasible,  that  infor- 
mation about  a  person's  ownership  disclosed  by  an  entity  must  also 
include  information  with  respect  to  ownership  interest  of  that  person 
in  any  other  entity  which  is  required  to  comply  with  disclosure  require- 
ments under  the  bill. 

The  bill  would  also  modify  the  existing  provisions  of  title  XYIII 
and  XIX  which  relate  to  termination  of  medicare  provider  agreements 
or  suspension  t)f  medicaid  payments  to  health  care  entities  (other  than 
individual  practitioners  and  groups  of  individual  practitioners)  by 
adding  two  additional  requirements.  The  bill  would  require  a  provider 
entity  to  comply  with  specific  requests  addressed  to  it  by  the  Secretary 
or  the  State  medicaid  agency  for  full  and  complete  information  on: 
(1)  the  ownership  of  any  subcontractor  (as  defined  in  regulations) 
with  whom  the  provider  has  annual  business  transactions  of  more  than 
$25,000,  and  (2)  any  significant  business  transactions  (as  defined  in 
regulations)  between  it  and  any  subcontractor  or  between  it  and  any 
wholly-owned  supplier. 

In  developing  regulations  to  define  subcontractors  and  suppliers,  the 
Committee  intends  that  a  distinction  be  made  between  agencies  and 
organizations  from  which  a  provider  only  purchases  goods  and  services 
to  assist  it  in  meeting  its  obligations  to  patients  and  those  agencies 
and  organizations  to  which  a  provider  has  actually  delegated  some 
of  the  duties  and  obligations  it  has  directly  to  its  patients.  Although 
the  facts  and  circumstances  of  individual  situations  may  differ,  it  is 
contemplated  under  such  a  delineation  that  the  relationship  between 
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a  hospital  and  a  commercial  laundry  would  be  considered  to  be  that  of 
a  provider  and  its  supplier,  but  that  the  relationship  between  a  hos- 
pital and  a  management  company  with  which  it  has  contracted  to 
administer  either  all  or  part  of  the  day-to-day  operations  of  the  insti- 
tution or  the  relationship  between  a  hospital  and  an  independent  radi- 
ological service  would  be  that  of  a  provider  and  a  subcontractor. 

The  bill  specifies  that  the  Secretary  is  to  determine  by  regulation 
the  meaning  of  the  phrase  "directly  or  indirectly"  with  respect  to  per- 
sons having  ownership  interests  in  disclosing  entities.  In  directing 
him  to  do  this,  the  Committee  is  acutely  aware  of  the  difficulties 
involved  in  developing  this  definition,  particularly  when  the  phrase 
"persons  with  ownership  interests"  is  interpreted  to  mean  a  corpora- 
tion. Institutional  providers  of  health  care  often  are  owned  by  cor- 
porate entities  which  in  turn  are  owned  by  other  corporations.  In 
order  to  compile  accurate  information  on  persons  with  ownership 
interests  in  disclosing  entities,  the  Committee  believes  it  is  also 
necessary  to  obtain  information  on  persons  with  ownership  interests 
in  these  other  corporations.  The  information  to  be  disclosed  under  the 
bill  must  go  beyond  the  listing  of  corporate  identities  unless  that  cor- 
poration is  already  subject  to  ownership  disclosure  under  the  statutes 
administered  by  the  Securities  and  Exchange  Commission  or  other 
Federal  regulatory  agencies.  It  is  intended,  at  the  minimum,  to  iden- 
tify those  persons  with  ownership  interests  of  five  percent  or  more  in 
a  nonpublicly  held  corporation  that  owns  a  disclosing  entity.  In  addi- 
tion, the  Secretary  may  determine  that  it  is  necessary  to  require  dis- 
closure of  persons  with  ownership  interests  in  nonpublicly  held 
corporations  beyond  the  first  level  of  corporate  ownership  where  the 
concept  of  "pyramiding"  of  corporate  structures  appears  to  be  present. 

The  committee  views  the  disclosure  requirements  imposed  by  the 
bill  to  be  of  critical  importance  in  the  process  of  detecting  and  deter- 
ring fraudulent  and  abusive  practices  within  the  medicare,  medicaid, 
and  the  maternal  and  child  health  programs.  The  Committee  does 
not  intend,  however,  or  these  requirements  to  be  unduly  burden- 
some on  providers  and  other  entities  to  which  they  apply.  The  provi- 
sions were  designed  to  be  incorporated  into  the  ongoing  certification 
or  contractual  process.  It  is,  therefore,  expected  that  their  implementa- 
tion and  administration  will  be  accomplished  in  such  a  way  as  to 
preclude  unnecessary  additional  administrative  burdens  on  those 
complying  with  them. 

Penalties  for  Defrauding  Medicare  and  Medicaid  (Section  4) 

The  committee  bill  would  modify  the  penalty  provisions  in  existing 
law  w^hich  relate  to  those  persons  providing  services  under  medicare 
and  medicaid. 

Existing  law  provides  specific  penalties  under  the  medicare  and 
medicaid  programs  for  certain  practices  that  have  long  been  regarded 
by  professional  organizations  as  unethical,  which  are  unlawful  in  some 
jurisdictions,  and  which  contribute  significantly  to  the  cost  of  the  pro- 
grams. Such  practices  as  the  submission  of  false  claims,  or  the  solicit- 
ing, offering,  or  acceptance  of  kickbacks  or  bribes,  including  rebates  or 
a  portion  of  fees  or  charges  for  patient  referrals,  are  misdemeanors 
under  present  law  and  punishable  by  a  maximum  $10,000  fine,  up  to 
one  year  imprisonment,  or  both.  In  addition,  the  making  of  false  state- 
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ments  with  respect  to  material  facts  concerning  the  conditions  of  health 
care  facilities  in  order  to  qualify  for  certification  under  medicare  and 
medicaid  is  considered  a  misdemeanor  and  punishable  by  a  maximum 
$2,000  fine,  up  to  six  months  in  prison,  or  both. 

Recent  hearings  and  reports,  however,  indicate  that  such  penalties 
have  not  proved  adequate  deterrents  against  illegal  practices  by  some 
individuals  v»^ho  provide  services  under  medicare  and  medicaid.  In  ad- 
dition, these  misdemeanor  penalties  appear  inconsistent  with  existing 
Federal  criminal  code  sanctions  which  make  similar  actions  punishable 
as  felonies.  Also,  it  has  been  brought  to  the  attention  of  the  committee 
by  U.S.  Attorneys'  offices  which  have  utilized  these  Social  Security 
Act  sanctions  in  the  prosecution  of  medicare  and  medicaid  fraud  cases 
that  the  existing  language  of  these  penalty  statutes  is  unclear  and 
needs  clarification. 

The  bill  would  strengthen  the  penalty  provisions  in  existing  law 
which  relate  to  persons  providing  services  under  medicare  and  medi- 
caid. Most  fraudulent  acts  now  classified  as  misdemeanors  w^ould  be- 
come felonies.  Penalties  for  these  acts  would  be  increased  to  a  maxi- 
mum $25,000  fine,  up  to  five  years  imprisonment  or  both. 

In  addition,  the  bill  would  clarify  and  restructure  those  provisions 
in  existing  law^  which  define  the  types  of  financial  arrangemients  and 
conduct  to  be  classified  as  illegal  under  medicare  and  medicaid. 

It  would  make  subject  to  the  penalty  provisions  any  person  wdio 
solicits  or  receives  any  remuneration  (1)  in  return  for  referring  an 
individual  to  a  person  for  the  furnishing,  or  arranging  for  the  fur- 
nishing of  items  or  services;  or  (2)  in  return  for  purchasing,  leas- 
ing, or  ordering,  or  arranging  for,  or  recommending  the  purchasing, 
leasing,  or  ordering  of  goods,  facilities,  or  services.  Also,  any  person 
who  offers  or  pays  any  remuneration  to  any  person  to  induce  such 
person  to  do  similar  activities  would  be  subject  to  the  penalty 
provisions. 

The  bill  would  define  the  term  "any  remuneration"  broadly  to  en- 
compass kickbacks,  bribes,  or  rebates  which  may  be  made  directly  or 
indirectly,  overtly  or  covertly,  in  cash  or  in  kind  (but  would  exclude 
any  amount  paid  by  an  employer  to  an  employee  for  employment  in 
the  provision  of  covered  items  or  services). 

The  bill  w^ould  specifically  exclude  the  practice  of  discounting  or 
other  reductions  in  price  from  the  range  of  financial  transactions  to  be 
considered  illegal  under  medicare  and  medicaid,  but  only  if  such  dis- 
counts are  properly  disclosed  and  reflected  in  the  cost  for  which  reim- 
bursement could  be  claimed.  The  committee  included  this  provision 
to  ensure  that  the  practice  of  discounting  the  normal  course  of  business 
transactions  would  not  be  deemed  illegal.  In  fact,  the  committee  would 
encourage  providers  to  seek  discounts  as  a  good  business  practice  w^hich 
results  in  savings  to  medicare  and  medicaid  progi'am  costs. 

In  addition,  the  committee  bill  would  allow  States  to  suspend,  for  a 
period  not  to  exceed  one  year,  the  eligibility  of  medicaid  recipients 
convicted  of  defrauding  the  program.  However,  the  misdemeanor  pen- 
alty provision  presently  provided  under  existing  law  for  conviction 
of  such  individuals  would  be  retained  (maximum  fine  of  $10,000,  up  to 
one  year  imprisonment,  or  both)  as  would  be  the  penalty  for  conviction 
of  a  beneficiary  under  the  medicare  program. 
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In  its  consideration  of  this  bill,  the  committee  has  focused  consid- 
erable attention  on  the  activities  of  the  Department  of  Justice  to  in- 
vestifrate  and  prosecute  fraud  in  the  medicare  and  medicaid  proo^rams. 
The  committee  believes  that  the  Department  must  develop  the  re- 
sources to  combat  this  complex  type  of  criminal  activity.  The  Attorney 
General  has  made  a  commitment  to  stren^hen  departmental  efforts 
in  this  area  and  intends  to  monitor  those  efforts  quite  closely.  The  let- 
ter of  the  Attorney  General  to  the  Chairman  of  the  Health  Subcom- 
mittee of  the  Ways  and  Means  Committee  outlining  departmental 
initiatives  in  this  area  follows : 

Office  of  the  Attorxey  Gexerae. 

Washington,  B.C.,  May  12, 1977. 

Hon.  Dan  Rostenkowski, 

Chairmanj  Subcommittee  on  Health,  Committee  on  Ways  and  Means, 
Home  of  Representatives,  Washington,  B.C. 

Dear  Mr.  Chairman  :  I  am  writing  you  again  with  refernce  to  the 
proposal  to  include  in  H.R.  3  a  mandate  for  the  establishment  of  a 
separate  and  identifiable  organizational  unit  within  the  Department's 
Criminal  Division  to  carry  out  specified  functions  relating  to  investi- 
gation and  prosecution  of  criminal  violations  in  the  programs  of  health 
insurance  and  medical  assistance  provided  under  the  Social  Security 
Act.  As  I  indicated  in  my  appearance  before  your  Subcommittee,  I 
fully  concur  in  the  need  for  vigorous  investigation  and  prosecutions 
of  fradulent  activities  in  the  medicare-medicaid  program.  I  strongly 
feel,  however,  that  the  aforementioned  provision  is  urnecessary  and 
would  set  an  undesirable  precedent  by  dictating  in  law  a  particulai 
subordinate  organization  within  the  Criminal  Division. 

In  recognition  of  the  importance  of  taking  effective  action  against 
medicare-medicaid  abuses,  we  are  currently  taking  the  following  steps. 

1.  We  have  within  the  Fraud  Section  of  the  Criminal  Division  a 
program  fraud  unit  w^hich  coordinates  Department  efforts  directed 
against  program  abuse  and  maintains  regular  liaison  with  program 
agencies  including  HEW. 

2.  We  are  currently  working  on  preparation  of  a  Medicaid  Enforce- 
ment Manual  for  distribution  to  Assistant  United  States  Attorneys 
to  assist  them  in  prosecuting  medicaid-medicare  cases. 

3.  We  are  meeting  on  a  regular  basis  with  the  Inspector  General  and 
his  staff  of  HEW  in  an  attempt  to  develop  strategies  and  enforcement 
priorities  within  medicaid-medicare  areas. 

4.  There  is  a  separate  program  fraud  unit  within  the  Public  Integ- 
rity Section  which  focuses  on  situations  involving  corruption  of  gov- 
ernment officials  in  the  administration  of  programs. 

5.  We  are  attempting  to  identify  significant  cases  in  order  to  insure 
that  ample  resources  are  devoted  to  their  development  and  prosecution. 

6.  Many  of  the  larger  of  the  United  States  Attorneys  offices,  includ- 
ing the  Southern  District  of  New  York  and  Chicago,  have  established 
separate  program  fraud  units  within  the  district  to  focus  on  these 
types  of  offenses. 

I  have  every  intention  of  continuing  emphasis  in  this  area.  I  do 
respectfully  recommend,  however,  against  placing  in  the  law  the  re- 
quirement of  a  specific  organization  entity  for  this  purpose.  I  am  afraid 
that  other  Congressional  committees  will  feel  that  they  must  support 
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similar  organizational  requirements  in  law  for  their  programs  to 
insure  that  such  programs  receive  appropriate  attention.  A  prolifera- 
tion of  special  units  would  inevitably  lead  to  confusion,  lack  of  flexi- 
bility and  be  self-defeating  of  the  purposes  intended. 
Sincerely, 

Griffin  B.  Bell,  Attorney  General. 

In  addition  the  bill  modifies  section  204(a)  of  Public  Law  94-505, 
relating  to  the  annual  reports  of  the  Health,  Education  and  Welfare 
Inspector  General,  to  require  the  Inspector  General's  report  to  include 
an  evaluation  of  the  performance  of  the  Attorney  General  in  the  in- 
vestigation and  prosecuting  of  criminal  violations  relating  to  fraud 
in  the  medicare  and  medicaid  programs  and  include  any  recommenda- 
tions with  respect  to  improving  the  performance  of  such  activities. 

Amendments  Related  to  Professional  Standards  Review  Organizations 
{Section  5) 

Waiver  of  Other  Review  Requirements  {Section  S{a)) 
The  committee's  bill  provides  that  where  the  Secretary  finds  a 
given  Professional  Standards  Review  Organization  (PSEO)  com- 
petent to  perform  required  review  functions,  similar  activities  other- 
wise required  by  law  would  not  apply,  except  to  the  extent  specified  by 
the  Secretary. 

Under  present  law,  the  Secretary  is  authorized  to  waive  any  or  all 
of  the  review,  certification,  or  similar  activities  otherwise  required 
under  the  law  where  he  finds,  on  the  basis  of  substantial  evidence  of 
the  effective  performance  of  review  and  control  activities  by  PSRO's, 
that  the  activity  or  activities  are  no  longer  needed  for  the  provision 
of  adequate  review  and  control.  The  purpose  of  this  provision  was  to 
avoid  duplication  of  review  functions.  Current  law  does  not  specifi- 
cally state  that  the  waiver  authority  is  applicable  to  conditionally  des- 
ignated organizations,  although  the  language  has  been  interpreted 
to  permit  such  actions. 

The  bill  would  both  clarify  present  law  and  simplify  its  applica- 
tion by  providing  that  where  the  Secretary  makes  a  formal  determina- 
tion that  a  given  PSRO  is  competent  to  perform  required  review 
functions,  the  review,  certification  and  similar  activities  otherwise 
required  by  law  Avould  not  be  applicable  with  respect  to  those  pro- 
viders, suppliei^,  and  practitioners  being  reviewed  by  such  PSRO, 
except  to  the  extent  specified  by  the  Secretary.  A  finding  by  the  Secre- 
tary under  this  subsection  could  be  made  both  with  respect  to  condi- 
tionally designated  and  qualified  PSRO's.  The  provision  would  not 
affect  other  provisions  of  existing  law  relating  to  determinations  with 
respect  to  conditions  for  eligibility  to  or  payment  of  benefits  (as 
distinct  from  reviews  or  certifications  of  medical  necessity). 

Modification  of  Requirements  for  Conditionally  Designated  PSRO'^s 
{Section 6 {h) ) 

The  committee's  bill  extends  the  time  period  for  conditional  des- 
ignation of  PSRO's  and  clarifies  the  language  of  present  law  pertain- 
ing to  the  duties  and  functions  a  PSRO  must  assume  during  this  trial 
period. 

Current  law  provides  that  each  PSRO  shall  initially  be  designated 
on  a  trial  basis  for  a  period  not  to  exceed  two  years.  By  the  end  of  the 
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period,  the  organization  shall  be  considered  a  qualified  organization 
only  if  the  Secretary  finds  that  it  is  substantially  carrying  out  in  a 
satisfactory  manner  the  functions  required  of  a  PSRO  with  respect  to 
institutional  services  in  its  area.  When  the  legislation  was  enacted,  it 
was  anticipated  that  conditionally  designated  organizations  would  be 
able  to  assume  review  responsibilities  with  respect  to  all  institutional 
services  within  a  two-year  period.  Implementation  of  the  program  has 
been  slower  than  anticipated  with  the  major  focus  to  date  on  review  of 
inpatient  hospital  services.  A  number  of  conditionally  designated 
organizations  have  or  are  approaching  the  end  of  their  two-year  trial 
period.  While  many  are  effectively  performing  reviews  of  services, 
they  are  technically  not  eligible  for  continuation  of  their  conditional 
status  or  designation  as  qualified  organizations. 

The  bill  modifies  the  conditional  designation  provision  of  present 
law  to  provide  for  a  conditional  period  not  to  exceed  48  months.  The 
Secretary  would  be  authorized  to  extend  this  period  for  an  additional 
24  months  if  an  organization  has,  for  reasons  beyond  its  control,  been 
unable  to  satisfactorily  perform  all  of  its  required  functions.  The  com- 
mittee expects  that  this  extension  of  the  conditional  period  would  be 
authorized  only  in  unusual  circumstances. 

The  bill  also  clarifies  the  requirement  of  present  law  that  PSRO's 
must  assume  responsibility  for  review  of  all  institutional  services  (in- 
cluding ancillary  services)  during  the  conditional  period.  Addition- 
ally, the  bill  clarifies  the  requirement  that  PSRO's  must  be  reviewing 
long-term  institutional  care  services  (subject  to  the  provisions  of 
section  5(d)  which  leave  the  responsibility  for  review  of  services  in 
intermediate  care  facilities  with  the  State  medicaid  agency  unless 
the  Secretary  finds  the  State  is  not  performing  effective  review). 

Review  Requirements  {Section  5 {c) ) 

The  committee's  bill  requires  the  Secretary  to  give  priority  to 
PSRO  requests  to  review  services  provided  in  "shared  health  facili- 
ties"; mandates  the  development  of  ambulatory  care  review  metho- 
dologies for  use  by  PSRO's;  requires  a  PSRO  to  undertake  ambula- 
tory care  review  not  later  than  two  years  after  it  has  achieved  opera- 
tional status;  and  modifies  the  language  in  current  law  pertaining 
to  physicians  excluded  from  participation  in  review  activities. 

Under  current  law,  a  PSRO  is  required  to  review  only  care  pro- 
vided by  or  in  institutions.  It  may  request  authority  to  review  other 
kinds  of  health  services,  and  the  Secretary  may  approve  the  request 
at  his  option.  To  date,  little  emphasis  has  been  given  to  the  assumption 
of  review  responsibility  by  PSRO's  for  other  kinds  of  health  care 
services. 

The  bill  would  require  the  Secretary  to  give  priority  to  requests  by 
PSRO's  to  review  services  in  "shared  health  facilities"  with  the  high- 
est priority  being  assigned  to  requests  from  PSRO's  located  in  areas 
with  substantial  numbers  of  such  facilities.  A  "shared  health  facility" 
is  defined  as  an  arrangement  meeting  all  of  the  following  criteria : 

(1)  Two  or  more  practitioners  practice  their  professions  at  a 
common  physical  location ; 

(2)  The  practitioners  share  common  space,  services  of  support- 
ing staff  or  equipment ; 

(3)  The  practitioners  have  a  person  (who  may  himself  be  a 
practitioner) ,  paid  on  a  percentage  or  other  basis  clearly  unrelated 
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to  the  value  of  the  services  provided,  who  either  is  in  charge  of  or 
supervises  substantial  aspects  of  the  operation  or  who  makes  avail- 
able services  of  supporting  staff  who  are  not  employees  of  such 
practitioners ;  and 

(4)  At  least  one  of  the  practitioners  receives  from  medicare, 
medicaid,  and  maternal  and  child  health  fee-for-service  payments 
dn  excess  of  $5,000  for  one  month  or  $40,000  for  12  months. 
The  term  "shared  health  facility"  specifically  excludes  hospitals, 
skilled  nursing  facilities,  home  health  agencies,  federally  approved 
health  maintenance  organizations,  hospital  cooperative  shared  services 
organizations  meeting  the  requirements  of  section  501(e)  of  the  In- 
ternal Revenue  Code,  or  any  public  entities. 

The  definition  of  a  "shared  health  facility"  is  designed  to  distin- 
guish those  types  of  ambulatory  facilities  (sometimes  referred  to  as 
"Medicaid  Mills")  which  are  characterized  by  a  high  volume  of  serv- 
ices to  medicaid  patients  (often  of  an  excessive  or  unnecessary  nature) , 
and  the  payment  of  a  percentage  of  the  medicare  and  medicaid  billings 
to  the  owner  or  manager  of  the  facility,  from  legitimate  group  prac- 
tice arrangements  under  which  several  practitioners  render  services 
at  a  common  location.  Since  a  shared  health  facility  could  evade  the 
test  of  percentage  arrangements,  the  Secretary  has  leeway  to  determine 
whether  the  payments  to  the  owner  or  manager,  while  technically  not 
a  percentage  of  billings,  are  clearly  unrelated  to  the  value  of  the  serv- 
ices provided  by  such  person  to  the  facility.  By  requiring  a  facility 
to  meet  all  four  criteria  specified  in  the  bill,  it  is  expected  that  such 
legitimate  arrangements  among  practitioners  would  be  excluded  from 
the  definition.  The  Committee  expects,  therefore,  that  the  Department 
will  exercise  judgment  in  applying  this  definition  so  as  to  assure  that 
legitimate  group  practice  arrangements  are  not  inappropriately  class- 
ified. 

Recent  congressional  hearings  and  reports  have  documented  wide- 
spread instances  of  fraud  and  abuse  in  certain  types  of  ambulatory 
facilities  which  have  come  to  be  known  as  "Medicaid  Mills."  The 
definition  of  shared  health  facilities  is  designed  to  identify  these  spe- 
cific types  of  arrangements  in  order  to  facilitate  PSRO  review  of  the 
services  furnished  by  such  facilities.  Committee  wishes  to  emphasize 
that  a  PSRO  is  not  a  fraud  detection  organization ;  its  role  is  to  render 
professional  determinations  as  to  the  medical  necessity  and  appro- 
priateness of  services.  Thus,  a  PSRO  will  be  expected,  where  it  chooses 
to  undertake  review  of  services  furnished  by  "shared  health  facilities," 
to  review  those  services  for  the  same  purposes — to  judge  appropriate- 
ness and  quality — that  it  would  review  services  provided  in  other 
health  care  settings. 

Under  current  law,  PSRO's  may  request  authority  review  ambula- 
tory care  services,  i.e.,  those  provided  in  clinics  or  doctors'  offices.  How- 
ever, the  committee  notes  that  reliable  ambulatory  care  review  meth- 
odologies have  not  as  yet  been  developed.  The  bill,  therefore,  requires 
the  Secretary  to  develop,  within  two  years,  effective  ambulatory  care 
review  methodologies  for  use  by  PSRO's.  The  bill  further  directs  the 
Secretary,  where  he  finds  a  PSRO  capable  of  undertaking  ambulatory 
care  review,  to  require  the  organization  to  undertake  such  review  not 
later  than  two  years  after  it  has  achieved  operational  status.  The  Com- 
mittee expects  that  in  implementing  this  requirement,  the  Secretary 
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will  exercise  judgment  with  respect  to  the  varying  capacities  of 
PSRO's  and,  where  appropriate,  will  establish  a  reasonable  classifica- 
tion of  ambulatory  care  review  activities  for  an  organization  to  under- 
take. Such  classification  might  include  specific  categories  of  services  or 
specific  aspects  of  various  service  categories.  The  committee  further 
notes  that  "ambulatory  care  services"  are  those  services  not  rendered 
by  or  in  an  institution.  Institutional  review,  including  review  of  serv- 
ices provided  in  hospital  outpatient  departments  or  emergency  rooms, 
is  a  requirement  of  current  law  and  must  be  conducted  before  an  orga- 
nization can  achieve  operational  status. 

Under  current  PSKO  review  provisions,  a  physician  is  precluded 
from  reviewing  health  services  provided  to  a  patient  if  he  was  directly 
or  indirectly  involved  in  providing  the  services.  Present  law  further 
precludes  review  by  a  physician  of  services  furnished  in  any  institu- 
tion, organization,  or  agency  if  he  or  any  member  of  his  family  has, 
directly  or  indirectly,  any  financial  interest  in  such  entity. 

The  bill  would  modify  these  restrictions  to  permit  greater  oppor- 
tunity for  physicians  participation  in  PSRO  review  activities.  Under 
the  bill,  a  physician  would  not  be  permitted  to  review  services  for 
which  he  was  directly  responsible  (rather  than  directly  or  indirectly 
responsible  as  in  present  law)  or  services  in  an  institution  in  which  he 
or  a  member  of  his  family  has  a  "significant"  financial  interest  (rather 
than  "any"  financial  interest,  as  in  present  law.)  The  committee  expects 
that  in  implementing  this  provision,  HEW  will  employ  the  same 
definition  of  "significant"  financial  interest  as  is  currently  used  in 
administering  medicare. 

The  bill  further  provides  that  arrangements  with  PSRO's  for  reim- 
bursement of  the  costs  of  review  activities  are  to  be  made  in  a  manner 
similar  to  that  provided  for  medicare  intermediaries  (which  includes 
provision  for  advances  of  funds  and  payment  of  administrative  costs) . 

Concluswe  Determinations  for  Payment  {Section 5 {d) ) 

The  committee's  bill  provides  that  where  a  PSRO  has  been  found 
competent  by  the  Secretary  and  is  performing  specific  review  func- 
tions, medical  determinations  made  in  connection  with  such  review 
shall  be  considered  conclusive  on  those  issues  for  purposes  of  pay- 
ment. The  bill  provides  a  formal  role  for  the  States  in  the  process  of 
establishing  and  evaluating  PSRO  review  of  services  provided  through 
the  medicaid  program.  The  bill  also  precludes  delegated  review  in 
skilled  nursing  facilities  and  provides  that  review  of  intermediate 
care  facility  services  will  be  undertaken  by  a  PSRO  only  if  the  Sec- 
retary finds  that  the  State  is  not  performing  effective  review  in  these 
facilities. 

Under  present  law,  medicare  payments  and  the  Federal  share  of 
medicaid  payments  may  not  generally  be  made  for  health  care  serv- 
ices which  a  PSRO,  in  the  proper  exercise  of  its  duties,  has  deter- 
mined to  be  medically  unnecessary  or  inappropriate.  However,  the 
committee  believes  that  it  is  necessary,  in  order  to  avoid  the  per- 
formance of  disruptive  duplicative  reviews  by  medicare  and  medicaid 
agencies,  to  clarify  the  scope  of  the  PSRO's  authority  and  the  role  of 
the  medicaid  State  agencies. 

Accordingly,  the  bill  provides  that  where  a  conditionally  designed 
or  a  qualified  PSRO  has  been  found  competent  by  the  Secretary  to 
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assume  specific  review  responsibilities  and  is  performing  such  reviews, 
a  determination  as  to  quality  or  necessity  made  in  connection  with 
such  review  would  constitute  the  conclusive  determination  on  those 
issues  for  purposes  of  payment.  (Such  determinations  would  be  sub- 
ject to  the  hearings  and  appeals  provisions  of  present  law.)  Medicare 
fiscal  intermediaries  and  State  medicaid  agencies  would  continue  to 
be  responsible  for  other  types  of  reviews  and  determinations  relating 
to  program  eligibility,  coverage  of  services,  audit,  claims  payment, 
fraud  and  abuse  detection,  and  related  activities. 

The  committee  has  received  comments  from  a  number  of  States  ex- 
pressing concern  over  the  potential  impact  of  PSRO  determinations 
on  State  medicaid  budgets.  The  committee  has  concluded  that  since 
substantial  State  monies  are  involved  it  is  appropriate  that  they  be 
given  an  opportunity  to  evaluate  a  PSRO's  capability  to  efficiently  and 
effectively  perform  review  of  medicaid  services.  The  bill,  therefore, 
makes  provision  for  the  participation  of  States  in  the  PSRO  designa- 
tion process  and  in  the  ongoing  monitoring  of  PSRO  review  activities. 

The  bill  requires  a  PSRO  to  consult  with  the  medicaid  State  agency 
in  the  development  of  its  formal  review  plan  ( required  as  a  condition 
for  designation)  and  in  any  modification  of  the  plan  involving  as- 
sumption of  review  responsibility  for  additional  categories  of  serv- 
ices. The  bill  provides  the  States  with  an  opportunity  to  review  and 
comment  on  the  proposed  conditional  designation  of  a  PSRO,  the 
change  in  designation  status  from  conditional  to  operational,  and  the 
assumption  by  the  PSRO  of  responsibility  for  long-term  care  and 
ambulatory  care  review.  Before  the  Secretary  designates  a  PSRO  or 
substantially  adds  to  its  functions,  he  is  required  to  take  the  State's 
views  into  account.  If  his  decision  differs  from  the  course  recommended 
by  the  State,  he  must  notify  the  State  of  the  reason  for  his  decision 
and  allow  them  additional  time  to  provide  further  support  for  their 
views. 

The  bill  provides  that  a  PSRO's  determination  shall  constitute  a 
conclusive  determination  for  purposes  of  payment  under  medicaid 
only  if  the  PSRO  has  entered  into  a  memorandum  of  understanding 
(approved  by  the  Secretary)  with  the  appropriate  State  medicaid 
agency.  The  purpose  of  this  memorandum  is  to  delineate  the  relation- 
ship between  the  PSRO  and  the  State  agency.  The  requirement  for 
a  memorandum  of  understanding  may  be  waived  only  if  the  State 
indicates  that  it  does  not  wish  to  enter  into  such  an  understanding  or 
if  the  Secretary  finds  that  the  State  agency  has  refused  to  negotiate 
in  good  faith  or  in  a  timely  manner  with  the  PSRO  involved. 

A  State  medicaid  agency  may  request  a  PSRO  to  include  in  its 
memorandum  of  understanding  a  specification  of  review  goals  and 
methods  (in  addition  to  those  required  in  the  PSRO's  formal  review 
plan)  for  the  performance  of  its  required  functions.  If  the  State 
medicaid  agency  and  the  PSRO  are  unable  to  agree  on  the  inclusion 
of  such  items,  the  Secretary  would  review  the  requested  specification 
and  require  that  it  be  included  in  the  memorandum  if  he  determines 
that  the  review  goals  and  methods  are  consistent  with  titles  XI  and 
XIX  of  the  act  and  do  not  impair  the  effectiveness  and  uniformity  of 
the  PSRO's  review  of  health  care  services  under  medicare  and  medic- 
aid. For  example,  a  State  might  request  that  a  PSRO  emphasize  the 
prevention  of  unnecessary  Friday  admissions  of  medicaid  patients 
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for  elective  procedures  not  scheduled  to  be  performed  until  Monday. 
Your  committee  notes  that  the  PSRO's  application  of  norms,  criteria, 
and  standards  would  not  be  affected  by  this  provision ;  standards  for 
quality,  appropriateness  and  necessity  of  services  would  continue  to  be 
the  same  for  both  programs.  If  the  PSRO  found  review  of  weekend 
admissions  was  appropriate,  it  w6uld  generally  be  applied  to  all 
patients  whose  care  was  reviewed  by  the  PSRO. 

The  committee  intends  that  the  Secretary  shall  not  deny  a  State 
agency  request  solely  because  the  PSRO  has  not  ben  utilizing  such  a 
requested  method  or  goal  for  the  medicare  program  or  because  the 
PSRO  cannot  apply  the  method  or  goal  to  the  medicare  program  due 
to  defferences  in  the  patient  populations.  Rather,  the  Committee  in- 
tends that  where  differences  in  the  patient  populations  do  not  preclude 
uniform  review  by  the  PSRO,  the  Secretary's  decision  shall  be  based 
on  his  determination  as  to  whether  the  PSRO  can  effectively  apply 
such  review  methods  or  goals  to  the  review  of  services  provided  under 
both  the  medicare  and  medicaid  programs  in  order  to  ensure  that  the 
uniformity  of  PSRO  review  under  the  Social  Security  Act  can  be 
maintained. 

The  committee  intends  that  any  review  specified  by  the  State  agency 
which  the  PSRO  performs  in  accordance  with  its  memorandum  of  un- 
derstanding with  the  agency  and  pursuant  to  its  review  authority  until 
title  XI  would  be  fully  federally  funded.  In  addition,  the  bill  provides 
regular  Federal  matching  if  a  medicaid  State  a2:ency  contracts  with 
a  PSRO  to  undertake  additional  review  responsibilities,  provided  the 
State  agency  formally  requests  it  and  the  performance  of  such  respon- 
sibilities is  provided  for  in  an  approved  medicaid  plan  amendment.  For 
example,  the  State  agency  may  request  the  PSRO  to  approve  so-called 
administrative  days,  such  as  an  additional  day  of  hospital  stay  which 


nursing  facility  bed. 

The  bill  also  provides  Federal  financial  participation  to  State  medic- 
aid agencies  for  the  costs  of  monitoring  the  performance  of  review 
activities  by  PSRO's  under  State  monitoring  plans  which  have  been 
approved  by  the  Secretary.  It  is  expected  that  the  Secretary  will  de- 
velop criteria  for  approval  of  such  plans  and  that  they  will  not  be  ap- 
proved where  the  proposed  monitoring  activities  duplicate  the  pur- 
poses of  PSRO  review.  The  State  medicaid  agency  may  include  in  its 
plans  for  monitoring  a  specification  of  the  performance  criteria  for 
ludging  PSRO  effectiveness.  Inclusion  of  such  specifications  in  the 
State's  monitoring  plan  is  not  mandated  because  it  is  believed  that 
most  States  during  the  development  and  initial  implementation  of 
State  monitorinsr  of  PSRO  review  will  not  have  such  performance  cri- 
teria developed.  However,  at  such  time  as  the  State  asfency  intends  to 
utilize  performance  criteria  for  judging  PSRO  review  effectiveness, 
the  Committee  expects  the  agency  to  discuss  the  criteria  with  the 
PSRO  and  to  amend  the  State's  monitoring  plan  to  include  the  agreed- 
upon  critpria. 

The  bill  authorizes  the  State  aitrencv  to  request  suspension  of  the 
PSRO's  authority  to  make  conclusive  determinations  if  in  the  course 
of  its  monitorinsf  activities  it  develops  reasonable  documentation  that 
the  PSRO  review  determinations  have  caused  an  unreasonable  and 
detrimental  impact  either  on  total  State  medicaid  expenditures  or  on 
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the  quality  of  care.  Within  thirty  days  of  receipt  of  the  documenta- 
tion the  Secretary  is  required  to  suspend  all  or  part  of  the  PSRO's 
conclusive  determination  authority  under  medicaid.  (For  example,  he 
may  suspend  their  review  of  lon2:-term  care  services,  but  not  hospital 
services.  He  may  also  take  similar  action  with  respect  to  PSRO  de- 
terminations under  medicare  if  he  determines  such  action  is  appro- 
priate.) Durinof  the  suspension  period  the  Secretary  is  required  to 
conduct  a  reevaluation  of  the  PSRO's  capability  to  perform  review  ac- 
tivities and  to  inform  the  appropriate  agencies,  orjsranizations,  and 
congressional  committees  of  any  documentation  submitted  and  actions 
taken. 

The  bill  requires  the  Secretary  to  establish  procedures  and  mecha- 
nisms ffoverninof  his  relationship  to  State  agencies  in  connection  with 
their  respective  responsibilities  concerninfir  memoranda  of  understand- 
ins:,  monitoring:,  and  reevaluations.  The  Secretary  is  required  to  peri- 
odically consult  with  representatives  of  State  agencies  and  PSRO's. 
Further,  the  appropriate  State  medicaid  agency  is  permitted  to  be 
represented  on  any  project  assesments  conducted  by  the  Secretary.  The 
committee  intends  that  the  procedures  and  mechanisms  developed  by 
the  Setcretary  shall  promote  smooth  working  relationships  between  all 
parties  involved  and  shall  involve  a  minimum  of  disruption  in  the 
orderly  implementation  of  the  PSRO  program.  The  committee  fur- 
ther intends  that  State  monitoring  activities  will  become  less  intensive 
over  time  (particularly  with  respect  to  PSRO's  which  are  no  longer  in 
conditional  status)  and  will  focus  on  problem  areas  which  have  been 
detected  in  the  performance  of  PSRO  review. 

The  committee  is  aware  of  the  fact  that  as  PSRO's  begin  to  review 
sendees  provided  in  institutional  settings  other  than  hospitals,  differ- 
ent requirements  may  be  appropriate.  Accordingly,  the  bill  prohibits 
delegated  review  in  skilled  nursing  facilities  since  these  facilities  have 
generally  had  far  less  experience  in  conducting  in-house  review  ac- 
tivities than  hospitals. 

(Generally,  this  prohibition  against  delegated  review  would  apply 
only  to  skilled  nursing  facilities  which  were  not  distinct  parts  of  hos- 
pitals or  other  institutions.  If  an  SNF  is  a  part  of  a  hospital  which  has 
a  delegation  of  review  authority  from  a  PSRO,  it  would  be  the  Com- 
mittee's intent  that  delegation  of  review  for  skilled  nursing  facility 
services  provided  in  that  institution  would  be  allowed) . 

Further,  PSRO  review  of  care  in  intermediate  care  facilities  and 
public  institutions  for  the  mentally  retarded  (services  which  are  paid 
for  only  under  the  medicaid  program)  would  only  be  undertaken 
where  the  Secretary  determines  that  the  State  is  not  performing  effec- 
tive review  of  the  quality  and  necessity  of  services  provided  in  such 
facilities.  If  the  Secretary  does  make  such  a  finding,  and  the  PSRO 
is  required  to  carry  out  the  review,  the  committee  expects  that  the 
PSRO  would  not  delegate  review  to  the  intermediate  care  facility,  just 
as  they  are  prohibited  from  such  delegation  to  skilled  nursing 
facilities. 

Clarification  of  Sanctiom  Provision  {Section  5 {e) ) 

Current  law  specifies  those  conditions  under  which  the  Secretary 
may,  at  the  recommendation  of  a  PSRO,  withdraw  a  medical  care  pro- 
vider's eligibility  to  participate  in  Social  Security  Act  medical  care 
programs  where  it  is  determined  that  it  is  not  willing,  or  cannot, 
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carry  out  its  obligations  to  order  and  provide  only  necessary  care  of 
acceptable  quality. 

The  bill  makes  clear  that  the  provision  in  question  applies  to  any 
health  care  practitioner,  or  any  hospital  or  other  health  care  facility, 
agency,  or  organization  which  is  subject  to  PSRO  review. 

National  Council  {Section  5  {f) ) 

The  bill  provides  for  staggered  terms  for  members  of  the  National 
Professional  Standards  Review  Council. 

Present  law  provides  that  the  11  members  of  the  Council  shall  be 
appointed  for  three-year  terms  and  may  be  eligible  for  reappointment. 
The  bill  would  amend  this  provision.  The  general  term  for  Council 
members  would  continue  to  be  three  years,  except  that  for  members 
appointed  in  1979,  four  shall  be  appointed  for  a  two-year  term  and 
three  for  a  one-year  term.  All  members  would  continue  to  be  eligible 
for  reappointment. 

National  Council  Report  {Section  5{g)) 

Section  5(g)  would  delete  the  requirement  in  present  law  for  an 
annual  report  on  its  activities  by  the  National  Professional  Standards 
Review^  Council  and  would  require  instead  the  submission  by  the  Sec- 
retary of  a  detailed  annual  report  on  the  PSRO  program. 

Under  the  new  reporting  requirement  included  in  the  bill,  the  Sec- 
retary would  be  required  to  submit  substantially  more  information  con- 
cerning the  cost  and  operation  of  the  PSRO  program  than  has  previ- 
ously been  required  of  the  National  Council.  Accordingly,  the  bill 
would  delete  the  requirement  for  the  National  Council  report  as 
duplicative  and  unnecessary. 

Exchange  of  Data  and  Information  With  Other  Agencies  {Section 
6(h)) 

The^  committee's  bill  would  expand  and  clarify  the  circumstances 
under  which  the  provision  of  data  or  information  by  PSRO's  Avould 
not  violate  the  confidentiality  requirement  of  law. 

Under  present  law,  any  data  or  information  acquired  by  a  PSRO  in 
the  exercise  of  its  duties  must  be  held  in  confidence  and  may  not  be 
disclosed  to  any  person  except  (1)  to  the  extent  that  may  be  necessary 
to  carry  out  the  purpose  of  the  PSRO  provisions,  or  (2)  in  such 
cases  and  under  such  circumstances  as  the  Secretary  shall  be  regula- 
tions provide  to  assure  adequate  protection  of  the  rights  and  interests 
of  patients,  health  care  practitioners,  or  providers  of  health  care. 
Interim  regulations  issued  by  the  Department  on  Decembei'  8,  1976, 
provide  for  the  disclosure  of  two  types  of  information  acquired  by  the 
PSRO : 

1.  Data  and  information  acquired  by  the  PSRO:  (a)  Avhich  has 
been  published;  (b)  which  has  not  been  identified  by  the  source  as 
confidential;  and  (c)  whose  disclosures  are  not  otherwise  prohibited 
by  law. 

2.  Summary  statistics  aggregated  from  the  Uniform  Hospital  Dis- 
charge Data  Set  (UHDDS)  to  the  extent  that  it  is  not  identifiable  to 
an  individual  patient  or  health  care  practitioner. 

The  bill  would  expand  and  clarify  those  circumstances  under  which 
the  provision  of  data  or  information  would  not  violate  the  confiden- 
tiality provisions  to  include:  (1)  provision  of  data  or  information  by 
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the  PSRO,  on  the  basis  of  its  finding  as  to  evidence  of  fraud  or  abuse, 
to  Federal  or  State  agencies  recognized  by  the  Secretary  as  having 
responsibility  for  the  identification  or  detection  of  fraud  and  abuse 
activities;  such  data  and  information  may  be  provided  at  the  request 
of  the  recognized  agencies  at  the  discretion  of  the  PSRO;  and  (2) 
provision  of  aggregate  statistical  data  to  agencies  having  responsibility 
for  health  planning  and  related  activities  under  Federal  or  State  law. 
The  data  and  information  furnished  to  the  planning  agencies  would 
be  provided  in  the  format  and  manner  prescribed  by  the  Secretary  or 
agreed  upon  by  the  agencies  and  the  PSRO.  Such  data  and  informa- 
tion would  be  in  the  form  of  aggregate  statistical  data  on  a  geogr  aphic, 
institutional,  or  other  basis  reflecting  the  volume  and  frequency  of 
services  furnished  and  the  demographic  characteristics  of  the  popula- 
tion whose  services  are  subject  to  review  by  the  PSRO.  However, 
the  data  would  not  identify  any  individual. 

Data  and  information  made  available  to  Federal  or  State  agencies 
recognized  by  the  Secretary  as  having  responsibility  for  identifying 
and  investigating  fraud  and  abuse  may  not  be  further  disclosed  except 
when  the  disclosure  is  made  in  the  course  of  a  legal,  judicial,  or  ad- 
ministrative proceeding.  Violation  of  this  prohibition  would  result 
in  application  of  the  penalty  specified  in  existing  law. 

Tlie  committee  has  included  this  provision  to  facilitate  the  ex- 
change of  data  and  information  with  other  agencies  while  at  the  same 
time  assuring  that  the  confidentiality  of  patient  records  will  not  be 
violated.  The  committee  has  received  information  that  PSRO's  which 
have  identified  suspected  cases  or  widespread  patterns  of  fraud  and 
abuse  have  been  unable  to  make  the  information  available  to  enforce- 
ment agencies.  The  committee  also  notes  that  the  provision  of  aggre- 
gate statistical  data  to  Federal  and  State  planning  agencies  will  en- 
able those  bodies  to  develop  a  more  accurate  picture  of  medical  care 
patterns  in  their  areas,  facilitate  planning  for  future  resource  needs, 
and  prevent  unnecessary  duplicative  data  gathering  activities. 

The  bill  also  includes  a  provision  to  protect  patient  records  from 
subpena  or  discovery  proceedings  in  a  civil  suit.  This  provision,  how- 
ever, would  not  preclude  the  subpena  or  discovery  of  originals  or  copies 
of  the  same  documents  in  the  possession  of  others. 

Legal  Expenses  {Section  5 {i) ) 

The  committee's  bill  provides  for  payment  of  legal  fees  in  connec- 
tion with  the  defense  of  suits  brought  against  a  PSRO  related  to  the 
performance  of  its  functions.  The  bill  would  authorize  the  Secretary 
to  assume  responsibility  for  legal  fees  incurred  in  connection  with  the 
defense  of  any  suit,  action,  or  proceeding  brought  against  the  PSRO 
or  any  of  its  members  or  employees  related  to  the  performance  of  its 
functions.  While  all  PSRO's  currently  have  liability  insurance  which 
covers  such  attorneys'  fees,  this  provision  would  serve  as  an  additional 
guarantee  in  the  event  such  insurance  is  subsequently  withdrawn. 

Payment  of  PSRO  Expenses  {Section  5  (j) ) 

The  committee's' bill  would  clarify  the  intent  of  present  law  that 
payment  for  PSRO  expenses  is  to  be  made  from  Federal  funds. 

Under  present  law,  expenses  incurred  by  PSRO's  are  payable  from 
medicare  trust  funds  and  from  funds  appropriated  to  carry  out  the 
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vide  for  appropriate  safeguards  against  unwarranted  inspection  or 
disclosure  of  such  records. 
Medical  Officers  {Section  5  {m)) 

The  bill  would  include  medical  officers  in  American  Samoa,  the 
Northern  Mariana  Islands  and  the  Trust  Territory  of  the  Pacific  Is- 
lands in  the  PSRO  program.  In  these  areas  medical  officers  rather  than 
doctors  of  medicine  provide  medical  care.  The  bill  would  therefore 
permit  medical  officers  licensed  to  practice  medicine  in  these  localities 
to  participate  in  the  PSRO  program.  These  individuals  may  not,  how- 
ever, serve  on  the  National  Council  or  make  any  final  determinations 
with  respect  to  medical  necessity  or  appropriateness  of  care  provided 
by  a  duly  licensed  doctor  of  medicine  or  osteopathy. 

Payment  for  Review  of  Part  B  Services  Provided  hy  Hospitals  {Sec- 
tion 5  {n)  ) 

Public  Law  94-182,  enacted  on  December  31,  1975,  included  an 
amendment  to  the  medicare  program  which  was  designed  to  equalize 
reimbursement  for  PSRO  hospital  review  activities  whether  such  re- 
view was  carried  out  by  a  hopsital  under  delegation  from  a  PSRO  or 
by  the  PSRO  itself.  Previously,  only  delegated  review  activities  could 
be  funded  out  of  the  medicare  trust  funds.  Under  the  new  law,  PSRO 
expenses  in  carrying  out  nondelegated  review  for  hospital  services 
covered  under  medicare  part  A  or  medicaid  or  the  maternal  and  child 
health  program  would  also  be  reimbursed  through  this  mechanism. 
The  law  did  not,  however,  provide  for  similar  funding  for  PSRO 
review  of  hospital  services  covered  under  medicare  part  B. 

Accordingly,  the  bill  corrects  this  oversight  by  providing  that  fund- 
ing for  delegated  review  activities  for  services  provided  by  a  hospital 
which  are  covered  under  medicare  part  B  shall  be  made  from  the  medi- 
care trust  funds. 

Statewide  Councils  {Sections {o) ) 

The  bill  extends  the  protection  currently  provided  to  members  and 
employees  of  a  PSRO  from  criminal  prosecution  or  civil  liability 
when  carrying  out  PSRO  functions  to  members  and  employees  of 
Statewide  Professional  Standards  Review  Councils. 

Issuance  of  Suhpenas  hy  the  Comptroller  Geroeral  {Section.  6) 

The  bill  would  give  the  Comptroller  General  of  the  'United  States 
the  power  to  sign  and  issue  subpenas  to  gain  information  regarding 
health  programs  authorized  under  the  Social  Security  Act. 

Currently,  the  Comptroller  General  of  GAO  does  not  have  the  statu- 
tory authority,  under  the  Social  Security  Act,  to  issue  subpenas  in  con- 
nection with  GAO  investigations  into  health  programs  authorized  by 
that  Act.  In  a  December  29,  1976,  letter  to  the  committee,  which  was 
in  response  to  an  inquiry  concerning  Social  Security  Act  subpena 
power  for  the  General  Accounting  Office,  the  Acting  Comptroller 
General  stated  that : 

From  the  overall  perspective,  we  believe  that  the  subpena 
power  in  question  would  be  a  useful  tool.  In  all  probability, 
the  mere  existence  of  such  a  power  would  be  sufficient  to  pre- 
clude problems  in  most  cases  and,  in  our  opinion,  resort  to  its 
use  would  be  relatively  infrequent.  We  would  thus  favor  the 
inclusion  of  subpena  authority  in  the  anticipated  new 
legislation. 
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The  bill  would  give  the  Comptroller  General  of  GAO  the  power  to 
sign  and  issue  subpenas  in  order  to  gain  information  and  facilitate 
review  of  medicaid,  and  the  maternal  and  child  health  programs  par- 
ticularly with  respect  to  investigations  of  fraudulent  and  abusive 
practices.  In  connection  with  GAO's  statutory  functions  including 
investigations,  examinations,  and  auditing,  subpenas  could  be  issued  to 
gain  access  to  pertinent  books,  records,  documents,  or  other 
information.  - 

Under  resistance  or  refusal  by  an  individual  to  obey  a  subpena,  the 
bill  would  authorize  the  Comptroller  General  to  request  a  court  order 
requiring  compliance. 

In  granting  GAG  the  power  to  subpena  books,  records,  and  docu- 
ments, the  committee  is  aware  that  the  personal  medical  records  of 
beneficiaries  and  recipients  could  be  subject  to  subpena.  In  the  context 
of  the  provision,  personal  medical  records  are  defined  to  mean  any  in- 
formation relating  to  an  individual's  medical  or  mental  condition  or 
treatment  that  is  acquired  by  GAO  in  the  course  of  its  investigations 
into  Social  Security  Act  health  programs,  in  a  form  that  could  identify 
the  individual. 

The  committee  strongly  believes  that  confidentiality  of  personal 
medical  records  must  be  protected  and  has,  therefore,  placed  strict 
controls  on  the  disclosure  of  such  information  by  GAO  personnel.  The 
bill  would  prohibit  the  disclosure  of  any  personal  medical  records  in 
the  possession  of  the  GAO  to  any  person  except  those  GAO  employees 
whose  official  duties  require  seeing  them.  GAO  personnel  illegally  dis- 
closing such  records  would  be  subject  to  a  $1,000  fine,  six  months 
imprisonment,  or  both ;  and  if  convicted,  prosecution  costs.  In  addition, 
the  bill  would  exclude  the  copies  of  all  personal  medical  records  in 
GAO  possession  from  subpena  or  discovery  proceedings  in  a  civil 
action.  This  exclusion,  however,  would  not  preclude  the  subpena  or 
discovery  of  originals  or  copies  of  the  same  documents  in  the  possession 
of  others. 

The  bill  would  permit  GAO  disclosure  of  personal  medical  records 
only  to  Federal  or  State  agencies  authorized  to  investigate  cases  or  pat- 
terns of  fraud  and  abuse  under  Social  Security  Act  health  programs. 
Prior  to  such  disclosure,  however,  the  Comptroller  General  must  deter- 
mine that  such  records  actually  reveal  evidence  of  fraud  and  abuse. 

Stispension  of  Practitioners  Convicted  of  Medicare-  or  Medicaid- 
Related  Crimes  {Section  7) 
The  committee's  bill  requires  the  suspension  of  physicians  or  other 
individual  practitioners  from  participation  in  medicare  or  medicaid 
if  such  practitioner  has  been  convicted  of  a  program-related  criminal 
offense. 

The  committee  has  included  this  provision  in  response  to  the  con- 
cern that  some  program  violators  have  been  permitted  continued 
participation,  often  without  interruption,  in  Federal  health  care  pro- 
grams. The  committee  feels  that  misuse  of  Federal  and  State  funds 
is  a  very  serious  offense  and  that  those  convicted  of  crimes  against  the 
programs  should  not  be  permitted  continued  and  uninterrupted  receipt 
of  Federal  and  State  funds.  The  committee  believes  that  this  threat  of 
suspension,  together  with  the  upgraded  penalties  authorized  under  the 
bill,  will  serve  as  a  significant  deterrent  to  fraudulent  practices  under 
medicare  and  medicaid. 
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Under  current  law,  physicians  or  other  individual  practitioners  who 
have  been  convicted  of  an  offense  related  to  their  participation  in 
medicare  or  medicaid  are  not  automatically  suspended  from  these 
programs  and  can  continue  to  receive  payment  therefrom.  The  Sec- 
retary may  suspend  Federal  payment  to  a  person  who  has  falsified 
information  related  to  a  request  for  payment.  The  Secretary  may  also 
suspend  a  person  who  bills  the  program  for  charges  substantially  in 
excess  of  the  person's  customary  charges  or  who  has  furnished  services 
found  to  be  substantially  in  excess  of  an  individual's  need,  to  be 
harmful,  or  to  be  of  grossly  inferior  quality. 

The  bill  requires  the  Secretary  to  suspend  from  participation  under 
medicare,  a  physician  or  individual  practitioner  who  he  determines 
has  been  convicted  of  a  criminal  offense  related  to  such  individual's 
involvement  in  medicare  or  medicaid.  To  permit  case-by-case  determi- 
nations, the  suspension  would  be  for  such  period  as  the  Secretary 
deems  appropriate  and  no  medicare  payment  could  be  made  for  any 
item  or  service  furnished  by  such  individual  during  this  period.  Indi- 
viduals subject  to  suspension  are  those  who  are  convicted  on  or  after 
the  date  of  enactment  of  the  law  or  within  such  period  prior  to  enact- 
ment as  the  Secretary  may  specify  in  regulation.  Provision  is  made  for 
appropriate  notice  to  the  individual  and  the  public  and  hearing  and 
judicial  review  of  the  Secretary's  determination.  In  any  case  where 
the  Secretary  suspends  a  practitioner  from  participation  in  medicare 
he  is  required  to  promptly  notify  every  State  medicaid  agency  and  the 
appropriate  State  or  local  licensing  authority. 

Whenever  a  State  medicaid  agency  is  notified  by  the  Secretary 
that  a  practitioner  has  been  suspended  under  medicare,  it  shall  sus- 
pend such  individual  from  participation  in  medicaid.  This  is  intended 
to  prevent  practitioners  from  moving  from  one  State  to  another  in 
order  to  avoid  the  effect  of  the  suspension.  To  conform  the  timing  of 
suspensions,  the  medicaid  suspension  period  shall  not  be  less  than  the 
suspension  period  applicable  to  the  individual  under  medicare.  No 
medicaid  program  payments  may  be  made  for  services  provided  by 
such  individual  during  the  suspension  period. 

In  his  notification  to  the  licensing  authority  the  Secretary  shall  re- 
quest that  investigations  be  made  and  sanctions  be  invoked,  ps  deemed 
appropriate  in  accordance  with  the  State's  law  and  policy.  The  Secre- 
tary and  Inspector  General  would  be  notified  of  whatever  action,  if 
anv.  is  taken  by  these  authorities. 

The  committee  was  concerned  that  imposition  of  this  suspension, 
under  certain  unusual  circumstances,  could  deny  adequate  access  to 
medical  care  to  persons  eligible  for  services  under  medicare  or  medic- 
a'd.  To  ensure  that  this  would  not  occur,  the  bill  provides  two 
remedies.  First,  the  bill  would  authorize  the  Secretary  to  designate  a 
commuT^ity  as  a  health  manpower  shortage  area  (as  defined  under 
title  III  of  the  Public  Health  Service  Act)  for  purposes  of  placement 
of  Npfional  Health  Service  Corps  personnel,  if  he  determines  that 
im|>ositi*on  of  a  suspension  would  leave  those  residents  of  the  area 
elijprible  u'ider  medicare  or  medicaid  without  adequate  access  to  health 
services.  Second,  the  bill  permits  the  Secretary,  on  the  request  of  a 
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State,  to  waive  a  practitioner's  suspension  under  the  State's  medicaid 
program.  The  committee  intends  that  such  waivers  be  granted 
sparingly.  It  is  expected  that  waivers  will  only  be  approved  where 
imposition  of  the  suspension  would  deny  a  community  of  needed  medi- 
cal service  because  of  the  shortage  of  practitioners  in  that  area  and  no 
National  Health  Service  Corps  personnel  have  been  assigned. 

Disclosure  hy  Providers  of  Owners  and  Certain  Other  Individuals 
Convicted  of  Certain  Offenses  {Section  8) 

The  committee's  bill  requires  all  institutional  providers  of  services 
participating  in  medicare,  medicaid,  or  title  XX  State  social  service 
grant  programs  to  disclose  the  names  of  owners  and  certain  other 
individuals  who  have  been  previously  convicted  of  fraud  against  any 
one  of  these  programs. 

Current  disclosure  of  ownership  provisions  do  not  require  institu- 
tional providers  of  services  and  other  agencies  and  organizations  certi- 
fied to  provide  services  under  titles  XVIII  and  XIX  of  the  Social 
Security  Act  to  disclose  information  about  criminal  records  any  of 
their  owners  and  managerial  employees  may  have.  Similar  informa- 
tion is  also  not  required  from  institutional  providers  participating  in 
title  XX  of  the  Social  Security  Act,  a  number  of  whom  are  also  cer- 
tified to  provide  services  under  medicare  and  medicaid.  Existing 
procedures  for  determining  this  information  are  inadequate,  time- 
consum-ng,  and  have  permitted  individuals  previously  convicted  of 
such  offenses  to  continue  ownership  or  management  in  participating 
facilities  or  become  owners  or  managers  in  other  participating  facili- 
ties without  program  administrators  being  aware  of  an  individual's 
past  activities  which  might  have  a  bearing  on  a  facility's  future 
performance. 

Lack  of  adequ3tp  disclosure  of  these  individuals  is  an  additional 
restraint  on  HEWs  attempts  to  investigate  and  control  profi:ram 
abuse.  It  has  hampered  and  restricted  Department  efforts  to  limit  the 
participation  of  those  facilities  and  other  organizations  providing 
services  undor  titles  X\T;II,  XIX.  or  XX  that  are  partially  owned 
or  controlled  by  persons  convicted  of  criminal  offenses  against  the 
programs. 

Even  when  such  individuals  can  be  identified  by  the  Department 
of  HEW  or  State  administering  agencies,  it  is  difficult  under  existing 
procedures  to  limit  participation  of  facilities  owned  by  these  persons. 
Currently,  no  provisions  exist  to  enable  the  Secretary  of  HEW  or  a 
State  agency  to  refuse  to  enter  into  or  to  terminate  provider  agree- 
ments or  contracts  with  institutional  providers  or  other  organizations 
owned  by  such  individuals  as  long  as  existing  conditions  for  partici- 
pation under  titles  X^TTTI.  XIX,  or  XX  are  met. 

The  result  of  the  failure  of  the  current  law  to  provide  procedures 
whereby  facilities  owned  bv  persons  who  have  previously  been  con- 
victed of  fraud  aginst  Medicare  or  Medicaid  has  been  that  these  per- 
sons continue  to  receive  payments  from  the  programs.  A  recent  report 
in  the  June  11  edition  of  the  New  York  Times  provides  an  example 
of  this  situation. 
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Bergman  Resumes  Nursing  Home  Role 

FILING  OF  appeal  VOIDS  REVOCATION  OF  OPERATING  LICENSE 

(By  Edith  Evans  Asbury) 

Bernard  Bergman,  who  was  convicted  in  Federal  and  state 
courts  of  Medicaid  fraud  in  the  operation  of  a  string  of  nurs- 
ing homes,  is  back  in  the  nursing  home  business,  operating  the 
Park  Crescent  Nursing  Home  in  Manhattan. 

Mr.  Bergman's  license  to  operate  the  Park  Crescent  was 
ordered  revoked  by  state  health  authorities  after  he  was  con- 
victed of  Medicaid  frauds  involving  more  than  $1.2  million 
and  of  tax  frauds,  including  falsification  of  the  books  of  the 
Park  Crescent.  He  is  appealing  the  revocation  order. 

The  nursing  home,  at  Riverside  Drive  and  87th  Street,  has 
500  patients  for  which  Medicaid  pays  approximately  $20,000 
a  day  

*  *  *  *  *  *  * 

Dr.  Robert  P.  Whalen,  State  Commissioner  of  Health,  was 
also  distressed. 

"It  is  terrible  that  he  is  back  in  the  business,"  he  said.  "I 
am  sure  all  of  those  involved  in  trying  to  improve  the  care  of 
the  elderly  will  feel  terrible  to  learn  of  it." 

He  added  that  he  felt  "helpless"  at  being  unable  to  revoke 
the  license  "until  the  proper  time  expires"  for  Mr.  Bergman 
to  appeal,  and  was  asking  his  legal  staff  "to  continue  to  work 
with  the  Attorney  General  to  see  what  other  legal  remedies 
might  be  available." 

"This  points  up  the  need,"  Dr.  Whelan  said,  "for  legislation 
we  have  ben  seeking  for  two  or  three  years  which  would  pro- 
hibit felons  from  operating  nursing  homes,  together  with 
necessary  procedural  safeguards." 

As  this  case  illustrates,  even  criminal  conviction  is  not  sufficient  to 
exclude  an  individual  from  the  nursing  home  industry  or  the  Medic- 
aid system.  Lengthy  state  administrative  procedures  must  also  be 
carried  out,  vulnerable  to  delaying  litigation.  The  problem  would  be 
compounded  under  present  law  whenever  a  provider  convicted  in  one 
state  continues  to  operate  in  another.  Then  the  speedy  removal  of  the 
provider  from  the  Medicaid  program  would  be  almost  impossible. 
Conferring  the  proposed  powers  on  the  Secretary  would  ensure  that 
providers  who  have  flagrantly  abused  the  system  will  not  be  able  to 
exploit  the  delays  in  state  administration  processes  to  continue  their 
profiteering:. 

In  order  to  deal  with  this  problem,  as  a  condition  of  participation, 
certification,  or  recertification  under  titles  XVTI,  XIX,  or  XX  of 
the  Social  Security  Act,  the  bill  would  require  all  institutional  pro- 
viders of  services,  or  other  agencies,  institutions,  or  organizations  to 
disclose  to  the  Department  of  Health,  Education,  and  Welfare  or  to 
the  appropriate  State  agency  the  names  of  its  owners,  officers,  direc- 
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tors,  agents,  or  managing  employees  who  have  been  convicted  of  a 
criminal  offense  against  medicare,  medicaid,  or  State  social  service 
grant  programs.  The  bill  specifies  that  when  an  application  requesting 
such  participation  or  certification  contains  the  names  of  any  such 
previously  convicted  individual,  the  Secretary  of  HEW  or  the  State 
agency  may  refuse  to  enter  into  an  agreement  or  contract  with  the 
institution  to  provide  services  under  titles  XVIII,  XIX,  or  XX. 
In  addition,  the  bill  specifies  that  the  HEW  Inspector  General  must 
be  informed  of  any  such  applications  received  and  of  any  actions  taken 
on  them.  The  bill  would  also  permit  the  Secretary  or  appropriate 
State  agency  to  terminate  existing  provider  agreements  or  contracts 
under  titles  XVIII,  XIX,  or  XX,  if  the  names  of  such  individuals 
have  not  been  disclosed,  as  required. 

In  applying  the  disclosure  requirements  to  convicted  persons  who 
are  officers,  directors,  agents,  or  managing  employees  of  the  institu- 
tion, as  well  as  to  convicted  persons  with  ownership  interests,  the  com- 
mittee feels  that  this  parallel  requirement  is  necessary  in  order  to 
ensure  that  program  administrators  are  aware  of  the  renewed  involve- 
ment of  these  persons  in  participating  institutions. 

The  bill  would  specifically  define  the  term  "managerial  employee" 
to  mean  a  person  who  exercises  operation  or  managerial  control  over 
the  institution  or  one  who  directly  or  indirectly  conducts  the  day-to- 
day operations  of  the  institution  including,  but  not  limited  to,  an  in- 
stitution's general  manager,  business  manager,  administrator,  and 
director.  The  bill  would  define  the  owner  of  an  institution  as  any  per- 
son who  has  a  direct  or  indirect  ownership  or  control  interest  of  at 
least  five  percent  in  the  institution. 

Federal  Access  to  Records  {Section  9) 

Under  present  law.  State  plans  under  medicaid  are  required  to 
provide  for  agreements  with  every  person  or  institution  providing 
services  whereby  such  persons  or  entities  will  keep  complete  records 
of  services  provided  under  the  program  and  furnish  the  State  agency, 
upon  request,  which  information  regarding  any  payments  claimed 
under  the  program.  Similar  access  to  records  by  the  Secretary  is  not 
required.  The  committee  feels  this  could  hamper  Federal  efforts  to 
obtain  information  necessary  to  examine  potential  instances  of  fraud- 
ulent and  abusive  activities.  The  bill  therefore  specifically  permits 
the  Secretary  to  have  access  to  records  of  persons  or  institutions  pro- 
viding services  under  medicaid  in  the  same  manner  presently  provided 
to  State  medicaid  agencies. 

Claims  Processing  and  Information  Retrieval  Systems  for  Medicaid 
Programs  {Section  10) 

The  bill  permits  States  to  send  explanation  of  benefits  forms  to  a 
sample  of  medicaid  recipients  and  still  be  entitled  to  increased  Federal 
matching  for  operation  of  approved  management  information  sys- 
tems. The  bill  specifies  that  there  would  be  no  explanation  of  benefit 
forms  in  the  case  of  services  which  are  confidential  in  nature. 

Present  law  authorizes  an  increase  in  Federal  matching  to  75  per- 
cent toward  the  costs  of  operating  an  approved  medicaid  claims 
processing  and  information  retrieval  system  if  the  system  provides 
explanation  of  benefits  information  to  all  recipients.  The  committee 
has  been  informed  that  this  strict  requirement  for  explanation  of 
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benefit  forms  in  every  case  has  limited  the  growth  of  approved  sys- 
tems. In  addition,  questions  have  been  raised  about  the  cost  eifective- 
ness  of  this  requirement  because  of  the  high  volume  of  claims  for 
services  provided  under  medicaid. 

The  bill  therefore  modifies  the  current  requirement  by  permitting 
the  increased  matching  if  the  system  provides  explanation  of  benefits 
information  to  a  sample  group  of  recipients.  The  committee  expects 
that  the  samples  will  be  of  sufficient  size  and  sufficiently  represent- 
ative of  the  population  served  and  the  services  rendered  to  enable 
the  identification  of  any  questionable  or  unusual  patterns.  It  is  the 
intention  of  the  committee  that  all  confidential  services,  and  services 
integrally  related  to  a  confidential  service,  be  deleted  from  the  ex- 
planation of  benefit  forms  in  order  to  assure  privacy  for  the  medicaid 
patient.  States  will  be  expected  to  institute  appropriate  safeguards  to 
accomplish  this. 

The  committee  notes  that  this  change  in  the  medicaid  statute  does 
not  constitute  a  new  entitlement  to  higher  Federal  matching,  but 
merely  increases  the  workability  of  the  existing  provision. 

Medicaid  As  Payor  of  Last  Resort  {Section  11 ) 

The  bill  precludes  Federal  matching  payments  for  expenditures 
under  medicaid  for  services  which  a  private  insurer  would  have  an 
obligation  to  pay  except  for  a  provision  of  its  insurance  contract 
which  has  the  effect  of  limiting  or  excluding  such  obligation  because 
the  individual  is  eligible  for  or  receiving  medicaid. 

Under  current  law,  States  or  local  agencies  administering  medical 
assistance  plans  are  required  to  take  all  reasonable  measures  to  en- 
sure that  third  parties  legally  liable  to  pay  for  any  medical  care  ren- 
dered to  medicaid  recipients  meet  their  legal  obligations.  However, 
some  private  insurance  policies  contain  a  provision  that  limits  the 
insurance  companies'  liability  to  the  amount  not  covered  by  medicaid. 
In  some  cases.  State  insurance  commissioners  have  not  taken  action  to 
stop  this  practice.  When  it  occurs,  the  medicaid  program  is  forced  to 
assume  the  costs  despite  the  existing  subrogation  requirement. 

The  bill  would  provide  an  incentive  to  States  to  stop  this  practice 
by  stopping  all  Federal  matching  payments  for  expenditures  made 
under  the  plan  for  care  or  services  provided  to  the  extent  the  private 
insurer  (as  defined  by  the  Secretary)  would  have  been  obligated  to 
pay  except  for  a  provision  of  its  contract  which  has  the  effect  of  limit- 
ing or  excluding  such  obligation  because  the  individual  is  receiving 
assistance  under  medicaid. 

Stvdy  and  Review  of  Medicare  Claims  Processing  {Section  12) 

The  bill  directs  the  Comptroller  General  to  conduct  a  comprehensive 
study  of  the  claims  processing  system  under  medicare  for  the  purpose 
of  determining  what  modifications  should  be  made  to  achieve  more 
efficient  claims  administration. 

Under  medicare  part  A,  groups  or  associations  of  providers  can 
nominate  an  organization  to  serve  as  a  fiscal  intermediary  between 
the  providers  and  the  government.  An  individual  member  of  an  as- 
sociation or  group  of  providers  that  has  nominated  one  organization 
as  intermediary  may  select  some  other  organization  if  this  is  satisfac- 
tory to  the  organization  and  HEW,  or  alternatively  it  may  elect  to 
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deal  directly  with  the  government.  HEW  may  not  enter  into  an  agree- 
ment with  an  organization  unless  it  finds  that  such  agreement  is  con- 
sistent with  efficient  and  effective  administration.  The  Social  Security 
Administration  has  selected  10  hospital-nominated  organizations  to 
serve  as  intermediaries.  This  includes  the  Blue  Cross  Association  which 
carries  out  its  claims  administration  activities  through  73  statewide 
and  local  Blue  Cross  Plans.  Under  medicare  part  B,  the  Secretary 
contracts  with  carriers  to  perform  claims  processing  activities.  Car- 
riers are  selected  to  serve  specified  geographic  areas.  There  are  47 
carriers,  including  32  Blue  Shield  plans.  Both  intermediaries  and  car- 
riers are  reimbursed  on  a  cost  basis  for  carrying  out  their  activities. 

A  reexamination  of  the  administrative  framework  of  the  medicare 
program  in  order  to  assess  the  need  for  possible  modifications  is 
desirable. 

The  bill  therefore  directs  the  Comptroller  General  to  conduct  a 
comprehensive  study  and  review  of  the  administrative  structure  es- 
tablished for  processing  claims  under  medicare.  The  study  is  to 
determine  whether  and  to  what  extent  more  efficient  claims  administra- 
tion could  be  achieved  by  reducing  the  number  of  carriers  and  inter- 
mediaries, making  a  single  organization  responsible  for  processing 
claims  under  parts  A  and  B  in  a  particular  geographic  area,  paying 
for  claims  processing  on  the  basis  of  a  prospective  fixed  price,  pro- 
viding other  types  of  incentive  payments  for  efficiency,  or  by  other 
modifications  in  existing  structure  and  procedures.  The  Comptroller 
General  would  be  required  to  submit  a  report  containing  his  findings 
and  recommendations  to  the  Congress  by  July  1, 1979. 

Abolition  of  Program  Review  Teams  Under  Medicare  {Section  13) 

The  bill  repeals  the  provisions  in  current  law  relating  to  program 
review  teams. 

The  Social  Security  Amendments  of  1972  included  a  provision  au- 
thorizing the  Secretary  to  suspend  or  terminate  medicare  payments  to 
a  supplier  of  services  found  to  have  abused  the  program.  In  the  case  of 
such  a  suspension  or  termination,  Federal  participation  was  also  to 
be  withheld  for  medicaid  payments  made  in  behalf  of  such  supplier. 
This  provision  was  included  to  permit  HEW  to  bar  future  payments 
to  suppliers  who  have  made  a  practice  of  furnishing  inferior  or  harm- 
ful supplies  or  services,  engaging  in  fraudulent  activities,  or  consist- 
ently overcharging  for  their  services. 

To  assist  him  in  making  determinations  under  this  section,  the  Sec- 
retary was  required  to  establish  program  review  teams  in  each  State. 
These  professionally-based  bodies  were  to  advise  the  Secretary  con- 
cerning such  matters  as  whether  excessive,  harmful,  or  grossly  inferior 
care  is  being  rendered  to  patients.  The  functions  of  program  review 
teams  relating  to  the  review  of  the  quality  and  appropriateness  of 
services  are  essentially  duplicative  of  the  functions  required  to  be 
performed  by  PSRO's. 

The  bill  therefore  deletes  the  requirements  in  current  law  pertaining 
to  the  establishment  and  responsibilities  of  program  review  teams 
with  the  expectation  that  the  appropriate  PSRO  will  instead  be  a  vail- 
able to  advise  the  Secretary  in  cases  that  require  the  application  of 
professional  medical  judgment. 
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termediaries,  the  assignment  or  reassignment  of  providers  and  the 
designation  of  regional  or  national  intermediaries  beginning  on  that 
date. 

The  bill  further  requires  that  agreements  with  intermediaires  pro- 
vide for  access  by  the  Secretary  to  all  data,  information  and  claims 
processing  operations  as  he  may  find  necessary  to  enable  him  to  per- 
form his  required  functions. 

Disclosure  hy  Providers  of  the  Hiring  of  Certain  Former  Employees 
of  Fiscal  Intermediaries  {Section  15) 

The  bill  would  require  a  provider  of  services  under  the  medicare 
program  to  notify  the  Secretary  promptly  of  its  employment  of  an 
individual  who  at  any  time  during  the  preceding  year  was  employed 
in  a  managerial,  accounting,  auditing  or  similar  capacity  by  a  fiscal 
intermediary  or  carrier  who  had  served  that  provider. 

In  certain  cases  in  the  past  providers  have  specifically  recruited  and 
employed  personnel  of  the  fiscal  intermediary  serving  it,  apparently 
in  order  to  assist  the  provider  in  justifying  questionable  accounting 
and  cost  reporting  procedures.  This  type  of  hiring  practice  potentially 
subverts  the  integrity  of  the  intermediary  provider  relationship, 
including  the  integrity  of  the  auditing  process.  The  Department  of 
HEW  is  expected  to  utilize  the  information  gained  under  the  notifica- 
tion required  under  the  bill  to  discourage  such  practices,  especially 
when  such  information  suggests  possible  conflict  of  interest  situations. 

Providers  who  hire  employees  of  fiscal  intermediaries,  particularly 
accountants  and  auditors  who  have  been  involved  in  auditing  that  pro- 
vider, should  be  on  notice  that  such  practices  will  be  followed  closely. 

Payment  for  Durable  Medical  Equipinent  {Section  16) 

The  bill  would  modify  the  present  methods  for  reimbursing  medi- 
care beneficiaries  for  expenses  incurred  in  obtaining  durable  medical 
equipment.  The  intent  of  this  modification  is  to  reduce  program  ex- 
penditures and  assure  greater  protection  for  beneficiaries  against  the 
need  to  pay  excessive  rental  fees. 

Present  law  provides  for  reimbursement  under  part  B  of  medicare 
for  expenses  incurred  in  the  rental  or  purchase  of  durable  medical 
equipment  used  in  the  patients'  home.  The  beneficiary  has  the  option 
to  rent  or  purchase  such  equipment.  In  the  case  of  purchase,  reim- 
bursement is  generally  made  in  monthly  installments  equivalent  to 
amounts  that  would  have  been  paid  had  the  equipment  been  rented. 

Reimbursement  may  be  made  on  a  lump-sum  basis  for  purchased 
equipment  that  is  relatively  inexpensive,  i.e.,  items  for  which  the  rea- 
sonable charge  is  $50  or  less. 

Where  a  beneficiary  elects  to  rent  equipment,  medicare  will  continue 
to  reimburse  him  for  80  percent  of  his  rental  expenses  as  long  as  his 
medical  need  for  the  equipment  continues.  A  study  conducted  by  GAO 
showed  that  rental  payments  under  the  program  for  durable  medical 
equipment  require  over  an  extended  period  of  time  frequently  ex- 
ceeded, by  a  substantial  amount,  the  reasonable  purchase  price  of  the 
equipment.  Moreover,  beneficiaries  were  also  overpaying  for  equip- 
ment since  they  are  liable  for  the  20  percent  coinsurance  amount. 

The  Social  Security  Amendments  of  1972  added  provisions  to  the 
law  to  help  avoid  unreasonable  expenses  to  the  program  and  to  bene- 
ficiaries resulting  from  prolonged  rentals  of  equipment.  These  provi- 
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sions  authorized  the  Secretary  to  experiment  with  alternative  reim- 
bursement mechanisms,  including  the  use  of  lease-purchase  arrange- 
ments and  lump-sum  payments  for  purchased  equipment  where  it 
could  be  determined  in  advance  that  the  use  of  the  equipment  would 
be  medically  necessary  for  an  extended  period  of  time.  Although  the 
Department  has  not  conducted  the  extensive  experimentation  contem- 
plated by  the  legislation,  sufficient  evidence  is  available  to  indicate 
that  changes  in  the  reimbursement  methods  are  needed  to  deal  with  the 
long-standing  problems  arising  under  the  durable  medical  equipment 
provision  of  law. 

To  remedy  these  problems,  the  bill  makes  several  changes  in  the 
methods  used  in  reimbursing  beneficiaries  and  suppliers  for  durable 
medical  equipment.  First,  the  bill  requires  the  Secretary  to  determine, 
on  the  basis  of  medical  evidence,  whether  the  expected  duration  of 
medical  need  for  the  equipment  warrants  the  presumption  that  pur- 
chase would  be  less  costly  or  more  practical  than  rental,  and  would  not 
impose  financial  hardship  on  the  beneficiary.  Where  such  a  presump- 
tion can  be  made,  the  Secretary  would  require  purchase  of  the  equip- 
ment and  would  provide  reimbursement  on  the  basis  of  a  lump-sum 
payment  or  on  the  basis  of  a  lease-purchase  arrangement.  Since  lease- 
purchase  would  generally  be  the  preferred  mode  of  payment,  and 
would  ordinarily  provide  the  greatest  degree  of  cost-effectiveness  for 
the  program  and  the  beneficiary  alike,  the  bill  specifically  directs  the 
Secretary  to  take  steps  to  encourage  suppliers,  through  whatever  ad- 
ministrative arrangements  he  finds  feasible  and  economical,  to  make 
equipment  available  to  beneficiaries  on  a  lease-purchase  basis. 

Secondly,  the  bill  retains  the  provision  in  existing  law  which 
authorizes  the  Secretary  to  waive  the  20  percent  coinsurance  require- 
ment with  respect  to  the  purchase  of  used  durable  medical  equipment 
whenever  the  purchase  price  is  at  least  25  percent  less  than  the  reason- 
able charge  for  comparable  new  equipment. 

Funding  of  State  Medicaid  Fraud  Control  Units  {Section  17) 

The  committee^s  bill  authorizes  90  percent  Federal  matching  pay- 
ments for  fiscal  years  1978-1980,  for  the  establishment  and  operation 
of  State  medicaid  fraud  control  units. 

The  committee  is  concerned  that  sufficient  efforts  have  not  been 
made  to  date  to  identify  and  prosecute  cases  of  medicaid  fraud  in  a 
number  of  States.  In  the  absence  of  effective  investigative  units,  in- 
dividuals engaging  in  fraudulent  practices  are  able  to  continue  their 
activities  virtually  unchecked.  Sections  of  the  bill  provide  for  criminal 
sanctions  and  suspension  actions  for  those  convicted  of  medicaid  fraud. 
However,  strengthened  penalties  must  be  coupled  with  strengthened 
investigatory  powers  in  order  to  assure  that  those  engaging  in  crimi- 
nal activities  are  identified  and  prosecuted.  Further,  the  combination 
of  rigorous  enforcement  and  criminal  sanctions  should  serve  as  a  deter- 
rent to  similar  practices  by  other  providers  and  practitioners. 

During  the  hearings  held  on  this  legislation,  testimony  was  pre- 
sented showing  that  where  a  separate  investigative  entity  has  been 
established,  the  rate  of  prosecutions  and  convictions  has  been  sub- 
stantially increased.  For  example,  there  was  testimony  that  in  the 
period  from  1970  to  January  1975,  there  was  not  a  single  prosecution 
in  New  York  State  for  medicaid  fraud  arising  out  of  the  operation  of 
a  nursing  home.  In  January  1975,  a  special  office  was  established  to  ex- 
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amine  the  rapidly  growing  scandal  in  the  nursing  home  -industry.  As 
a  result  of  its  investigations,  grand  juries  have  indicated  more  than 
90  individuals  mostly  for  medicaid  fraud.  To  date,  there  have  been 
27  convictions  and  the  office  has  forced  payment  of  more  than  four 
million  dollars  in  criminal  restitution — an  amount  several  hundred 
thousand  dollars  in  excess  of  the  office's  first  year  budget.  The  com- 
mittee was  particularly  impressed  with  the  organization  and  operation 
of  the  New  York  Special  Prosecutor's  Office,  and  believes  it  constitutes 
a  model  for  anti-fraud  efforts  in  other  States. 

When  the  committee  learned  that  a  number  of  States  are  interested 
in  establishing  or  strengthening  existing  medicaid  fraud  and  abuse 
control  units,  it  wished  to  encourage  efforts  similar  to  the  New  York 
unit.  However,  in  view  of  the  fiscal  constraints  being  experienced  by 
many  of  the  States,  the  current  50  percent  administrative  matching 
rate  has  not  served  as  a  sufficient  incentive  to  the  establishment  or  ex- 
pansion of  such  units.  The  con-.mittee  believes  that  a  short-term  in- 
crease in  the  Federal  matching  rate  of  90  percent  will  enable  States 
to  establish  effective  investigative  entities  and  expand  existing  efforts. 
After  these  units  have  been  operational  for  a  few  years,  their  recoveries 
from  prosecutions  should  begin  to  equal  or  exceed  the  cost  of  opera- 
tion. Therefore,  under  the  bill,  the  increased  matching  rate  would 
only  be  in  effect  for  three  years. 

The  bill,  therefore,  provides  for  90  percent  Federal  matching  for 
fiscal  years  1978-1980  for  the  costs  incurred  in  the  establishment  and 
operation  (including  the  training  of  personnel)  of  State  fraud  control 
units  meeting  specified  requirements,  subject  to  a  quartely  limitation 
of  the  higher  of  $125,000  or  one-quarter  of  one  percent  of  total  medi- 
caid expenditures  in  such  State  in  the  previous  quarter. 

To  be  eligible  for  the  increased  matching  rate,  the  State  medicaid 
fraud  control  unit  must  be  a  single  identifiable  entity  of  State  govern- 
ment which  the  Secretary  certifies  (and  annually  recertifies)  as  meet- 
ing specific  requirements.  Such  entity  must  be  a  unit  of  the  office  of 
the  State  Attorney  General  or  of  another  department  of  State  govern- 
ment which  has  statewide  prosecutorial  authority  (unless  it  is  located 
in  a  State  where  the  State  constitution  prohibits  prosecution  by  a 
Statewide  authority;  then,  to  receive  the  higher  matching,  the  unit 
must  have  procedures  acceptable  to  the  Secretary  of  HEW  to  refer 
suspected  criminal  violations  to  the  appropriate  prosecuting  author- 
ities, and  to  assist  with  the  prosecutions). 

The  unit  is  required  to  be  separate  and  distinct  from  the  State  medi- 
caid agency.  The  entity  must  also  conduct  a  statewide  program  for 
the  investigation  and  prosecution  of  violations  of  all  applicable  State 
laws  relating  to  fraud  in  connection  with  the  provision  of  medical 
assistance  and  the  activities  of  medicaid  providers.  Such  unit  is  not 
however  required  to  examine  potential  instances  of  recipient  fraud; 
this  function  may  continue  to  be  the  responsibility  of  the  State  medi- 
caid agency.  The  fraud  and  abuse  control  unit  must  have  procedures 
for  reviewing  complaints  of  the  abuse  and  neglect  of  patients  by  health 
care  facilities,  and,  where  appropriate  for  acting  on  such  complaints 
or  for  referring  them  to  other  State  agencies  for  action.  The  entity  is 
required  to  provide  for  the  collection,  or  referral  for  collection,  of 
overpayments  made  to  health  care  facilities.  In  order  to  promote  ef- 
fective and  efficient  conduct  of  the  entity's  activities,  it  must  be  or- 
ganized in  a  manner  to  achieve  these  objectives  and  it  must  employ 
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auditors,  attorneys,  and  investigators  and  other  necessary  personnel. 
The  entity  is  further  required  to  submit  an  application  and  annual 
report  containing  information  deemed  necessary  by  the  Secretary  to 
determine  whether  the  entity  meets  these  requirements.  To  facilitate 
implementation  of  this  section,  the  Secretary  is  required  to  issue  regu- 
lations within  90  days  of  enactment. 

The  committee  wishes  to  emphasize  the  need  for  the  emplo3mient 
of  highly  skilled  auditors,  attorneys,  and  investigators  specially 
trained  in  the  area  of  medicaid  fraud.  The  committee  has  received 
substantial  evidence  of  the  complex  schemes  employed  by  those  engag- 
ing in  fraudulent  activities  and  notes  that  the  only  way  such  practices 
can  be  effectively  addressed  by  utilizing  persons  specially  skilled  in 
uncovering  these  activities. 

The  committee  intends  that  the  increased  matching  rate  authorized 
under  this  section  be  made  available  to  existing  State  fraud  control 
units  providing  they  meet  (or  appropriately  modify  their  operation 
so  as  to  meet)  the  specified  requirements. 

Report  on  Home  Health  cmd  Other  In-Home  Services  {Section  18) 

The  committee's  bill  would  require  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  report  to  Congress  on  home  health  and  other 
in-home  services  authorized  under  title  XVIII,  XIX,  and  XX  of 
the  Social  Security  Act. 

The  committee  is  concerned  that,  with  respect  to  home  health  and 
in-home  services  authorized  to  be  provided  under  medicare,  medicaid, 
and  title  XX  social  service  programs,  more  effective  methods  need  to 
be  developed  to  assure  the  quality  of  services  provided  and  efficiency 
in  administration  of  the  programs,  and  more  effective  efforts  to  curb 
fraud  and  abuse.  While  it  is  understood  that  there  are,  by  necessity, 
differences  among  these  programs  in  entitlement  to  the  services  and 
the  types  of  services  covered,  it  is  the  feeling  of  the  committee  that  any 
efforts  to  develop  methods  of  quality  assurance  and  administrative 
efficiency  should,  where  possible  and  practical,  provide  for  coordina- 
tion between  the  programs,  particularly  with  respect  to  requirements 
for  providers  of  services  and  reimbursement  methods. 

The  Secretary  is,  therefore,  directed  to  submit  within  one  year  a 
report  to  the  appropriate  committees  in  Congress  analyzing  all  aspects 
of  the  delivery  of  home  health  and  in-home  services  authorized  under 
these  titles.  Further,  since  the  intent  of  this  legislation  is  to  facilitiate 
establishment  of  a  set  of-  specific,  enforceable  standards  in  the  pro- 
grams to  assure  high  quality  home  health  services  and  the  protection 
of  the  health  and  safety  of  recipients  of  such  services,  the  Secretary 
is  required  to  report  on  regulatory  changes  needed  and  to  recommend 
appropriate  statutory  changes  with  respect  to  quality  assurance  and 
administrative  efficiency. 

The  committee  has  not  addressed  the  question  of  inclusion  of  proprie- 
tary home  health  agencies  beyond  the  provisions  of  current  law.  How- 
ever, the  committee  would  note  that  the  standards  for  quality  review 
to  be  developed  should  be  suitable  for  application  to  all  home  health 
providers,  regardless  of  sponsorship. 

The  Secretary  of  Health,  Education  and  Welfare  has  been  desig- 
nated to  conduct  this  study  in  view  of  the  extensive  information 
gathered  by  the  Department  during  recent  regional  hearings  on  home 
health  care  and  the  subsequent  activity  of  the  Department  in  analyz- 
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ing  this  information.  The  Secretary  is  to  include  in  this  report  an 
analysis  of  the  impact  of  his  recommendations  on  the  demand  for  and 
cost  of  services  authorized  under  the  programs  and  the  method  of 
financing  any  recommended  increase  in  the  provision  of  such  services. 

Uniform  Reporting  Systems  For  Health  Services  Facilities  and  Orga- 
nizations {Section  19) 

The  bill  would  require  the  Secretary  to  establish  for  each  of  the 
different  types  of  health  services  facilities  and  organizations  a  uniform 
system  for  the  reporting  of  such  items  as  cost  of  operation,  volume  of 
services,  rates,  capital  assets  and  bill  data.  This  reporting  system  would 
be  mandated  for  use  by  medicare  and  medicaid  providers  and  such 
use  would  be  phased  in  by  type  of  provider. 

A  persistent  problem  under  the  medicare  and  medicaid  programs  as 
currently  structured  is  the  presence  of  variations  in  the  information 
contained  in  medicare  and  medicaid  cost  reports.  Since  it  is  generally 
agreed  that  the  existence  of  comparable  cost  and  related  data  is  essen- 
tial for  effective  cost  and  policy  analysis,  the  assessment  of  alternative 
reimbursement  mechanisms  and,  in  certain  situations,  the  identification 
and  control  of  fraud  and  abuse,  the  Committee  believes  it  is  neces- 
sary to  correct  the  deficiencies  in  the  present  reporting  system  under 
these  programs. 

Accordingly,  the  bill  requires  the  Secretary  to  establish  for  each  type 
of  health  service  facility  or  organization  a  uniform  system  for  the 
reporting  of  the  following  types  of  inf ormaton : 

(1)  The  aggregate  cost  of  operation  and  the  aggregate  volume 
of  services  ; 

(2)  The  costs  and  volume  of  services  for  various  functional 
accounts  and  subaccounts ; 

(3)  Kates,  by  category  of  patient  and  class  of  purchaser; 

(4)  Capital  assets,  as  defined  by  the  Secretary,  including  (as 
appropriate)  capital  funds,  debt  service,  lease  agreements  used  in 
lieu  of  capital  funds,  and  the  value  of  land,  facilities,  and  equip- 
ment; and 

(5)  Discharge  and  bill  data. 

It  is  the  committee's  intent  that  the  uniform  reporting  system  for 
each  type  of  health  service  facility  or  organization  provide  for  appro- 
priate variation  in  the  application  of  the  system  to  different  classes  of 
facilities  or  organizations  within  that  type.  The  Secretary  would  be 
required  to  develop  and  establish  uniform  reporting  systems,  after  con- 
sultation with  interested  parties,  for  hospitals,  skilled  nursing  facili- 
ties and  intermediate  care  facilities  within  a  year  following  enactment 
of  this  legislation,  and  for  other  types  of  health  service  facilities  and 
organizations  (such  as  home  health  agencies)  within  two  years  of 
enactment. 

Within  each  class  of  facility,  cost  allocation  formats  and  definitions 
should  be  uniform.  Each  institution  of  a  particular  type  performing 
a  function  to  which  a  standard  applies  should  be  required  to  report  on 
such  functions  in  the  same  way.  For  example,  all  hospitals  should  be 
required  to  report  X-ray  costs  on  the  basis  of  costs  per  patient  exposure 
to  diagnostic  X-ray.  Another  type  of  institution,  such  as  a  long  term 
care  facility,  may  be  required  to  employ  another  method,  if  one  more 
suited  to  such  type  of  institution's  operations  can  be  formulated.  This 
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combination  of  variation  by  institutional  type  and  uniformity  within 
each  such  type  of  institution  provides  necessary  flexibility  while  assur- 
ing that  the  information  obtained  is  useful. 

It  is  also  the  committee's  intent  that  the  Secretary  should  take  into 
account  the  unique  orgarj^iational  arrangement  of  health  maintenance 
organizations,  and  should  make  those  adjustments  he  finds  necessary 
and  appropriate  to  tailor  the  uniform  reporting  system  to  their  par- 
ticular situation,  while  maintaining  the  necessary  comparability  of 
data. 

Under  the  bill,  the  Secretary  would  require  all  medicare  and  medic- 
aid providers  of  services  to  submit  reports  to  the  Secretary  of  the 
aforementioned  cost -related  information  in  accordance  with  the  uni- 
form reporting  system.  For  hospitals,  skilled  nursing  facilities,  and  in- 
termediate care  facilities,  these  uniform  reports  w^ould  be  required 
beginning  with  their  first  fiscal  year  that  begins  more  than  six  months 
after  the  reporting  system  has  been  promulgated  by  the  Secretary.  For 
all  other  types  of  health  service  facilities  or  organizations,  the  report- 
ing requirement  will  only  be  implemented  at  such  time  (after  such 
systems  are  promulgated  for  these  institutions)  as  the  Secretary  deems 
to  be  most  productive.  After  establishing  the  uniform  systems  of  re- 
porting, the  bill  requires  the  Secretary  to  monitor  their  operation,  as- 
sist with  support  demonstrations  and  evaluations  of  the  effectivness 
and  cost  of  the  operation  of  such  systems,  encourage  State  adoption  of 
such  systems  and  periodically  revise  the  systems  to  improve  their  ef- 
fectiveness and  diminish  their  cost. 

Under  the  bill,  the  Secretary  would  be  required  to  provide  such 
information  obtained  through  use  of  the  uniform  reporting  system 
as  may  be  necessary  to  assist  health  systems  agencies  and  State  health 
planning  and  development  agencies  carrying  in  out  such  agencies' 
functions. 

Although  this  bill  does  not  require  uniform  accounting  as  well  as 
uniform  reporting,  the  committee  is  convinced  that  the  Secretary  of 
HEW  should  develop  model  uniform  accounting  systems  and  that  he 
should  have  the  authority  to  require  the  use  of  such  parts  of  the  ac- 
counting system  as  he  finds  necessary  in  the  future  if  his  evaluation 
of  uniform  reporting  indicates  that  it  has  not  been  sufficient  to  assure 
reliable  and  comparable  data.  The  Committee  notes  that  such  author- 
ity is  necessary  to  implement  an  effective  and  equitable  hospital  cost 
containment  system,  since  payments  based  on  comparative  perform- 
ances of  like  hosiptals  requires  a  high  'degree  of  comparability  of  cost 
data. 

Delay  in^  and  Waiver  of^  Impasition  of  ReductUm  of  Federal  Medical 
Assistance  Percentage  Due  to  a  Staters  Failure  to  Have  an  Effec- 
tive Medicaid  Utilization  Control  Program  {Section  20) 

Section  20  provides  an  additional  6-month  period  to  States  to  meet 
the  requirements  of  current  Medicaid  law  concerning  review  of  care 
delivered  in  institutional  facilities.  The  section  provides  that  if  a  State 
is  in  compliance  for  the  calendar  quarter  ending  December  31, 1977,  the 
Secretary  may  waive  all  (or  such  part  as  is  appropriate)  of  the  re- 
duction in  the  Federal  financial  assistance  percentage  which  would 
otherwise  be  imposed  on  those  States  that  failed  to  fulfill  the  require- 
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ments  of  law  during  the  previous  periods.  The  section  further  specifies 
procedural  requirements  for  the  Secretary  to  carry  out  the  validation 
requirements  under  Section  1930(g)  (2)  in  more  timely  fashion.  The 
section  defines  the  conditions  a  State  must  meet  to  be  considered  in  full 
compliance  with  the  utilization  control  requirement. 

The  "Social  Security  Amendments  of  1972"  (Public  Law  92-603) 
added  section  1903(g)  to  the  Social  Security  Act.  This  section  requires 
a  one-third  reduction  in  Federal  matching  payments  under  medicaid 
for  long-term  stays  in  institutional  settings,  unless  a  State  demon- 
strates that  it  has  an  adequate  program  of  control  OA^er  the  utilization 
of  institutional  services.  The  program  must  include  a  showing  that : 

(1)  The  physician  certifies  at  the  time  of  admission  and  recerti- 
fies every  60  days  that  the  patient  requires  inpatient  institutional 
services. 

(2)  The  services  are  furnished  under  a  plan  established  and 
periodically  reviewed  by  a  physician. 

(3)  The  State  has  a  continuous  program  of  utilization  review 
whereby  the  necessity  for  admission  and  continued  stay  of  patients 
is  reviewed  by  personnel  not  directly  responsible  for  care  of  the 
patient,  not  financially  interested  in  a  similar  institution,  or,  ex- 
cept in  the  case  of  a  hospital,  employed  in  the  institution. 

(4)  The  State  has  a  program  of  independent  medical  review  for 
SNF's,  ICF's,  and  mental  hospitals  whereby  the  professional 
management  of  each  case  is  subject  to  independent  annual  review. 
The  section  further  requires  the  Secretary  to  conduct  sample  on- 
site  surveys  of  institutions  as  part  of  his  validation  procedures. 

The  committee  notes  that  this  section  was  to  go  into  effect  on  July  1, 
1973,  as  an  incentive  payment  for  States  showing  a  satisfactory  pro- 
gram of  utilization  control.  States  which  did  not  make  the  requisite 
showings  were  automatically  to  be  subject  to  the  reduced  Federal 
matching  rate.  Despite  the  clear  intent  of  the  law  and  extensive  evi- 
dence developed  by  the  Subcommittee  on  Oversight  and  Investigations 
as  well  as  the  Comptroller  General  of  the  United  States,  that  a  large 
number  of  States  failed  to  meet  the  requirements,  HEW  indicated 
that  it  was  reluctant  to  impose  the  reductions.  The  first  reduction 
actually  to  be  imposed  under  this  authority  was  announced  to  take 
effect  July  1977.  During  the  intervening  four-year  period  the  com- 
mittee has  on  a  number  of  occasions,  both  during  hearings  and  in  a 
report  prepared  by  the  committee,  indicated  its  concern  that  HEW  had 
failed  to  fulfill  its  responsibilities. 

On  June  8,  1977,  HEW  announced  that  it  would  reduce  July  1977 
Medicaid  payments  to  20  States  by  a  total  of  $142  million  (actual 
application  of  these  announced  reductions  was  delayed  by  Public  Law 
95-59  until  October  1977),  These  reductions  were  to  take  effect  be- 
cause the  States  failed,  during  the  first  quarter  of  1977,  to  conduct 
annual  medical  reviews  of  patients  in  long-term  care  facilities.  The 
Department  further  announced  that  it  had  under  review  the  potential 
disallowance  of  $378  million  of  fiscal  year  1975  funds  for  failure  to 
have  adequate  utilization  controls  in  place,  based  upon  validation 
requirements.  The  committee  is  encouraged  that  the  Department  has 
begun  to  aggressively  implement  the  congressional  mandate.  However, 
in  view  of  past  inaction  on  the  part  of  HEW,  it  feels  that  the  sudden 
reduction  in  Federal  funds  for  past  years  activities  could  have  a  severe 
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and  unanticipated  impact  on  affected  State  Medicaid  programs.  Fur- 
ther, Congress  intended  this  program  to  be  an  incentives  program  to 
be  validated  on  a  current  basis  by  HEW.  Section  20  is  intended  to 
bring  this  validation  process  into  timely  synchronization  with  State 
showings. 

The  committee  has  approved  an  amendment  which  would  give  States 
an  additional  6  months  to  demonstrate  full  compliance  with  the  law. 
The  committee  emphasizes  that  this  is  in  no  way  to  be  viewed  as  a 
retrenchment  or  a  lack  of  resolve  on  its  commitment  to  effective  utiliza- 
tion control  and  medical  audit  programs.  It  fully  expects  and  intends 
that  during  this  extension  period  all  States  will  take  the  necessary 
actions  to  bring  them  into  full  compliance. 

The  committee  bill  amends  section  1903(g)  to  provide  that  no  reduc- 
tion shall  be  imposed  before  January  1,  1978,  unless  a  notice  of  the 
decrease  is  provided  to  the  State  at  least  30  days  in  advance  and  unless 
notice  of  the  reduction  occurs  no  later  than  nine  months  following 
the  period  for  which  the  State  has  been  cited  for  noncompliance. 

The  Secretary  is  required  to  waive  application  of  all  or  part  (as  is 
appropriate)  of  any  decrease  otherwise  required  to  be  imposed  with 
respect  to  cases  of  noncompliance  occurring  prior  to  October  1, 1977,  if 
he  determines  that  the  State  makes  a  satisfactory  showing,  and  the 
showing  is  valid,  that  it  is  in  full  compliance  with  the  law  for  the  last 
quarter  of  calendar  year  1977.  The  committee  has  left  to  the  Secre- 
tary's discretion  the  amount  of  the  decrease  which  may  be  waived.  It 
fully  expects  that  where  previous  violations  of  the  law  have  been  of 
sufficient  magnitude,  the  Secretary  may  impose  a  portion  of  the  pen- 
alty. In  cases  where  the  State  is  not  able  to  show  a  satisfactory  pro- 
gram that  is  validated  by  the  Secretary,  the  committee  expects  that 
all  previous  reductions  will  be  taken. 

The  committee  bill  provides  that  a  State  should  provide  its  showing 
with  respect  to  a  calendar  quarter  to  HEW  within  30  days  of  the  end 
of  the  quarter,  so  that  HEW  can  make  the  appropriate  determina- 
tions and  give  States  sufficient  notice  of  any  action  (although  HEW 
can  extend  the  period  if  the  Secretary  finds  good  cause  for  doing  so). 
The  section  further  clarifies  the  conditions  a  State  must  meet  to  be 
deemed  in  full  compliance  with  the  on-site  medical  and  independent 
review  requirements.  It  must  demonstrate  good  faith  efforts  to  con- 
duct on-site  surveys  in  all  mental  hospitals,  SNF's  and  ICF's  and 
actually  conduct  such  surveys  in  all  large  institutions,  and  in  all  other 
institutions  in  the  State.  This  provision  was  included  because  HEW 
has  announced  penalties  on  States  which  failed  to  review  only  two  or 
three  homes  out  of  hundreds  of  homes  subject  to  review  within  the 
annual  time  limit.  In  the  light  of  the  Secretary's  position  that  HEW 
has  no  discretion  in  determining  that  the  requirements  of  the  law  have 
been  met,  the  Committee  has  provided  a  standard  of  reasonableness  in 
the  bill. 

While  existing  law  requires  the  Secretary  to  undertake  on-site  vali- 
dation surveys  in  timely  fashion,  HEW  has  not  done  so  in  the  past. 
When  they  have  performed  validations,  the  validations  have  lagged 
months  and  even  years  behind  the  year  in  question.  The  committee 
iDelieves  HEW  has  an  obligation  to  the  States,  to  the  Congress,  and  to 
institutional  care  recipients  to  undertake  validations  in  a  timely 
fashion,  and  to  impose  any  reductions  resulting  from  them  at  that 
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point.  States  should  not  be  subjected  to  the  uncertainty  of  a  possible 
reduction  years  later.  Therefore,  the  committee  reluctantly  concludes 
that  HEW  should  not  attempt  validations  of  periods  now  long  past, 
but  should  begin  now  appropriate  validations  of  calendar  year  1977, 
so  that  they  can  complete  their  validations  shortly  after  the  Decem- 
ber 31,  1977,  date  for  State  compliance.  The  bill  requires  that  the 
Secretary  must  complete  his  validations  and  give  notice  of  his  deter- 
minations within  nine  months  of  the  end  of  the  period  in  question  if 
he  is  imposing  reductions  on  the  States  as  a  result. 

The  section  also  requires  the  Secretary  to  submit  to  the  Congress 
within  60  days  of  the  close  of  each  calendar  quarter  a  report  on :  (1)  his 
determination  as  to  whether  showings  made  by  States  are  satisfactory ; 

(2)  his  review  of  the  validity  of  previously  submitted  showings ;  and 

(3)  any  reductions  made  for  the  quarter. 

VI.  Congressional  Budget  Office  Cost  Estimate 

A  cost  estimate  was  requested  on  H.R.  3  when  it  was  ordered  re- 
ported from  the  committee  on  Interstate  and  Foreign  Commerce,  and 
the  Congressional  Budget  Office  has  provided  the  following 
information. 

CONtlRESSIONAL  BuDGET  OfFICE, 

Washington,  D  O.,  Jime  28, 1977. 

Hon.  Harley  O.  Staggers, 

GTiairman,  Committee  on  Interstate  and  Foreign  Commerce,  U.S. 
Home  of  Representatives,  Washington,  B.C. 

Dear  Mr.  Chairman  :  Pursuant  to  section  403  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  reviewed 
H.R.  3,  the  Medicare-Medicaid  Fraud  and  Abuse  Amendments,  with 
regard  to  its  potential  cost  impact. 

The  provisions  in  H.R.  3  are  intended  to  clarify  and  extend  current 
statute  in  order  to  facilitate  both  state  and  federal  efforts  to  monitor 
and  control  possible  fraud  and  abuse  in  the  Medicare  and  Medicaid 
programs.  This  is  accomplished  in  the  bill  through  the  expansion  both 
of  legislative  powers  and  sanctions  and  of  the  collection  and  coordina- 
tion of  relevant  information,  as  well  as  through  the  provision  of  in- 
creased funding  to  the  states  to  support  such  activities.  Lastly,  as  a 
means  of  further  reducing  costs,  the  bill  permits  the  Secretary  of 
HEW  to  require  that  necessary  durable  medical  equipment  be  pur- 
chased rather  than  rented  under  medicare  if  it  is  determined  that  pur- 
chase would  be  a  less  costly  alternative. 

Thus,  many  of  the  provisions  in  this  bill  represent  possible  added 
costs  or  savings  (or  both)  to  the  programs.  Some  sections,  for  example, 
although  requiring  additional  expenditures,  are  intended  to  actually 
reduce  costs,  thus  representing  no  net  outlay  effect.  However,  limita- 
tions of  available  and  relevant  data,  uncertainties  of  the  actual  extent 
and  effectiveness  of  the  future  implementation  of  the  provisions,  and 
the  unknown  masrnitude  of  the  fraud  and  abuse  presently  extant  in 
the  programs  make  it  impracticable  for  CBO  to  project  the  actual  cost 
impact  of  this  measure  at  this  time. 

Our  review  of  the  bill  and  the  limited  information  available  leads 
us  to  conclude  that  costs  and  savings  would  essentially  offset  each 
other  during  the  first  couple  of  years  of  implementation  with  some 
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The  new  section  1171(e)  (1)  requires  the  Secretary  to  establish  in  a 
timely  manner  procedures  and  mechanisms  to  govern  his  relation- 
ships with  State  agencies  under  part  B  of  title  XI  (specifically  in- 
cluding his  relationships  with  such  agencies  in  connection  with  their 
respective  functions  under  the  preceding  provisions  of  this  section). 
Such  mechanisms  shall  include  periodic  consultation  by  the  Secre- 
tary with  representatives  of  the  State  agency  and  of  PSRO's  regard- 
ing relationships  between  them  (including  the  appropriate  exchange 
of  data  and  information  between  such  agencies  and  such  organiza- 
tions) and  other  problems  of  mutual  concern.  Such  procedures  shall 
permit  the  State  agency  to  be  represented  on  any  project  assessments 
conducted  by  the  Secretary  with  respect  to  a  PSRO  located  within  its 
State. 

The  new  section  llTl  (e)(2)  requires  each  PSRO  to  provide  the 
appropriate  State  agency  on  request  (a)  data  or  information  which 
the  Secretary  requires  such  organizations  to  report  to  him  routinely^ 
on  a  periodic  basis,  and  (b)  such  other  data  or  information  as  the 
Secretary  authorizes  to  be  disclosed. 

Section  5(d)  (3)  (A)  of  the  bill  amends  section  1155(e)  (1)  of  the 
Social  Security  Act  by  prohibiting  delegated  review  in  skilled  nurs- 
ing facilities. 

Section  5(d)(3)(B)  of  the  bill  amends  section  1155(a)  by  pro- 
viding that  required  review  specified  in  paragraph  (1)  is  subject  to 
the  exceptions  provided  in  the  new  paragraph  ( 7 ) . 

The  new  paragraph  (7)  specifies  that  a  PSRO  has  the  function 
and  duty  to  assume  responsibility  for  the  review  of  professional  ac- 
tivities in  intermediate  care  facilities  (as  defined  in  section  1905(c)) 
and  in  public  institutions  for  the  mentally  retarded  (described  in  sec- 
tion 1905(d)(1)),  only  if  the  Secretary  finds,  on  the  basis  of  such 
documentation  as  he  may  require  from  the  State,  that  the  appro- 
priate State  medicaid  agency  is  not  performing  effective  review  of 
the  quality  and  necessity  of  health  care  services  provided  in  such  fa- 
cilities and  institutions. 

Section  5(e)  amends  section  1160(b)  (1)  of  the  Social  Security  Act 
to  clarify  that  the  sanctions  provision  applies  to  any  health  care  prac- 
titioner or  hospital,  or  other  health  care  facility,  agency,  or  organiza- 
tion subject  to  PSRO  review. 

Section  5(f)  amends  section  1163(a)  (2)  of  the  Social  Security  Act 
by  substituting  a  new  provision. 

The  new  section  1163(a)  (2)  provides  that  members  of  the  National 
PSR  Council  shall  be  appointed  for  a  term  of  three  years,  except  that 
of  the  members  appointed  in  1979,  four  shall  be  appointed  for  a  term 
of  only  two  years,  and  three  for  a  term  of  only  one  year.  Members  of 
the  Council  shall  be  eligible  for  reappointment. 

Section  5(g)  deletes  section  1163(f)  of  the  Social  Security  Act  per- 
taining to  the  requirement  for  an  annual  report  prepared  by  the  Na- 
tional Council. 

Section  5(h)  amends  section  1166  of  the  Social  Security  Act  by 
redesignating  subsection  (b)  as  subsection  (d),  adding  new  subsec- 
tions (b),  (c),  and  (e),  and  making  appropriate  changes  in  cross- 
references. 


SEPARATE  VIEWS  OF  REPRESENTATIVE  DAVID 
E.  SATTERFIELD,  III 

The  necessity  for  confidentiality  in  the  relationship  between  doctor 
and  patiient  has  been  appreciated  for  as  long  as  medicine  has  been  prac- 
ticed. The  duty  of  the  physician  to  preserve  the  confidentiality  of  in- 
formation obtained  from  his  patients  is  explicitly  recognized  in  the 
Hippocratiic  Oath  and  the  American  Medical  Association's  Principles 
of  Ethics. 

Fortunately,  as  a  result  of  this  recognition,  the  confidentiality  of 
medical  records  has  rarely  been  abused,  and  most  patients  assume  that 
their  privacy  will  be  protected  by  the  medical  profession.  Nevertheless, 
concern  has  been  increasing  that  the  ethics  of  the  medical  profession 
are  no  longer  sufficient  guarant}^  of  the  confidentiality  of  medical  rec- 
ords. I  see  two  basic  reasons  for  this  increased  concern.  First,  the 
Health  Care  System  of  the  United  States  is  changing  rapidly.  The  role 
of  the  Federal  Government  in  paying  for,  providing  and  reviewing 
health  care  has  increased  enormously  and  all  signs  are  that  it  will  con- 
tinue to  increase.  A  growing  percentage  of  health  care  is  being  pro- 
vided by  institutions — hospitals,  HMO's,  clinics — rather  than  by  phys- 
icians practicing  alone,  and  that  care  is  more  and  more  likely  to  be 
paid  for  by  a  third  party.  Consequently,  when  the  individual  patient 
provides  sensitive  information  to  a  physician  he  may  be  placing  that 
information  within  the  control  of  an  enormous,  interlocking,  health 
care  bureaucracy.  Secondly,  the  application  of  computer  technology 
in  the  field  of  health  care  is  steadily  increasing.  This  development  is 
described  by  Professor  Alan  F.  Westin  in  a  study  prepared  for  the 
U.S.  Department  of  Commerce  ^ : 

Spokesmen  from  medicine  and  the  computer  industry  ex- 
pect the  use  of  computers  in  doctor's  offices  and  small  clinics 
to  move  slowly  but  steadily  upward  in  the  next  five  years. 
They  cite  the  increased  exposure  to  computers  that  physi- 
cians receive  as  they  treat  their  patients  in  hospitals ;  courses 
in  medical  schools  about  administrative  and  clinical  uses  of 
computers;  the  current  trend  toward  greater  group  rather 
than  solo  practice,  creating  more  practice  units  for  which 
computers  could  be  cost-effective;  and  the  funding  of  vari- 
ous projects  (such  as  CAPO)  by  federal  health  agencies  to  de- 
velop tested  applications  and  encourage  greater  EDP  use  in 
doctors  offices.  Possibly  the  most  important  factor  is  the 
rapid  price  decline  that  is  taking  place  in  computing  services, 
as  small-system  computers  and  minicomputers  move  into 
monthly  costs  for  business  data  processing  that  many  physi- 
cians are  finding  attractive."  (at  page  95) 

1  Westin,  Alan  F..  Computers.  Health  Records,  and  Citizens  Rights,  Nat.  Bur.  Stand. 
(U.S.,  Monograph  157  (Dec.  1976)). 
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As  in  doctor's  offices,  computer  use  in  hospitals  is  changing 
the  nature  of  the  patient's  file.  In  many  hospitals  in  the  pre- 
computer  era,  record-keeping  was  hit-or-miss,  and  though  lots 
of  paper  accumulated  in  the  record,  these  documents  were 
often  in  disarray,  without  any  indexing  or  current  summary. 
Now,  while  the  character  of  personal  information  that  is 
being  collected  fo^  automatic  i^atient  records  is  not  different 
from  what  was  recorded  oefore,  the  automated  personal  data 
are  being  more  systematically  collected,  more  fully  recorded 
and  more  centralized  in  permanent  files.  Patients  processed 
through  automatic  history-taking  are  systematically  asked  to 
disclose  the  full  ranee  of  physical,  social,  family,  emotional 
and  other  personal  data,  and  the  resulting  detailed  patient 
profiles  become  a  regular  feature  of  the  file,  updated  steadily 
as  the  patient  remains  with  that  care  provider. 

From  a  health  care  standpoint,  this  is  one  of  the  most  de- 
sirable features  of  automation — patient  records  are  full,  up- 
to-date,  easily  understood  and  are  linked  together  from  vari- 
ous departments  and  previous  episodes.  From  a  civil  liberties 
standpoint,  however,  this  trend  means  that  all  the  medical 
and  paramedical  personnel  in  a  facilitv  who  have  access  to 
the  computerized  files  now  have  more  detailed  personal  data 
and  more  comprehensive  social  histories  than  in  the  typical 
manual  system,  except  for  psychiatric  facilities. 

In  addition,  computerization  of  patient  data  is  facilitating 
(and  is  sometimes  directly  intended  to  facilitate)  the  sending 
of  some  automated  patient  data  to  organizations  outside  the 
primary  care  sector — to  service  payers  and  those  charged  with 
qualitv  care  assurance,  and  to  the  Zone  3  users  such  as  public 
health  a'T^encies,  welfare  and  rehnbilifation  pro.qrrams,  licens- 
ing authorities,  judicial  authorities,  employment-insurance 
evaluators  and  so  forth."  (at  pages  99-100) 

In  response  to  concern  over  these  developments,  the  House 
AYays  and  Means  Committee  adopted  an  amendment  to  H.R.  3 
which  would  limit  the  access  of  federal  officers,  employees,  and  agents 
to  individually  identifiable  medical  records  without  the  consent  of  the 
patient.  Unfortunately,  this  amendment  would  be  overly  broad  and 
indiscriminate  in  its  effects.  It  fails  to  make  exceptions  for  those  situa- 
tions in  which  the  health  of  the  general  public  must  override  the  right 
to  privacy  of  the  individual.  For  example,  as  Professor  Westin  points 
out: 

While  securing  informed,  voluntary  consent  should  cover 
most  situations  in  which  medical  research  and  profi:ram  eval- 
uations need  to  be  conducted,  through  the  use  of  identified 
data  from  health  systems,  there  will  be  situations  in  which 
this  is  not  feasible. 

I  share  the  belief  that  statutory  protection  for  the  privacy  of  medi- 
cal records  is  needed,  especially  with  respect  to  access  by  federal  em- 
ployees to  the  records  of  individual  patients  whose  medical  care  is  not 
financed  in  whole  or  in  part  by  the  Fede^^al  Government.  To  le^-islate 
merely  to  limit  the  disclosure  of  medical  information  about  a  citizen 
obtained  by  federal  employees  without  the  knowledge  or  consent  of 
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that  patient  is  grossly  inadequate.  This  belief  has  been  strengthened 
by  the  recently  released  Department  of  HEW  audit  agency  report, 
which  revealed  a  shocking  lack  of  security  for  computerized  records 
of  the  Social  Security  Administration  containing  highly  confidential 
personal  information  on  millions  of  Americans.  Particularly  disturb- 
ing was  tlie  revelation  that  many  federal  employees  have  access  to  this 
personal  information  even  though  their  jobs  do  not  require  such  access. 

I  can  think  of  no  right  more  deserving  of  protection  than  the  right 
to  confidentiality  of  one's  medical  file.  I  do  recognize,  however,  that 
there  are  occasions  and  circumstances  when  the  public  interest  trans- 
cends the  individual  right,  for  example  in  cases  of  communicable  dis- 
ease. Even  so,  the  accessability  of  a  citizen's  medical  record  in  such 
circumstances  should  be  clearly  and  carefully  circumscribed.  I  can 
think  of  no  better  way  to  insure  this  protection  of  the  public  interest 
than  to  permit  federal  health  officials  to  aid  and  assist  the  chief  medi- 
cal officer  of  the  individual  states  when  specifically  requested  to  do 
so,  and  then  only  to  the  extent  permitted  by  state  law  governing  the 
authority  of  the  chief  medical  authority  in  such  state. 

Accordingly,  I  shall  offer  an  amendment  which,  except  in  the  case 
of  a  medical  emergency  presenting  an  immediate  threat  to  the  life 
of  an  individual  patient,  would  require  federal  officials,  employees, 
or  agents,  before  inspecting  or  requiring  the  disclosure  of  individually 
identifiable  medical  records,  to  obtain  the  written  consent  of  the  pa- 
tient. It  would  further  permit  such  inspection  and  disclosure  when  the 
federal  health  official  or  officials  are  requested  to  do  so  in  writing,  by  an 
official  authorized  by  state  law  to  inspect  or  require  the  disclosure  of 
medical  records,  with  the  further  provision  that  the  purpose  and  scope 
of  authority  to  be  exercised  as  well  as  the  period  of  time  such  authority 
is  delegated  be  also  set  forth  in  writing. 

This  basic  safeguard  would  impose  only  a  reasonable,  minimal  in- 
convenience on  researchers  and  other  federal  health  officials,  an  im- 
position which  in  my  view  is  more  than  warranted  by  the  added  pro- 
tection for  individual  privacy  which  it  affords. 

The  amendment  would  not  apply  to  alter  the  present  rules  govern- 
ing access  to  medical  records  in  the  possession  of  the  Armed  Services 
or  the  Veterans'  Administration.  Nor  would  it  apply  to  inspection  of 
medical  records  in  the  course  of  (1)  the  delivery  of  medical  care 
which  is  paid  for  or  provided  by  the  Federal  Government,  (2)  review 
by  PSROs  of  medical  care  paid  for  or  provided  by  the  Federal  Gov- 
ernment, and  (3)  auditing  for,  investigating,  or  prosecuting  fraud  and 
abuse  in  the  provision  of,  or  payment  for,  medical  care  which  the  Fed- 
eral Government  provides. 

In  draftinof  this  amendment,  I  have  taken  great  pains  to  insure 
that  Federal  assistRnce  to  State  and  local  authorities  in  the  control 
of  communicable  disease,  the  investisration  of  epidemics,  and  in  epi- 
demiologic research  would  not  be  unduly  hampered. 

It  has  been  sugfp'ested  that  Congress  should  postpone  action  in 
this  area  until  the  final  renort  of  the  Privacv  Commission  is  received 
and  the  Department  of  HEW  has  had  an  opportunity  to  study  the 
renort  and  submit  suggestions  for  legislation.  This,  of  course,  would 
virtuallv  insure  that  no  legislation  <?overning  the  right  of  privacy 
in  auestion  will  be  enacted  during  this  session  of  Congress.  I  do  not 
feel  such  a  delay  is  justified.  A  provision  such  as  I  propose  is  a  careful 
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first  step  and  is  fully  consistent  with  the  Draft  Medical  Records  Pol- 
icy Recommendations  of  the  Privacy  Commission.  Adoption  of  it 
would  in  no  way  preclude  future  legislation  on  this  point.  Again, 
Professor  Westin's  observations  are  pertinent : 

Predictably,  there  are  divergent  views  among  observers 
as  to  the  nature  and  extensiveness  of  threats  to  privacy  in  va- 
rious new  helath  care  programs,  in  in  the  growth  of  auto- 
mated data  systems.  But  there  is  widespread  agreement  that 
dealing  wisely  and  effectively  with  the  privacy  'issue'  is  a 
vital  matter,  not  only  to  the  public's  confidence  in  new  health 
care  institutions  in  the  coming  decade  but  also  to  the  protec- 
tion of  fundamental  citizen  rights. 

The  time  is  ripe,  therefore,  for  focusing  expert  and  public 
attention  on  these  issues  before  changes  in  health  care  fi- 
nancing and  review  are  enacted,  before  the  new  wave  of  com- 
puter applications  and  information  systems  unfold,  and  be- 
fore arrangements  to  incorporate  national  patient  identifiers 
and  file-linking  arrangements  in  the  health  field  are  put  into 
place."  (at  page  2) 

For  the  foregoing  reasons,  I  urge  my  colleagues  to  support  my 
amendment  on  the  floor  of  the  House  when  H.R.  3  is  considered. 

David  E.  Satferfield.  III. 


ADDITIONAL  VIEWS  BY  MR.  ROGERS 


During  the  course  of  the  Subcommittee  consideration  of  H.R.  3, 
a  significant  amount  of  time  and  attention  was  devoted  to  the  issue  of 
the  confidentiality  of  individually  identifiable  medical  records.  Much 
of  the  discussion  centered  around  two  alternative  approaches : 

(1)  The  approach  adopted  by  the  Ways  and  Means  Commit- 
tee, which  bans  all  access  to  and  inspection  or  disclosure  of  in- 
dividually identifiable  medical  records  by  Federal  employees, 
officers,  agents,  and  PSRO's  without  specific,  detailed,  time- 
limited  consent  of  the  individual  concerned,  whether  the  care  is 
paid  for  by  public  or  private  sources,  with  the  following  ex- 
ceptions: (a)  a  PSRO  may  have  access  to  the  medical  records 
of  persons  whose  care  was  paid  for  by  Medicare,  Medicaid,  or 
the  maternal  and  child  health  program  for  the  purpose  of  per- 
forming utilization  review,  or  (b)  the  care  is  paid  for  by  medi- 
care, medicaid  or  the  maternal  and  child  health  program,  and 
inspection  of  the  record  is  for  purposes  of  auditing  for,  investi- 
gating or  prosecuting  fraud  and  abuse. 

(2)  The  approach  adopted  by  the  Committee  on  Interstate 
and  Foreign  Commerce  (a)  which  banned  access  or  disclosure 
to  Federal  employees  of  individually  identifiable  medical  rec- 
ords in  the  possession  of  the  PSRO  where  the  care  was  not  paid 
for  by  Medicare,  Medicaid  or  the  maternal  and  child  health  pro- 
gram, without  the  specific  consent  of  the  patient,  and  (b)  which 
required  the  Secretary  of  HEW  to  submit  proposed  legislation 
within  three  months  of  the  issuance  of  the  Privacy  Protection 
Study  Commission  report,  which  embodies  the  recommendations 
of  that  group  pertaining  to  the  privacy  of  patients'  medical  rec- 
ords, the  circumstances  under  which  they  may  be  examined,  and 
the  safeguards  which  should  be  established  with  respect  to  exam- 
ination and  disclosure. 

The  subcommitte  received  little  evidence  of  abuse  by  Federal  em- 
ployees of  their  access  to  individually  identifiable  records.  They  did 
receive  assurance  that  unwarranted  disclosure  is  subject  under  cur- 
rent law  to  up  to  1  year  imprisonment  and  a  fine  of  up  to  $1,000,  or 
both,  and  loss  of  employment.  While  we  felt  a  great  deal  of  concern 
that  the  privacy  of  patient  records  should  be  protected,  the  subcom- 
mittee members  also  believed  that  certain  vital  activities  to  protect 
the  health  and  safety  of  the  population  should  not  be  unnecssarily  im- 
paired. Further,  we  were  convinced  by  statements  of  members  and 
staff  of  the  Privacy  Commission  that  translating  the  Commission's 
recommendations  into  law  would  require  careful  and  time-consuming 
deliberations  and  painstaking  attention  to  detail  since  the  nuances  of 
language  are  extremely  important  and  can  have  far-reaching  impli- 
cations in  this  area.  After  weighing  all  aspects  of  the  issue,  the  sub- 
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committee  determined  that  it  was  the  prudent  and  appropriate  course 
to  wait  until  the  Privacy  Commission's  final  report  was  issued,  to  al- 
low the  administration  to  formulate  suggested  legislation,  to  hold 
public  hearings  on  the  legislation  and  other  legislative  approaches 
that  might  be  suggested  by  Members,  and  then  report  a  bill  to  the 
House  which  we  can  recommend  with  assurance. 

During  the  full  committee  consideration  of  H.E.  3,  my  colleague, 
the  Honorable  David  Satterfield,  proposed  an  amendment  concerning 
confidentiality  of  medical  records  which,  while  patterned  on  the  ap- 
proach followed  by  the  Ways  and  Means  Committee,  provided  addi- 
tional exceptions  to  the  ban  on  Federal  access  to  records  without  spe- 
cific individual  consent.  These  exceptions  included  (a)  the  inspection 
or  disclosure  is  made  on  the  specific  request  of  an  official  authorized 
under  State  law  to  inspect  or  require  the  disclosure  of  records,  and 
whose  request  states  the  specific  purpose  of  the  disclosure,  who  may 
inspect  the  record,  over  w^hat  time  period,  etc.;  (b)  the  inspection  or 
disclosure  is  made  to  meet  a  medical  emergency  presenting  an  im- 
mediate threat  to  human  life ;  (c)  the  care  is  paid  for  in  whole  or  part 
by  the  Federal  government  and  access  to  the  record  is  for  the  pur- 
pose of  providing  care,  ds  by  a  PSRO  or  others  to  carry  out  utilization 
review,  or  is  to  investigate  fraud  or  abuse,  or  (d)  the  access  is  au- 
thorized by  legislation  relating  to  the  armed  forces  or  veterans  bene- 
fits. While  the  amendment  proposed  by  Congressman  Satterfield  re- 
moves some  of  the  objections  to  the  more  stringent  amendment  adopted 
by  the  Ways  and  Means  Committee,  dt  by  no  means  addresses  suf- 
ficiently the  problems  heard  in  testimony  before  the  subcommittee. 

First,  although  the  proposed  amendment  sets  up  an  exception  for 
instances  of  medical  emergency,  access  to  medical  records  is  often 
needed  to  determine  whether  or  not  there  is  in  fact  an  emergency. 
The  records  themselves  disclose  the  facts  upon  which  action  by  the 
Center  for  Disease  Control,  for  example,  is  predicated.  Such  access 
would  be  precluded  by  this  amendment.  Because  of  this,  the  restric- 
tions contained  in  the  amendment  would  undermine  the  investigations 
of  epidemics,  the  search  for  causes  and  prevention  of  disease,  and  the 
monitoring  of  the  quality  of  research  on  new  drugs. 

Investigation  of  an  epidemic  might  appear  to  be  manageable  with 
the  Satterfield  provision  for  access  upon  the  request  of  a  State  official. 
But  this  is  not  the  case.  The  Center  for  Disease  Control  in  fact  does 
not  now  investigate  epidemics  or  perform  hospital  or  medical  record 
review  without  the  State's  request  or  agreement.  But  if  State  legisla- 
tive authority  of  the  specificity  required  in  this  amendment  becomes 
the  basis  for  future  cooperation,  immediate  and  complicated  legal 
problems  will  certainly  surface.  There  are  substantial  variations  in 
legislative  authority,  state  by  state,  for  such  requests  for  assistance. 
HEW  has  estimated  that  in  one  quarter  of  the  States,  the  authorities — 
particularly  relating  to  chronic,  occupational,  and  environmentally 
related  disease — are  vague  or  nonexistent.  Doubts  and  confusion  about 
the  authority  of  State  officials  to  authorize  Federal  access  under  this 
amendment  would  complicate  the  currently  smooth,  productive,  effec- 
tive Federal-state  cooperation  in  disease  control.  Prompt  investigation 
of  epidemics  would  almost  certainly  be  impeded. 

Research  into  the  origins  and  course  of  disease  would  be  also  halted. 
Access  to  records  for  long-range  research  purpose  is  not  appropriate 
keyed  to  the  authority  of  State  officials,  whose  authority  to  inspect 
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or  requdre  disclosure  of  records  is  typically  not  explicit.  Neither  does 
"medical  emergency"  exception  offer  much  basis  for  investigating  the 
course  of  an  illness  like  cancer  in  a  large  population  over  a  period  of 
time. 

It  is  a  cruel  distinction  to  permit  disclosure  when  the  danger  is 
immediate,  but  to  deny  to  future  generations  the  possibility  of  eluci- 
dating the  origins  of  the  disease  and  developing  measures  for  preven- 
tion or  cure. 

In  assuring  the  quality  of  research  used  in  support  of  new  drug 
applications,  it  is  sometimes  necessary  to  inspect  the  records  of  patients 
to  whom  the  drugs  were  administered.  This  is  essential  to  establishing 
that  drugs  are  safe  for  public  use.  Requiring  prior  consent  would  pre- 
vent this,  because  it  is  impossible  to  know  the  identity  of  the  patient 
before  examining  the  record. 

The  work  of  the  National  Institute  for  Occupational  Safety  and 
Health  (NIOSH)  could  also  be  adversely  affected.  The  Institute's 
research  has  been  vital  to  establishing  standards  protecting  many 
thousands  of  American  workers  from  such  cancer-causing  agents 
as  asbestos,  vinyl  chloride,  coke  oven  emissions,  and  14  chemical 
carcinogens. 

Many  occupational  diseases,  particularly  occupationally-iinduced 
cancer,  take  many  years  to  develop.  To  establish  cause  and  effect  rela- 
tionships between  exposure  and  disease,  NIOSH  may  need  access  to 
all  plant  medical  records  for  certain  employees  going  back  as  many  as 
20  or  30  years.  Frequently  those  employees  are  no  longer  at  the  plant 
and  may  not  be  readily  available  to  give  permission  for  examination 
of  their  records. 

There  could  also  be  a  problem  if  the  workers  were  still  employed  at 
the  plant.  If  individual  consent  were  required  for  examination  of  those 
records,  an  employer  would  be  in  a  position  to  discourage  his  em- 
ployees from  permitting  access  to  employment- related  medical  rec- 
ords, thus  preventing  a  thorough  assessment  of  the  health  risks  at  the 
plant. 

An  additional  concern  is  that  the  proposed  amendment  sets  up  a 
double  standard,  one  for  Veterans,  employees  of  the  Defense  Depart- 
ment and  those  whose  care  is  financed  by  the  United  States,  and  an- 
other for  the  balance  of  the  residents  of  this  country.  David  F. 
Linowes,  Chairman  of  the  Privacy  Commission,  has  stated  that  this 
differs  from  the  Commission  approach  which  seeks  to  establish  uniform 
standards  for  all  medical  record  information.  Differentiation  of  the 
rights  to  privacy  on  the  basis  of  who  pays  for  the  care  is  not  a  precedent 
which  should  be  accepted  lightly.  If  such  a  differentiation  is  to  be 
made,  surely  it  should  be  limited  to  inspection  of  records,  not  dis- 
closure of  them. 

This  is  only  an  initial  set  of  concerns  with  the  aproach  suggested  by 
mv  colleague.  I  have  no  doubt  that  further  studv  of  the  amendment 
and  its  review  by  persons  engaged  in  public  health,  cancer  research, 
and  similar  activities  would  uncover  more  problems.  It  seems  appar- 
ent that  leqfislation  in  this  complex  area  should  build  on  the  Privacy 
Commission  Study  and  should  not  be  adopted  in  haste.  It  should  be 
carefully  reviewed  in  a  full  set  of  legislative  hearings  with  the  benefit 
of  the  advice  pnd  consultation  of  the  public.  That,  in  my  view,  is  the 
only  responsible  course  for  the  Congress  to  follow. 

Paul  G.  Rogers. 
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Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  S.  143] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (S.  143) 
to  stren^hen  the  capability  of  the  Government  to  detect,  prosecute, 
and  pimish  fraudulent  activities  imder  the  medicare  and  medicaid 
programs,  and  for  other  purposes,  having  considered  the  same,  reports 
favorably  thereon  with  amendment  and  recommends  that  the  bill  as 
amended  do  pass. 

I.  Summary  of  the  Bill 

As  reported,  the  provisions  of  S.  143,  the  Medicare-Medicaid  Anti- 
Fraud  and  Abuse  Amendments  of  1977,  are  focused  on  six  major  areas : 
Strengthened  program  penalty  sanctions,  increased  disclosure  of  in- 
formation, needed  imi)rovements  in  the  professional  standards  review 
program,  administrative  reform,  and  other  medicaid  and  medicare 
amendments.  The  summary  presented  below  briefly  outlines  the  princi- 
pal features  of  the  bill  as  reported. 

Program  Penalty  Sanctions 

1.  The  bin  modifies  the  penalty  provisions  in  existing  law  which 
relate  to  those  persons  providing  services  under  medicare  and  medic- 
aid. Most  fraudulent  acts  now  classified  as  misdemeanors  are  to  become 
felonies.  Penalties  are  to  be  increased  to  a  maximum  $25,000  fine,  up 
to  five  years  imprisonment,  or  both.  The  types  of  financial  arrange- 
ments and  conduct  to  be  classified  as  illegal  have  been  clarified.  In 
addition.  States  will  now  be  permitted  to  suspend  the  eligibility  of 
medicaid  recipients  convicted  of  defrauding  the  program.  However, 
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the  misdemeanor  penalty  presently  provided  under  existing  law  for 
conviction  of  such  individuals  is  retained,  as  is  the  misdemeanor 
penalty  for  the  conviction  of  a  beneficiary  under  the  medicare  pro- 
gram. ^The  bill  also  requires  the  Health,  Education,  and  Welfare  In- 
spector General  to  include  in  his  annual  report  an  evaluation  of  the 
effort  of  the  Department  of  Justice  in  the  investigation  and  prosecu- 
tion of  fraud  in  the  medicare  and  medicaid  programs  and  his  recom- 
mendations for  improvement  of  that  effort.  (Section  4) 

2.  The  bill  requires  the  Secretary  of  Health,  Education,  and  Wel- 
fare to  suspend,  for  such  period  as  he  deems  appropriate,  from  par- 
ticipation under  medicare  and  medicaid,  an  individual  practitioner 
who  has  been  convicted  of  a  criminal  offense  related  to  such  individ- 
ual's involvement  in  medicare  or  medicaid.  When  the  Secretary  sus- 
pends an  individual,  he  must  also  notify  the  appropriate  State  licens- 
ing authorities,  requesting  that  investigation  be  made  and  sanctions 
invoked  in  accordance  with  the  State's  law  and  public  policy.  (Sec- 
tion 7) 

Disclosure  of  Information 

1.  (a)  The  bill  requires,  as  a  condition  of  participation  or  certifica- 
tion in  either  medicare,  medicaid  or  the  maternal  and  child  health 
program,  or  health-related  entities  providing  services  under  title  XX, 
the  annual  disclosure  to  the  Secretary  or  the  appropriate  State  agency 
by  the  participating  entity  of  the  identity  of  any  person  who  has  a  five 
percent  or  more  ownership  interest  in  the  entity.  These  disclosure  of 
ownership  provisions  will  apply  to  medicare  and  medicaid  providers 
of  services  (including  independent  clinical  laboratories,  health  main- 
tenance organizations  and  renal  disease  facilities),  entities  furnish- 
ing services  for  which  payment  may  be  claimed  under  medicaid  or  the 
maternal  and  child  health  program  (but  not  including  any  individual 
or  group  of  practitioners) ,  and  medicare  carriers  or  intennediaries  and 
medicaid  fiscal  agents.  Providers  of  services  would  also  have  to  dis- 
close similar  ownership  information  about  any  subcontractor,  five  per- 
cent or  more  of  which  is  owned  by  the  provider.  (Section  3) 

(b)  Furthermore,  the  bill  modifies  existing  medicare  and  medicaid 
provisions  relating  to  termination  of  medicare  provider  agreements 
or  suspension  of  medicaid  payments  to  health  care  entities  by  adding 
a  requirement  that  a  provider  must  comply  with  a  request  specifically 
addressed  to  it  by  the  Secretary  or  the  medicaid  State  agency  for  fuD 
and  complete  information  as  to  any  significant  business  transactions 
between  it  and  any  subcontractors  or  between  it  and  wholly-owned 
suppliers.  Finally,  in  the  case  of  subcontractors  having  more  than 
$25,000  in  annual  business  transactions  with  a  provider,  compliance 
would  be  required  with  similar  requests  related  to  ownership  informa- 
tion pertaining  to  the  subcontractor.  (Section  3) 

2.  The  bill  requires  air  institutional  providers  of  services,  or  other 
agencies;  institutions,  or  organizations,  as  a  condition  of  participation 
or  certific-ation  in  medicare,  medicaid  or  the  social  services  programs 
under  Title  XX  of  the  Social  Security  Act  to  disclose,  in  the  applica- 
tion for  participation  or  certification,  the  names  of  owners,  officers, 
directors,  agents,  or  managing  employees  who  have  been  convicted 
of  fraud  against  the  medicare,  medicaid,  or  State  social  service  grant 
programs.  \Yhere  an  applicatiim  contains  the  name  of  any  such  pre- 
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viously  convicted  individual,  the  Secretary  or  the  State  agency  can 
refuse  to  enter  into  an  agreement  or  refuse  to  contract  with  the  ap- 
plicant. The  Inspector  General  of  the  Department  of  Health,  Edu- 
cation, and  Welfare  must  be  informed  of  the  receipt  of  any  such  ap- 
plications and  of  an^  action  taken  on  them.  (Section  8) 

3.  The  bill  authorizes  the  Comptroller  General  of  the  United  States 
to  sign  and  issue  subpenas  in  order  to  obtain  necessary  information 
and  facilitate  review  of  Social  Security  Act  health  programs.  The 
Comptroller  General  will  also  be  authorized,  upon  resistance  or  re- 
fusal by  an  individual  to  obey  a  subpena,  to  request  a  court  order 
requiring  compliance  with  the  subpena.  (Section  6) 

4.  The  bill  requires  any  provider  of  services  participating  in  medi- 
care to  promptly  notify  the  Secretary  of  its  employment  of  an  in- 
dividual who,  at  any  time  during  the  preceding  year,  was  employed 
in  a  managerial,  accounting,  auditing,  or  similar  capacity  by  a  medi- 
care fiscal  intermediary  or  carrier  that  services  the  provider.  (Sec- 
tion 15) 

5.  The  bill  allows  Federal  access  to  the  records  of  persons  or  in- 
stitutions providing  services  under  medicaid  in  the  same  manner  that 
such  access  is  presently  provided  to  State  agencies.  (Section  9) 

6.  The  bill  authorizes  prosecution  of  civil  fraud  cases  under  the 
Social  Security  Act  health  care  programs  by  the  Inspector-General 
of  HEW  where  U.S.  attorneys  have  not  initiated  proceedings  within 
six  months  of  formal  referral  of  a  case.  (Section  23) 

Professional  Standards  Review 

The  bill  includes  several  provisions  designed  to  clarify  the  nature 
and  scope  of  PSRO  review  responsibilities,  to  enhance  the  capacity 
of  PSRO's  to  perform  reviews  of  the  necessity  and  appropriateness  of 
services  more  effectively,  and  to  improve  the  adimnistration  and 
coordination  of  review  activities  so  as  to  assure  that  program  funds 
are  properly  expended.  Thus,  the  bill  provides : 

(1)  for  the  termination  of  other  duplicative  review  activities 
when  the  Secretary  determines  that  a  PSKO  is  competent  to 
perform  its  review  responsibilities;  that  the  determinations  of 
PSRO's  so  recognized  by  the  Secretary  with  respect  to  the  neces- 
sity and  appropriateness  of  care  are  conclusive  for  purposes  of 
program  payment;  and  that  the  role  of  the  State  in  the  process  of 
establishing  and  evaluating  PSRO  review  of  services  provided 
through  the  medicaid  program  will  be  increased  and  made  more 
specific  (Section  5 (a)  and  5(d)); 

(2)  for  the  establishment  of  demonstration  projects  for  the 
purpose  of  evaluating  the  effectiveness  of  PSRO  reviews  com- 
pared to  alternative  State  review  methods.  The  bill  authorizes  the 
establishment  of  such  projects  in  States  which  had  operating 
onsite  State  evaluation  systems  in  place  on  August  6,  1977,  and 
which  make  application  to  the  Secretary  prior  to  April  1,  1978, 
The  purpose  of  the  projects  will  be  to  evaluate  the  effectiveness 
both  in  terms  of  the  quality  and  appropriateness  of  medical  care 
as  well  as  the  impact  on  State  budgets,  of  PSRO  hospital  review 
comjjared  to  alternative  State,  hospital  review  systems.  Demon- 
stration projects  would  be  (jonducted  in  PSRO  areas  which  are 
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representative  of  a  State's  medicaid  population  and  comprise  a 
significant  proportion  of  medicaid  patient  days  (Section  24) ; 

(3)  that  a  PSRO  may  be  conditionally  designated  for  a  period 
not  to  exceed  48  months  (with  authority  for  tne  Secretary  to  ex- 
tend the  period  for  an  additional  24  months  where  warranted  by 
unusual  circumstances) ;  and  that  PSRO's  must  assume  review 
responsibilities  for  institutional  services  during  this  period  (Sec- 
tion 5(b))  ; 

(4)  that  the  Secretary  shall  require  a  PSRO,  where  he  finds 
it  is  capable  of  undertakmg  ambulatory  care  review,  to  undertake 
such  review  no  later  than  2  years  after  it  becomes  fully  operational 
(but  not  during  such  organization's  conditional  phase),  and  to 

five  priority  to  requests  by  PSRO's  to  review  services  in  "shared 
ealtn  facilities"  (Section  5(c) ) ; 

(5)  that  the  Federal  Government  may  assume  the  defense  costs 
incurred  by  a  PSRO  in  a  liability  suit  related  to  the  performance 
of  its  functions  (Section  5  (i) ) ; 

(6)  for  the  disclosure  of  information  with  respect  to  evidence 
of  fraud  to  designated  Federal  and  State  law  enforcement  agen- 
cies (with  a  prohibition  against  access  to  PSRO  records  in  the 
case  of  subpena  or  discovery  proceedings  in  a  civil  action),  and 
for  the  disclosure  of  aggregate  statistical  data  to  Federal  and 
State  health  planning  agencies  ( Section  5  (h) ) ; 

(7)  for  the  annual  siXmission  to  the  Congress  by  the  Secretary 
of  a  comprehensive  report  on  the  administration,  cost,  and  impact 
of  the  PSRO  program  (Section  5  (k) ) ; 

(8)  for  the  modification  of  current  law  provisions  pertaining 
to  payment  for  institutional  services  after  a  PSRO  has  deter-* 
mined  that  such  services  are  no  longer  required.  The  current 
three  day  grace  period  would  be  reduced  to  one,  with  the  PSRO 
permitted  to  authorize  up  to  2  additional  days  on  a  case-by-case 
exception  basis  where  the  facts  in  the  case  indicate  that  the  addi- 
tional time  is  needed  to  arrange  for  the  necessary  postdischarge 
care  (Section  22) ; 

(9)  to  amend  the  Internal  Revenue  Code  to  specifically  include 
PSRO's  as  organizations  eligible  for  section  501(c)  (3)  tax  status 
(Section  27) ;  and 

(10)  for  several  clarifying  administrative  and  technical  changes 
designed  to  enhance  a  PSRO's  operational  capacity  (Section  5). 

Administrative  Reform 

1.  The  bill  requires  the  Secretary  to  establish  for  each  of  the  dif- 
ferent types  of  health  services  institutions  a  uniform  system  for  the 
reporting  of  such  items  as  cost  of  operation,  volume  of  services,  rates, 
capital  assets  and  bill  data.  This  reporting  system  would  be  mandated 
for  use  by  medicare  and  medicaid  providers  and  such  use  would  be 
phased  in  by  type  of  provider.  ( Section  19) 

2.  The  bill  repeals  the  program  review  team  provisions  of  present 
law.  The  functions  formerly  performed  by  such  teams  with  respect 
to  the  quality  and  utilization  of  services  will  be  performed  by  Pro- 
fessional Standards  Review  Organizations.  (Section  13) 

3.  The  bill  would  encourage  each  State  to  establish  an  office  separate 
from  the  medicaid  program  agency  to  prepare  and  prosecute  cases  of 
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suspected  fraud  and  abuse  in  the  program  by  providing  for  100  percent 
Federal  matching  funds  in  fiscal  year  1978,  90  percent  in  fiscal  year 
1979  and  75  percent  in  fiscal  year  1980  for  expenditures  to  establish  and 
operate  State  medicaid  fraud  control  units.  The  bill  also  authorizes  the 
Secretary  to  arrange  for  demonstration  projects  designed  to  develop 
improved  programs  for  detection,  investigation,  and  prosecution  of 
fraud  and  abuse.  (Section  17) 

4.  The  bill  requires  States  to  make  provision  in  their  State  medicaid 
plan  for  claims  pajrment  procedures  which  ensure  that  95  percent  of  the 
bills  submitted  by  eligible  noninstitutionally-based  providers  will  be 
reimbursed  within  30  days,  and  99  percent  within  90  days.  The  State 
would  not  be  cited  for  noncompliance  if  the  Secretary  found  the  State 
was  acting  in  good  faith  to  achieve  this  goal.  ( Section  2) 

5.  The  bill  directs  the  CJomptroUer  General  to  conduct  a  compre- 
hensive review  of  the  administrative  structure  for  the  processing  of 
medicare  claims.  (Section  12) 

6.  The  bill  would  prohibit  the  Secretary  from  refusing  to  enter  into 
an  agreement  with  a  nominated  intermediary  under  medicare  solely 
because  of  the  fact  that  such  intermediary  does  not  operate  regionally 
or  nationally.  (Section  14) 

7.  The  bill  establishes  a  medical  support  program  under  which 
medicaid  applicants  and  recipients  may  be  required  by  a  State  to  assign 
their  rights  to  medical  support  or  indemnification  to  the  State.  Incen- 
tives would  be  provided  for  localities  to  make  collections  for  States  and 
for  States  to  secure  collections  in  behalf  of  other  States.  (Section  11) 

8.  The  bill  requires  that  as  a  condition  for  participation  in  the 
medicaid  and  medicare  programs,  a  skilled  nursing  or  intermediate 
care  facility  must  establish  and  maintain  a  system  to  assure  the  proper 
accounting  of  personal  patient  funds.  The  system  must  provide  for 
separate  and  discrete  accounting  for  each  patient  with  a  complete  ac- 
counting of  income  and  expenditures  so  as  to  preclude  the  intermin- 
gling of  other  funds  with  patient  funds.  (Section  21) 

O  ther  Medicaid  and  Medicare  Amendments 

1.  The  bill  modifies  the  requirements  of  current  medicaid  law  con- 
cerning review  of  care  delivered  in  institutional  facilities.  The  section 
waives  application  of  the  penalties  for  ncmcompliance  for  calendar 
quarters  ending  prior  to  January  1,  1978.  For  subsequent  calendar 
quarters,  the  required  reductions  in  Federal  matching  would  be  im- 
posed only  in  proportion  to  the  number  of  patients  whose  care  was  not 
reviewed  compared  to  the  total  patient  population  subject  to  review. 

The  bill  further  specifies  prcKjedural  requirements  for  die  "Secre- 
tary to  carry  out  the  required  validation  requirements  in  a  more 
timelv  fashion.  (Section  20) 

2.  The  bill  niodifies  the  requirements  pertaining  to  the  composition 
of  medical  review  teams  in  skilled  nursing  facilities  so  as  to  conform 
them  with  those  requirements  applicable  to  intermediate  care  facility 
review.  (Section  20) 

3.  The  bill  would  permit  spouses  of  medicare  beneficiaries  aged  60-64 
as  well  as  certain  other  persons  in  that  age  group  to  buy  into  medi- 
care at  a  premium  rate  equal  to  the  cost  of  their  protection.  In  order 
for  such  persons  to  be  eligible  to  enroll  for  hospital  insurance  they 
must  be  enrolled  for  supplementary  medical  insurance.  (Section  26) 

4.  The  bill  would  authorize,  under  certain  circumstances,  reimburse- 
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ment  to  a  Veterans'  Administration  hospital  for  care  provided  to  a 
nonveteran  medicare  beneficiary.  (Section  25) 

5.  The  bill  requires  the  Secretary  of  Health,  Education,  and  Wel- 
fare to  report  to  the  Congress  within  12  months  after  enactment  of 
this  legislation  with  an  analysis  and  recommendations  relating  to  all 
aspects  (including  the  availability,  administration,  provision,  reim- 
bursement procedures  and  cost)  of  the  delivery  of  home  health  serv- 
ices under  medicare,  medicaid  and  the  title  XX  social  services 
program.  (Section  18) 

Technicum  Revision 

1.  Your  committee's  bill  clarifies  existing  law  to  insure  that  a  power 
of  attorney  cannot  be  used  to  circumvent  the  prohibition  in  existing 
law  against  the  use  of  "factoring"  arrangements  in  connection  with 
the  payment  of  provider  claims  by  the  medicare  and  medicaid 
programs.  (Section  2) 

2.  The  bill  modifies  the  provisions  of  existing  law  related  to  the 
rental  or  purchase  of  durable  medical  equipment  to  mandate  that  the 
Secretary  requires  the  purchase  of  such  equipment  where  purchase  will 
be  less  costly  than  extended  rental  payments.  (Section  16) 

3.  The  bill  increases  individual  State's  incentives  to  adopt  a  com- 
puterized medicaid  claims  processing  and  information  retrieval  sys- 
tem by  modifying  one  current  requirement  for  higher  Federal  match- 
ing funds  f9r  the  development  and  operation  of  this  system.  The  bill 
would  require  such  systems  to  provide  explanation  of  benefits  inforr 
mation  to  only  a  sample  group  of  medicaid  recipients  rather  than  to 
each  recipient  as  is  currently  required.  (Section  10) 

4.  The  bill  would  preclude  Federal  matcidng  of  State  medicaid  iex- 
penditures  that  result  from  State  laws  or  contracts  which  exclude  or 
limit  insurance  benefits  because  an  individual  is  eligible  for  medicaid." 
(Section  11) 

II.  0ENERAL  EXPLANATIOK  OF  THE  BiLL 

Prohibition  Against  Assignment  hy  Physicians  and  Others  of  ClaiTM 
for  S^ervices,'  Claims  PayTnent  Procedures  for  Medicaid  Program 
{Section  2) 

The  committee's  bill  would  modify  existing  law  to  preclude  the  use 
of  a  power  of  attorney  as  a  device  to  circumvent  the  existing  ban  ov^ 
the  use  of  "factoring"  arrangements  in  connection  with  the  payment 
of  claims  by  the  medicare  and  medicaid  programs.  The  bill  also  re- 
quires State  medicaid  programs  to  provide  for  timely  claims  payment 
procedures. 

In  1972,  the  Congress  took  action  to  stop  a  practice  under  which 
some  physicians  and  other  persons  providing  services  under  medicare 
and  medicaid  reassigned  their  medicare  and  medicaid  receivables  to 
other  organizations  or  groups.  Under  the  conditions  of  these  reassign^ 
ments,  the  organizations  or  groups  purchased  the  receivables  for  a 
percentage  of  their  face  value,  submitted  claims  and  received  payments 
in  their  name.  By  1972,  it  had  become  apparent  that  such  reassign- 
ments  were  a  significant  source  of  incorrect  and  inflated  claims  for 
services  paid  by  medicare  and  medicaid.  In  addition,  cases  of  fraudu- 
lent billings  by  collection  agencies  and  substantial  overpayments  to 
these  so-called  "factoring"  agencies  were  also  found. 
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Congress  concluded  that  such  arrangements  were  not  in  the  best 
interest  of  the  government  or  the  beneficiaries  served  by  the  medicare 
and  medicaid  programs.  The  Social  Security  Amendments  of  1972, 
Public  Law  92-603,  therefore,  included  a  prohibition  against  the  pav- 
ment  for  covered  services  to  any  one  other  than  the  patient,  his  physi- 
cian, or  other  person  who  provided  the  service,  unless  the  physician 
or  other  person  is  required  as  a  condition  of  his  employment  to  turn 
his  fees  over  to  his  employer,  or  unless  the  physician  or  other  person 
has  an  arrangement  with  a  facility  under  which  the  facility  bills 
for  such  services. 

Despite  these  efforts  to  stop  factoring  of  medicare  and  medicaid 
i)ills,  some  practitioners  and  other  persons  have  circumvented  the  in- 
tent of  the  law  by  use  of  a  power  of  attorney.  The  use  of  a  power  of 
attorney  allows  the  factormg  company  to  receive  the  medicare  or 
medicaid  payment  in  the  name  of  the  physician,  thus  allowing  the 
continuation  of  program  abuses  which  factoring  activities  were  shown 
to  produce  in  the  past. 

The  committee  bill  would  modify  existing  law  to  preclude  the  use  of 
a  power  of  attorney  as  a  device  for  reassignments  of  benefits  under 
medicare  and  medicaid,  other  than  an  ^ignment  to  a  governmental 
entity  or  iBstabiishment,  or  an  assignment  established  bj  or  pursuant  to 
the  order  of  a  court  of  competent  jurisdiction.  The  bill  also  provides 
for  similar  prohibitions  with  respect  to  billings  for  care  provided  by 
institutions  under  medicare  and  medicaid.  However,  it  would  not  pre- 
clude the  agent  of  a  physician  or  other  person  furnishing  services  from 
collecting  any  medicare  or  medicaid  payment  on  behalf  of  a  physician, 
provided  the  agency  does  so  pursuant  to  an  agreement  under  which  the 
Com|»nsation  paid4ibe  agency  for  liis  services  or  for  the  billings  or  col- 
lections of  payments  is  unrelated  (directly  or  indirectly)  to  the  dollar 
amount  of  the  billings  or  payments,  and  is  not  dependent  upon  the 
actual  collection  of  any  such  payments.  Thus,  the  use  of  billing  agents 
by  doctors  and  others,  when  the  agents  are  paid  on  a  basis  related  to  the 
cost  of  doing  business  and  not  dollar  amounts  billed  or  collected,  would 
not  be  precluded.  The  bill  would  not  impose  any  limitations  on  the  use 
of  billing  or  collection  agencies  for  payments  owed  by  anyone  other 
than  the  medicare  or.  medicaid  prc^ams.  Nor  is  it  the  committee's 
intention  that  this  provision  preclude  the  legitimate  transfer  of  ac- 
counts receivable  from  these  programs  by  An  individual  or  an  institu- 
tion upon  the  "sale"  of  the  individual's  practice  (for  example  upon 
retirement)  or  as  part  of  the  sale  of  all  the  assets  of  an  institution. 

The  committee  has  received  testimony,  indicating  that  undue  delay 
in  medicaid  claims  payments,  contributes  to  the  nse  of  factoring  ar- 
rangements as  well  as  discourages  physicians  from  participating  in 
the  program.  The  committee  wishes  to  assure  that  the  ban  on  factoring 
airangements  will  not  impose  an  undue  hardship  on  medicaid  prac- 
titioners. The  bill  therefore  requires  State  medicaid  plans  to  provide 
for  claims  payment  procedures  which  ensure  that  95  percent  of 
clean  claims  (i.e.  those  not  requiring  further  substantiation)  of 
claims  for  services  furnished  by  health  care  practitioners  through 
individual  or  group  practices  or  through  shared  health  facilities  are 
paid  within  30  days  of  receipt;  99  percent  of  such  claims  must  be  paid 
within  90  days  of  receipt.  State  plans  must  further  provide  for  proce- 
dures for  prepayment  and  postpayment  claims  review.  The  bill  per- 
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mits  the  Secretary  of  Health,  Education,  and  Welfare  to  waive  this 
State  plan  requirement  if  he  finds  that  a  State  has  exercised  good  faith 
in  tr3dng  to  ensure  timeliness  and  accuracy  in  its  claims  payment  op- 
eration. Among  other  things  the  Secretary  should  take  into  account 
in  making  a  waiver  determination  is  whether  the  State  has  received  an 
unusually  high  volume  of  claims  which  aire  not  clean  claims  (i.e., 
claims  for  which  no  further  written  information  or  substantiation  is 
required  from  the  provider) . 

The  amendments  made  by  this  section  clarifying  the  ban  on  factor- 
ing arrangements  shall  apply  with  respect  to  care  and  services  fujp- 
nished  on  or  after  the  day  of  enactment.  The  amendment  pertaining 
to  medicaid  claims  processing  shall  apply  to  calendar  quarters  begin- 
ning after  June  30, 1978. 

Disclosure  of  Provider  Ovmership  and  Financial  Information 

{Section  3) 

The  committee's  bill  would  require  entities  including  health  main- 
tenance organizations  (other  than  individual  practitioners  or  groups 
of  practitioners)  pro^dding  services  under  medicare,  medicaid,  or  the 
maternal  and  child  health  program  and  entities  providing  health-re- 
lated services  imder  title  XX,  such  as  homemaker,  and  home  health 
agencies  to  disclose  certain  ownership  interests,  as  a  condition  of 
program  participation.  These  disclosure  requirements  would  also  be 
applied  to  medicare  intermediaries  and  carriers  and  medicaid  fiiscal 
agents.  Disclosure  of  additional  ownership  and  financial  information 
would  be  required,  but  only  when  specifically  requested. 

Current  law  and  program  policies  already  require  the  provision  of 
certain  ownership  and  financial  information  pertaining  to  entities 
providing  services  under  medicare  and  medicaid.  For  example,  an 
agreement  with  a  provider  of  services  under  medicare  may  be  termi- 
nated if  the  provider  fails  to  furnish  information  necessary  to  vali- 
date the  amount  of  payment  claimed.  In  a  different  context^  present 
law  requires,  as  a  medicare  and  medicaid  condition  of  participation,  a 
skilled  nursing  facility  to  disclose  to  the  Secretary  or  appropriate 
State  agency,  and  keep  current,  the  name  of  anyone  having  significant 
ownership  interest  in  the  facility.  Intermediate  care  facilities  under 
medicaid  are  also  required  to  disclose  information  on  significant  own- 
ership interests. 

The  committee  believes,  however,  that  the  information  required  un- 
der current  law  is  often  insufficient  to  facilitate  the  detection  of  fraud- 
ulent practices.  Information  now  required  does  not  provide  adequate 
documentation  on  persons  with  significant  ownership  interests  in  more 
than  one  facility  or  other  entity  participating  in  medicare,  medicaid, 
or  the  maternal  and  child  health  program  or  providing  health-related 
services  under  title  XX.  Information  is  not  specifically  required  to 
identify  persons  with  significant  ownership  interests  in  related  conv- 
panies  that  supply  goods  and  services  to  providers  or  other  participaV 
ing  entities.  Authority  to  obtain  information  on  financial  transactions 
with  related  suppliers  or  with  subcontractors  is  not  clearly  defined  in 
law. 

To  remedy  these  problems,  the  bill  would  require  disclosure  of  specie 
fied  ownership  information  to  the  Secretary  or  the  appropriate  State 
agency,  as  a  condition  of  an  entity's  participation,  certification,  or 
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recertification  under  medicare,  medicaid,  the  maternal  and  child  health 
t)rogram,  or  title  XX.  Entities  required  to  disclose  would  be  defined 
as:  Medicare  providers  of  services  (as  defined  in  section  1861  (u), 
which  includes  hospitals,  skilled  nursing  facilities,  and  home  health 
agencies),  independent  clinical  laboratories,  renal  disease  facilities, 
health  maintenance  organizations  meeting  the  requirements  for  par- 
ticipation in  titles  XVIII  or  XIX,  and  all  entities  (other  than  in- 
dividual practitioners  or  gi'oups  of  practitioners)  that  claim  reim- 
bursement for  services  provided  under  medicaid,  the  maternal  and 
child  health  program,  and,  in  the  case  of  health-related  entities,  the 
social  services  program  under  title  XX.  In  addition,  the  bill  would 
require  medicare  intermediaries  and  carriers  and  medicaid  fiscal  agents 
to  disclose  specified  ownership  information  as  a  condition  of  contract 
or  agreement  approval  or  renewal  under  titles  XVIII  and  XIX. 

The  bill  specifies  that  disclosing  entities  must  supply  full  and  com- 
plete information  as  to  the  identity  of  each  person  who : 

(1)  has  a  direct  or  indirect  ownership  interest  of  5  percent  or 
more  in  the  entity, 

(2)  owns  ^in  whole  or  part)  a  5-percent  interest  in  any  mort- 
gage secured  W  the  entity, 

(3)  is  tin  officer  or  director  of  the  entity,  if  it  is  organized  as 
a  corporation,  and 

(4)  is  a  partner  in  the  entity,  if  it  is  organized  as  a  partnership. 
Where  disclosing  entities  providing  services  under  medicare  or 

medicaid  own  5  percent  or  more  of  a  subcontractor,  similar  owner- 
ship information  would  be  required  to  be  disclosed  about  the 
subcontractor. 

In  addition,  the  bill  would  require,  to  the  extent  feasible,  that  infor- 
mation about  a  person's  ownership  disclosed  by  an  entity  must  also 
include  information  with  respect  to  ownership  interest  of  that  person 
in  any  other  entity  which  is  required  to  comply  with  disclosure  require- 
ments under  the  bill. 

The  bill  would  also  modify  the  existing  provisions  of  title  XVIII 
and  XIX  which  relate  to  termination  of  medicare  provider  agreements 
or  suspension  of  medicaid  payments  to  health  care  entities  (other  than 
individual  practitioners  and  groups  of  individual  practitioners)  by 
adding  two  additional  requirements.  The  bill  would  require  a  provider 
entity  to  comply  with  specific  requests  addressed  to  it  by  the  Secretary 
or  the  State  medicaid  agency  for  full  and  complete  information  on : 
(1)  the  ownership  of  any  subcontractor  (as  defined  in  regulations) 
witli  whom  the  provider  has  annual  business  transactions  of  more  than 
$25,000,  and  (2)  any  significant  business  transactions  (as  defined  in 
regulations)  between  it  and  any  subcontractor  or  between  it  and  any 
wholly  owned  supplier. 

In  developing  regulations  to  define  subcontractors  and  suppliers, 
the  coBMnittee  intends  that  a  distinction  be  made  between  agencies  and 
organizations  from  which  a  provider  only  purchases  goods  and  services 
to  assist  in  meeting  its  obligations  to  patients  and  those  agencies  and 
organizations  to  which  a  provider  has  actually  delegated  some  of  the 
duties  and  obligations  it  has  directly  to  its  patients.  Although  the 
facts  and  circmnstances  of  individual  situations  may  differ,  it  is  con- 
templated under  such  a  delineation  that  the  relationship  between  a 
hospital  and  a  conmiercial  laundry  would  be  considered  to  be  that  of 


10 


a  provider  and  its  supplier,  but  that  the  relationship  between  a  hos- 
pital and  a  management  company  with  which  it  has  contracted  to 
administer  either  all  or  part  of  the  day-to-day  operations  of  the  insti- 
tution or  the  relationship  between  a  hospital  and  an  independent  radi- 
ological service  would  be  that  of  a  provider  and  a  subcontractor. 

The  bill  specifies  that  the  Secretary  is  to  determine  by  regulation 
the  meaning  of  the  phrase  "directly  or  indirectly"  with  respect  to  per- 
sons having  ownership  interests  m  disclosing  entities.  In  directing 
him  to  do  this,  the  committee  is  acutely  aware  of  the  difficulties 
involved  in  developing  this  definition,  particularly  when  the  phrase, 
"persons  with  ownersmp  interests"  is  interpreted  to  meaa  a  corpora^ 
tion.  Institutional  providers  of  health  care  often  are  owned  by  cor- 
porate entities  which  in  turn  are  owned  by  other  corporations.  In  order 
to  compile  accurate  information  on  persons  with  ownership  interests 
in  disclosing  entities,  the  committee  believes  it  is  also  necessary  to 
obtain  information  on  persons  with  ownership  interests  in  these  other 
corporations.  The  information  to  be  disclosed  under  the  bill  must  go 
beyond  the  listing  of  corporate  identities  unless  that  corporation  is 
already  subject  to  ownership  disclosure  under  the  statutes  admin- 
istered by  the  Securities  and  Exchange  Commission  or  other  Federal 
regulatory  agencies.  It  is  intended,  at  the  minimum,  to  identify  those 
persons  with  ownership  interests  of  5  percent  or  more  in  a  non- 
publicly  held  corporation  that  owns  a  disclosing  entity.  In  addition, 
the  Secretary  may  determine  that  it  is  necessary  to  require  disclosure 
of  persons  with  ownership  interests  in  nonpublicly  held  corporations 
beyond  the  first  level  of  corporate  ownership  where  the  concept  of 
"pyramiding"  of  corporate  structures  appears  to  be  present. 

The  committee  views  the  disclosure  requirements  imposed  by  the 
bill  to  be  of  critical  importance  in  the  process  of  detecting  and  deter- 
ring fraudulent  and  abusive  practices  within  the  medicare,  medicaid, 
the  maternal  and  child  health  and  the  social  services  programs.  The 
committee  does  not  intend,  however,  for  these  requiiements  to  be  unn 
duly  burdensome  on  providers  and  other  entities  to  whic^h  they  apijly. 
The  provisions  were  designed  to  be  incorporated  into  the  ongoing 
certification  or  contractual  process.  It  is,  therefore,  expected  that  their 
implementation  and  administration  will  be  accomplished  in  such  a  way 
as  to  preclude  unnecessary  additional  administrative  burdens  on  those 
complying  with  them. 

The  amendments  pertaining  to  ownership  disclosure  would  apply 
with  respect  to  certifications  and  recertifications  made  (and  participa- 
tion in  the  proffraros  pursuant  to  certifications  and  recertifications 
made)  and  nscjfl  intermediary  agreements  or  contracts  entered  intdr 
or  renewed  on  and  after  the  date  of  enactment.  The  remaining  amend- 
ments would  take  eSTect  on  the  date  of  enactment  except  for  the  pro^ 
vision  requiring  disclosure  of  information  on  subcontractors  and  sig- 
nificant business  transactions  imder  medicaid  which  would  become 
effective  January  1, 1978. 

Penalties  for  Defrauding  Medicare  and  Medicaid  {Section,  4) 

The  committee  bill  would  strengthen  and  clarify  the  penalty  provi- 
sions in  existing  law  which  relate  to  persons  providing  services  imdeB 
medicare  and  medicaid.  The  bill  would  also  add  a  penalty  for  medicare 
providers,  physicians,  and  other  suppliers  of  services  who  have  agreed 
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to  accept  an  "assi^jnment  of  benefits"  under  part  B  of  the  medicare 
program  but  repeatedly  charge  patients  in  excess  of  the  "reasonable 
fcharge".  The  bill  further  requires  the  Inspector  General  to  include  an 
evaluation  of  the  performance  of  the  Attorney  Greneral  in  the  investi- 
gations of  criminal  violations  relating  to  medicare  and  medicaid  in 
his  annual  report. 

Existing  law  provides  specific  penalties  under  the  medicare  and 
medicaid  programs  for  certain  practices  that  have  long  been  regarded 
by  professional  organizations  as  unethical,  ivhich  are  unlawful  in  some 
jurisdictions,  and  which  contribute  significantly  to  the  cost  of  the  pro- 
grams. Such  practices  as  the  submission  of  false  claims,  or  the  solicit- 
ing, offering,  or  acceptance  of  kickbacks  or  bribes,  including  rebates  or 
a  portion  of  fees  or  charges  for  patient  referrals,  are  misdemeanors 
under  present  law  and  punishable  by  a  maximum  $10,000  fine,  up  to 
1  year  imprisonment,  or  both.  In  addition,  the  making  of  false  state- 
ments with  respect  to  material  facts  concerning  the  c<mditions  of 
health  care  facilities  in  order  to  qualify  for  certification  under  medi- 
care and  medicaid  is  considered  a  misdemeanor  and  punishable  by  a 
maximum  $2,000  fine,  up  to  6  months  in  prison,  or  botli. 

Recent  hearings  and  reports,  however,  indicate  that  such  penalties 
l»ave  not  proved  adequate  deterrents  against  illegal  practices  by  some 
individuals  who  provide  services  under  medicare  and  medicaid.  In  ad- 
dition, these  misdemeanor  penalties  appear  inconsistent  with  existing 
Federal  criminal  code  sanctions  which  make  similar  actions  punishable 
as  felonies.  Also,  it  has  'been  brought  to  the  attention  of  the  committee 
by  U.S.  attorneys'  offices  which  Tiave  utilized  these  Social  Security 
Act  sanctions  in  the  prosecution  of  medicare  and  medicaid  fraud  cases 
that  the  existing  language  of  these  penalty  statutes  is  imclear  and 
needs  clarification. 

The  bill  would  strengthen  the  penalty  provisions  in  existing  law 
which  relate  to  persons  providing  services  under  medicare  and  medi- 
caid. Most  fraudulent  acts  now  classified  as  misdemeanors  would 
become  felonies.  Penalties  ior  these  acts  wwild  be  increased  to  a  max- 
imum $25,000  fine,  up  to  d  years  imprisonment  or  both. 

In  addition,  the  bill  "would  darify  and  restructure  those  provisions 
in  existing  law  which  define  the  types  of  financial  arrangements  and 
conduct  to  be  classified  as  illegal  under  medicare  and  mSicaid. 

It  would  make  subject  to  t£e  penalty  provisions  any  person  who 
solicits  or  receives  any  remuneration  (1)  in  return  for  referring  an 
individual  to  a  person  for  the  furnishing,  or  arranging  for  the  fur- 
nishing of  items  or  services;  or  (2)  in  return  for  purchasing,  leasing, 
or  ordering,  or  arranging  for,  or  recommending  the  purchasing, 
leasing,  or  ordering  of  goc^is,  facilities j  or  services.  Also,  any  person 
who  offers  or  pays  any  remuneration  to  any  person  to  induce  such 
person  to  do  similar  activities  would  be  subject  to  the  penalty 
provisions. 
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The  bill  would  define  the  term  "any  remuneration"  broadly  to 
encompass  kickbacks,  bribes,  or  rebates  which  may  be  made  directly 
or  indirectly,  overtly  or  covertly,  in  cash  or  in  kind.  The  term  would 
exclude  any  amount  paid  by  an  employer  to  an  employee  for  employ- 
ment in  the  provision  of  covered  items  and  services  if  such  employee 
has  a  bona  fide  employment  relationship  with  the  employer.  The 
committee  has  specified  that  the  employment  relationship  must  be 
bona  fide  to  insure  that  other  arrangements  involving  the  payment 
of  a  salary  or  related  benefits  will  not  be  excluded  from  the  definition 
of  "any  remuneration". 

The  bill  would  specifically  exclude  the  practice  of  discounting  or 
other  reductions  in  price  from  the  range  of  financial  transactions  to  be 
considered  illegal  under  medicare  and  medicaid,  but  only  if  such 
discounts  are  properly  disclosed  and  reflected  in  the  cost  lor  which 
reimbursement  could  oe  claimed.  The  committee  included  this  provi- 
sion to  ensure  that  the  practice  of  discounting  in  the  normal  course  of 
business  transactions  would  not  be  deemed  illegal.  In  fact,  the  com- 
mittee would  encourage  providers  to  seek  discounts  as  a  good  business 
practice  which  results  in  savings  to  medicare  and  medicaid  program 
costs. 

In  addition,  the  committee  bill  would  allow  States  to  suspend^  for 
a  period  not  to  exceed  1  year,  the  eligibility  of  medicaid  recipients 
convicted  of  defrauding  the  program.  However,  the  misdemeanor 
penalty  provision  presently  provided  under  existing  law  for  convic- 
tion of  such  individuals  would  be  retained  (maximum  fine  of  $10,000, 
up  to  1  year  imprisonment,  or  both)  as  would  be  the  penalty  for 
conviction  of  a  beneficiary  under  the  medicare  program. 

Under  present  law,  a  physician  who  wishes  to  be  paid  directly  by 
the  medicare  program  must  accept  an  assignment,  i.e.,  he  must  agree 
to  accept  the  program's  reasonable  charge  as  payment  in  full.  T^us, 
he  is  agreeing  to  bill  the  beneficiary  for  no  more  than  any  unmet  de* 
ductible  amount  and  for  the  20  percent  of  the  reasonable  charges  that 
is  not  paid  by  the  program.  Breaches  of  assignment  by  physicians  who 
charge  beneficiaries  more  than  the  agreed-upon  amount  are  treated 
under  the  law  as  a  form  of  program  ''abuse."  Unlike  fraudulent  acts, 
abuses  are  not  subject  to  civil  or  criminal  penalty  even  when  the 
physician  has  acted  willfully  and  knowingly.  Breach  of  assignment  is 
the  most  frequent  form  of  abuse  in  medicare.  Of  the  23,000  complaints 
to  date  about  program  abuses  by  the  program's  beneficiaries,  about  half 
concerned  physicians'  failure  to  live  up  to  the  assignment  agr^menL 
The  option  to  use  the  assignment  procedure  has  been  withdrawn  from 
some  250  physicians  who  have  been  persistent  offenders. 

The  committee  believes  that  stronger  measures  are  needed  to  deter 
physicians  from  violating  their  assignment  agreements  and  that  mwe 
severe  sanctions  should  be  available  for  dealmg  with  persistent  offen- 
ders. Therefore,  the  committee  bill  would  make  wUlM  and  repeated 
assignment  violations  a  misdemeanor,  subject  to  a  fine  of  not  more 
than  $2,000  and/or  a  prison  term  of  not  more  than  6  months. 

In  its  consideration  of  this  and  related  legislation  bill,  the  committee 
has  focused  considerable  attention  on  the  activities  of  the  Department 
of  Justice  to  investigate  and  prosecute  fraud  in  the  medicare  and 
medicaid  programs.  The  committee  believes  that  the  Department  must 
develop  the  resources  to  combat  this  complex  type  of  criminal  activity. 
The  Attorney  General  has  made  a  commitment  to  strengthen  depart- 
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mental  efforts  in  tliis  area  and  intends  to  monitor  those  efforts  quite 
closely.  The  letter  of  the  Attorney  General  to  the  Chairman  of  the 
Health  Subcommittee  of  the  House  Ways  and  Means  Committee  out- 
lining departmental  initiatives  in  this  area  follows : 

Office  of  the  Attorney  General, 

Washington,  D.C.,  May  12, 1977. 

Hon.  Dan  Rostenkowski, 

Chairmany Subcommittee  on  Health,  Committee  on  Ways  and  Means, 
House  of  Representatives,  Washington,  D.C, 

Dear  Mr.  Chairman  :  I  am  writing  you  again  with  reference  to  the 
proposal  to  include  in  H.R.  3  a  mandate  for  the  establishment  of  a 
separate  and  identifiable  organizational  unit  within  the  Department's 
Criminal  Division  to  carry  out  specified  functions  relating  to  investi- 
gation and  prosecution  of  criminal  violations  in  the  programs  of  health 
insurance  and  medical  assistance  provided  under  the  Social  Security 
Act.  As  I  indicated  in  my  appearance  before  your  subcommittee,  I 
fully  concur  in  the  need  for  vigorous  investigation  and  prosecutions 
of  f radulent  activities  in  the  medicare-medicaid  program.  I  strongly 
feel,  however,  that  the  aforementioned  provision  is  unnecessary  and 
would  set  an  undesirable  precedent  by  dictating  in  law  a  particular 
subordinate  organization  within  the  Criminal  Division. 

In  recognition  of  the  importance  of  taking  effective  action  against 
medicare-medicaid  abuses,  we  are  currently  taking  the  following  steps. 

1.  We  have  within  the  Fraud  Section  of  the  Criminal  Division  a 
program  fraud  unit  which  coordinates  Department  efforts  directed 
against  program  abuse  and  maintains  regular  liaison  with  program 
agencies  including  HEW. 

2.  We  are  currently  working  on  preparation  of  a  Medicaid  Enforce- 
ment Manual  for  distribution  to  Assistant  United  States  Attorneys 
to  assist  them  in  prosecuting  medicaid-medicare  cases. 

3.  We  are  meeting  on  a  regular  basis  with  the  Inspector  General  and 
his  staff  of  HEW  in  an  attempt  to  develop  strategies  and  enforcement 
priorities  within  medicaid-medicare  areas. 

4.  There  is  a  separate  program  fraud  unit  within  the  Public  Integ- 
rity Section  which  focuses  on  situations  involving  corruption  of  gov- 
ernment officials  in  the  administration  of  programs. 

5.  We  are  attempting  to  identif^^  significant  cases  in  order  to  insure 
that  ample  resources  are  devoted  to  their  development  and  prosecution. 

6.  Many  of  the  larger  of  the  U.S.  attorneys  offices,  including  the 
southern  district  of  New  York  and  Chicago,  have  established  separate 
program  fraud  units  within  the  district  to  focus  on  these  types  of 
offenses. 

I  have  every  intention  of  continuin<y  emphasis  in  this  area.  I  do 
respectfulh'  recommend,  however,  against  placing  in  the  law  the  re- 
quirement of  a  specific  organization  entity  for  this  purpose.  I  am  afraid 
that  other  congressional  committees  will  feel  that  they  must  support 
similar  organizational  requirements  in  law  for  their  programs  to 
insure  that  such  programs  receive  appropriate  attention.  A  prolifera- 
tion of  special  units  would  inevitably  lead  to  confusion,  lack  of  flexi- 
bility and  be  self-defeating  of  the  purposes  intended. 
Sincerely, 

Griffin  B.  BeUj,  Attorney  General. 
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The  committee  bill  modifies  section  204(a)'  of  Public  Law  94-505 j 
relating  to  the  annual  reports  of  the  Health,  Educaticm,  and  Welfare  | 
Inspector  General,  to  require  the  Inspector  General's  report  to  include 
an  evaluation  of  the  performance  of  the  Attorney  General  in  the  in- 
vestigation and  prosecuting  of  criminal  violations  relating  to  fraud 
in  the  medicare  and  medicaid  programs  and  include  any  recommenda- 
tions with  respect  to  improving  the  performance  of  such  activities. 

The  penalty  provisions  of  this  section  would  apply  with  respect  to 
acts  occurring  or  statements  or  representations  made  on  or  after  the 
date  of  enactment. 

Amendments  Related  to  Professional  Standards  Review  Organizatiom 
{Section  5) 

Waiver  of  Other  Reviexo  Requirements  {Section  5 {a)) 
The  committee's  bill  provides  that  where  the  Secretary  finds  a 
given  Professional  Standards  Review  Organization  (PSRO)  com- 
petent to  perform  required  review  functions,  similar  activities  other- 
wise required  by  law  would  not  apply,  except  to  the  extent  specified  by 
the  Secretary. 

Under  present  law,  the  Secretary  is  authorized  to  waive  any  or  all 
of  the  review,  certification,  or  similar  activities  otherwise  required 
under  the  law  where  he  finds,  on  the  basis  of  sub^antial  evidence  of 
the  effective  performance  of  review  and  control  activities  by  PSRO's, 
that  the  activity  or  activities  are  no  longer  needed  for  the  provision 
of  adequate  review  and  control.  The  purpose  of  this  provision  was  to 
avoid  duplication  of  review  functions.  Current  law  does  not  specifi- 
cally state  that  the  waiver  authority  is  applicable  to  conditionally  des- 
ignated organizations,  although  the  language  has  been  interpreted 
to  permit  such  actions. 

The  bill  would  both  clarify  present  law  and  simplify  its  application 
by  providing  that  where  the  Secretary  makes  a  formal  determinati(Mi 
that  a  ^ven  PSRO  is  c<Mnpetent  to  perform  required  review  functions, 
the  review,  certification  and  similar  activities  otherwise  required  by 
law  would  not  be  applicable  with  respect  to  those  providers,  suppliers, 
and  practitioners  being  reviewed  by  such  PSRO,  except  to  the  extent 
specified  by  the  Secretary.  A  finding  by  the  Secretary  under  this  sub- 
section could  be  made  both  with  respect  to  conditionally  designated 
and  qualified  PSRO's.  The  provision  would  not  affect  other  provisions 
of  existing  law  relating  to  determinations  with  respect  to  conditions 
for  eligibility  to  or  payment  of  benefits  (as  distinct  from  reviews  or 
certifications  of  medical  necessity  ) . 

The  amendments  made  by  this  subsection  would  be  effective  upon 
enactment. 

Modification  of  Requirements  for  Conditionally  Designated  PSRCs 
{Section  5 {h) ) 

The  committee's  bill  extends  the  time  period  for  conditional  des- 
ignation of  PSRO's  and  clarifies  the  language  of  present  law  pertain- 
ing to  the  duties  and  functions  a  PSRO  must  assume  during  this  trial 
period. 

Current  law  provides  that  each  PSRO  shall  initially  be  designated 
on  a  trial  basis  for  a  period  not  to  exceed  2  years.  By  the  end  of  the 
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period,  tlie  organization  sliall  be  considered  a  qualified  organization 
only  if  the  Secretary  finds  that  it  is  substanti^ly  carrying  out  in  a 
satisfactory  manner  tlie  functions  required  of  a  PSRO  with  respect  to 
institutional  services  in  its  area.  When  the  legislation  was  enacted,  it 
was  anticipated  that  conditionally  designated  organizations  would  be 
able  to  assume  review  responsibilities  with  respect  to  all  institutional 
services  within  a  2-year  period.  Implementation  of  the  program  has 
been  slower  than  anticipated  with  the  major  focus  to  date  on  review  of 
inpatient  hospital  services.  A  number  of  conditionally  designated 
organizations  have  or  are  approaching  the  end  of  their  2-vear  trial 
period.  While  many  are  effectively  performing  reviews  of  services, 
they  are  technically  not  eligible  for  continuation  of  their  conditional 
status  or  designation  as  qualified  organizations. 

The  bill  modifies  the  conditional  designation  provision  of  present 
law  to  provide  for  a  conditional  period  not  to  exceed  48  months.  The 
Secretaiy  would  be  authorized  to  extend  this  period  for  an  additional 
24  months  if  an  organization  has,  for  reasons  beyond  its  control,  been 
unable  to  satisfactorily  perform  all  of  its  required  functions.  The  com- 
mittee expects  that  this  extension  of  the  conditional  period  would  be 
authorized  only  in  unusual  circmnstances. 

The  bill  also  clarifies  the  requirement  of  present  law  that  PSRO's 
must  assume  responsibility  for  review  of  all  institutional  services  (in- 
cluding ancillary  services)  during  the  conditional  period.  Addition- 
ally, the  bill  clarifies  the  requirement  that  PSRO's  must  be  reviewing 
long-term  institutional  care  sei*vices  (subject  to  the  provisions  of 
section  5(d)  which  leave  the  responsibility  for  review  of  services  in  an 
intermediate  care  facility  where  such  a  facility  is  not  also  a  skilled 
nursing  facility  with  the  State  medicaid  agency  unless  the  Secretary 
finds  the  State  is  not  performing  effective  review) . 

The  amendments  made  by  tliis  subsection  would  be  effective  upon 
enactment. 

Review  Requirements  {Section 5(c)) 

The  committee's  bill  requires  the  Secretary  to  give  priority  to  PSRO 
requests  to  review  services  provided  in  "shared  health  facilities"; 
requires  a  PSRO  to  undertake  ambulatory  care  review  not  later  than 
2  years  after  it  has  achieved  operational  status  (but  the  Secretary  may 
not  require  a  conditional  PSRO  to  undertake  such  ambulatory  care 
review) ;  and  modifies  the  language  in  current  law  pertaining  to  phy- 
sicians excluded  from  participation  in  review  activities. 

Under  current  law,  a  PSRO  is  required  to  review  only  care  pro- 
vided by  or  in  institutions.  It  may  request  authority  to  review  other 
kinds  of  health  services,  and  the  Secretary  may  approve  the  request 
at  his  option.  To  date,  little  emphasis  has  been  given  to  the  assumption 
of  review  responsibility  by  PSRO's  for  other  kinds  of  health  care 
services. 

The  bill  would  require  the  Secretarv  to  crive  prioritv  to  requests  by 
PSRO's  to  review  services  in  "shared  health  facilities"  with  the  high- 
est priority  being  assigned  to  requests  from  PSRO's  located  in  areas 
with  substantial  numbers  of  such  facilities.  A  "shared  health  facility" 
is  defined  as  an  arrangement  meeting  all  of  the  following  criteria : 

(1)  Two  or  more  practitioners  practice  their  professions  at  a 
common  physical  location; 
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(2)  The  practitioners  share  common  space,  services  of  support- 
ing staff  or  equipment; 

(3)  The  practitioners  have  a  person  (who  may  himself  be  a 
practitioner) ,  paid  on  a  percentage  or  other  basis  clearly  imrelated 
to  the  value  of  the  services  provided,  who  either  is  in  charge  of  or 
supervises  substantial  aspects  of  the  operation  or  who  makes  avail- 
able services  of  supporting  staff  who  are  not  employees  of  such 
practitioners;  and 

(4)  At  least  one  of  the  practitioners  receives  from  medicare, 
medicaid,  and  maternal  and  child  health  f ee-f  or-service  payments 
in  excess  of  $5,000  for  one  month  or  $40,000  for  12  months. 

The  term  "shared  health  facility"  specifically  excludes  hospitals, 
skilled  nursing  facilities,  home  health  agencies,  federally  approved 
health  maintenance  organizations,  hospital  cooperative  shared  services 
organizations  meeting  the  requirements  of  section  501(e)  of  the  In- 
ternal Revenue  Code,  or  any  public  entities. 

The  definition  of  a  "shared  health  facility"  is  designed  to  distin- 
guish those  types  of  ambulatory  facilities  (sometimes  referred  to  as 
"Medicaid  Mills")  which  are  characterized  by  a  high  volume  of  serv- 
ices to  medicaid  patients  (often  of  an  excessive  or  unnecessarjr  nature) , 
and  the  payment  of  a  percentage  of  the  medicare  and  medicaid  billings 
to  the  owner  or  manager  of  the  facility,  from  legitimate  group  prac- 
tice arrangements  under  which  several  practitioners  render  services 
at  a  common  location.  Since  a  shared  health  facility  could  evade  the 
test  of  percentage  arrangements,  the  Secretary  has  leeway  to  determine 
whether  the  payments  to  the  owner  or  manager,  while  technically  not 
a  percentage  of  billings,  are  clearly  unrelated  to  the  value  of  the  serv- 
ices provided  by  such  person  to  the  facility.  By  requiring  a  facility 
to  meet  all  four  criteria  specified  in  the  bill,  it  is  expected  that  such 
legitimate  arrangements  among  practitioners  would  be  excluded  from 
the  definition.  The  conmiittee  expects,  therefore,  that  the  Department 
will  exercise  judgment  in  applying  this  definition  so  as  to  assure  that 
legitimate  group  practice  arrangements  are  not  inappropriately 
classified. 

Recent  congressional  hearings  and  reports  have  documented  wide- 
spread instances  of  fraud  and  abuse  in  certain  types  of  ambulatory 
facilities  which  have  come  to  be  known  as  Medicaid  Mills.  The 
definition  of  shared  health  facilities  is  designed  to  identify  these  spe- 
cific types  of  arrangements  in  order  to  facilitate  PSRO  review  of  the 
services  furnished  by  such  facilities.  Committee  wishes  to  emphasize 
that  a  PSRO  is  not  a  fraud  detection  organization ;  its  role  is  to  render 
professional  determinations  as  to  the  medical  necessity  and  appro- 
priateness of  services.  ThuSj  a  PSRO  will  be  expected,  where  it  chooses 
to  undertake  review  of  services  furnished  by  "shared  health  facilities,'* 
to  review  those  services  for  the  same  purposes — ^to  judge  appropriate- 
ness and  quality — ^that  it  would  review  services  provided  in  other 
health  care  settings. 

Under  current  law,  PSRO's  may  request  authority  to  review  am- 
bulatory care  services,  i.e.,  those  provided  in  clinics  or  doctors'  offices, 
however,  to  date,  little  emphasis  has  been  given  to  this  type  of  review. 
The  committee  bill  would  require  the  Secretary  to  approve  a  request 
by  a  PSRO  (whether  under  conditional  or  operational  status)  to 
undertake  ambulatory  review  if  the  Secretary  finds  it  capable  of  per- 
forming this  function.  The  bill  further  directs  the  Secretary,  where  he 
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finds  an  operational  PSRO  (not  a  conditional  PSRO)  capable,  to  re- 
quire such  organization  to  undertake  ambulatbry  review  not  later  than 
2  years  after  it  has  achieved  operational  status.  The  committee  expects 
that  in  implementing  this  requirement,  the  Secretary  will  exercise 
judgment  with  respect  to  the  varying  capacities  of  PSRO's  and,  where 
appropriate,  will  establish  a  reasonable  classification  of  ambidatory 
care  review  activities  for  an  organization  to  undertake.  Such  classifica- 
tion might  include  specific  categories  of  services  or  specific  aspects 
of  various  service  categories.  The  committee  further  notes  that  "am- 
bulatory care  services"  are  those  services  not  rendered  by  or  in  an 
institution.  Institutional  review,  including  review  of  services  provided 
in  hospital  outpatient  departments  or  emergency  rooms,  is  a  require- 
ment of  current  law  and  must  be  conducted  before  an  organization  can 
achieve  operational  status. 

Under  current  PSRO  review  provisions,  a  physician  is  precluded 
from  reviewing  health  services  provided  to  a  patient  if  he  was  directly 
or  indirectly  involved  in  providing  the  services*  Present  law  further 
precludes  review  by  a  physician  of  services  furnished  in  any  institu- 
tion, organization,  or  agency  if  he  or  any  member  of  his  family  has, 
directly  or  indirectly,  any  financial  interest  in  such  entity. 

The  bill  would  modify  these  restrictions  to  permit  gjreater  oppor- 
tunity^ for  physicians  participation  in  PSRO  review  activities.  Under 
the  bill,  a  physician  would  not  be  permitted  to  review  services  for 
which  he  was  directly  responsible  (rather  than  directly  or  indirectly 
responsible  as  in  present  law)  or  services  in  an  institution  in  which 
he  or  a  member  of  his  family  has  a  "significant"  financial  interest 
(rather  than  "any"  financial  interest,  as  in  present  law).  The  commit- 
tee expects  that  in  implementing  this  provision,  HEW  will  employ  the 
same  definition  of  "significant"  financial  interest  as  is  currently  used 
in  administering  medicare. 

The  bill  further  clarifies  that  the  contractual  relationship  between 
the  Government  and  a  PSRO  is  one  of  assistance  rather  than  pro- 
curement. The  major  thrust  of  an  agreement  with  a  PSRO  is  not  the 
procurement  of  services  but  rather  a  determination  by  the  Secretary 
that  the  PSRO  is  authorized  to  carry  out  the  functions  prescribed 
by  law.  The  fiscal  aspects  of  the  agreement  are  intended  as  assistance 
to  the  PSRO  in  the  performance  of  its  functions.  The  term  "assistance 
agreement"  is  intended  to  permit  the  flexibility  which  an  assistance 
arrangement  allows  rather  than  to  require  the  procurement  contract 
approach  in  reimbursing  PSRO's  for  carrying  out  the  functions 
vested  in  them  by  statute  pursuant  to  a  designation  by  the  Secretary. 

The  amendments  made  by  this  subsection  would  be  effective  upon 
enactment. 

Conclusive  Determinations  for  Payment  {Section  5  (d) ) 

The  committee*s  bill  provides  that  where  a  PSRO  has  been  foimd 
competent  by  the  Secretary  and  is  performing  specific  review  func- 
tions, medical  determinations  made  in  connection  with  such  review 
shall  be  considered  conclusive  on  those  issues  for  purposes  of  pay- 
ment. The  bill  provides  a  formal  role  for  the  States  in  the  process  of 
establishing  and  evaluating  PSRO  review  of  services  provided  through 
the  medicaid  program ; 
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The  bill  generally  precludes  delegated  review  in  skilled  nursing^  fa- 
cilities and  provides  that  review  of  services  provided  in  intermediate 
care  facilities  (which  are  not  also  skilled  nursing  facilities)  will  be 
undertaken  by  a  PSRO  only  if  the  Secretary  finds  that  the  State  is  not 
performing  effective  review  in  these  facilities. 

Under  present  law,  medicare  payments  and  the  Federal  share  of 
medicaid  payments  may  not  generally  be  made  for  health  care  serv- 
ices which  a  PSRO,  in  the  proper  exercise  of  its  duties,  has  deter- 
mined to  be  medically  unnecessary  or  inappropriate.  However,  the 
coinmittee  believe  that  it  is  necessary,  in  order  to  avoid  the  per- 
formance of  disruptive  duplicative  reviews  by  medicare  and  medicaid 
agencies,  to  clarify  the  scope  of  the  PSRO's  authority  and  the  role  of 
the  medicaid  State  agencies. 

Accordingly,  the  bill  provides  that  where  a  conditionally  designed 
or  a  qualified  PSRO  has  been  found  competent  by  the  Secretary  to 
assume  specific  review  responsibilities  and  is  performing  such  reviews, 
a  determination  as  to  quality  or  necessity  made  in  connection  with 
such  review  would  constitute  the  conclusive  determination  on  those 
issues  for  purposes  of  payment.  (Such  determinations  would  be  sub- 
ject to  the  hearings  and  appeals  provisions  of  present  law.)  Medicare 
fiscal  intermediaries  and  State  medicaid  agencies  would  continue  to 
be  responsible  for  other  types  of  reviews  and  determinations  relating 
to  program  eligibility,  coverage  of  services,  audit,  claims  payment, 
fraud  and  abuse  detection,  and  related  activities. 

The  committee  has  received  comments  from  a  number  of  States  ex- 
pressing concern  over  the  potential  impact  of  PSRO  determinations 
on  State  medicaid  budgets.  The  committee  has  concluded  that  since 
substantial  State  monies  are  involved  it  is  appropriate  that  they  be 
given  an  opportunity  to  evaluate  a  PSRO's  capability  to  efficiently  and 
effectively  perform  review  of  medicaid  services.  The  bill,  therefore, 
makes  provision  for  tie  participation  of  States  in  the  PSRO  designa- 
tion process  and  in  the  ongoing  monitoring  of  PSRO  review  activities. 

The  bill  requires  a  PSRO  to  consult  with  the  medicaid  State  agency 
in  the  development  of  its  formal  review  plan  (required  as  a  condition 
for  designation)  and  in  any  modification  of  the  plan  involving  as- 
sumption of  review  resp6nsibility  for  additional  categories  of  serv- 
ices. The  bill  provides  the  States  with  an  opportunity  to  review  and 
comment  on  the  proposed  conditional  designation  of  a  PSRO,  the 
change  in  designation  status  from  conditional  to  operational,  and  the 
assumption  by  the  PSRO  of  responsibility  for  long-term  care  and 
ambulatory  care  review.  Before  the  Secretary  designates  a  PSRO  or 
substantially  adds  to  its  functions,  he  is  required  to  take  the  State's 
views  into  account.  If  his  decision  differs  from  the  course  recommended 
by  the  State,  he  must  notify  the  State  of  the  reason  for  his  decision, 
and  allow  it  additional  time  to  provide  further  support  for  its  views. 

The  bill  provides  that  a  PSRO's  determination  shall  constitute  a 
conclusive  determination  for  purposes  of  payment  under  medicaid 
only  if  the  PSRO  has  entered  into  a  memorandum  of  understanding 
(approved  by  the  Secretary)  with  the  appropriate  State  medicaid 
agency.  The  purpose  of  this  memorandum  is  to  delineate  the  relation- 
ship between  the  PSRO  and  the  State  agency.  The  requirement  for 
fi  niemorandum  of  understanding  may  be  waived  only  if  the  State 
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indicates  that  it  does  not  wish  to  enter  into  such  an  understanding  or 
if  the  Secretary  finds  that  the  State  agency  has  refused  to  negotiate 
in  good  faith  or  in  a  timely  manner  with  the  PSRO  involved. 

A  State  medicaid  agency  may  request  a  PSRO  to  include  in  its 
faiemorandum  of  understanding  a  specification  of  review  goals  and 
methods  (in  addition  to  those  required  in  the  PSRO's  formal  review 
plan)  for  the  performance  of  its  required  functions.  If  the  State 
medicaid  a_gency  and  the  PSRO  are  unable  to  agree  on  the  inclusion 
of  such  item$,  the  Secretary  would  review  the  requested  specification 
and  require  that  it  be  included  in  the  memorandum  if  he  determines 
that  the  review  goals  and  methods  are  consistent  with  titles  XI  and 
XIX  of  the  act  and  do  not  impair  the  effectiveness  and  uniformity  of 
Aid.  For  Example,  a  State  might  request  that  a  PSRO  emphasize  the 
the  PSRO's  review  of  health  care  services  under  medicare  and  medic- 
prevention  of  unnecessary  Friday  admissions  of  medicaid  patients 
for  elective  procedures  not  scheduled  to  be  performed  until  Monday. 
Your  committee  notes  that  the  PSRO's  application  of  norms,  criteria, 
and  standards  would  not  be  affected  by  this  provision:  standards  for 
quality,  appropriateness  and  necessity  of  services  woula  continue  to  be 
the  same  for  both  programs.  If  the  PSRO  found  review  of  weekend 
admissions  T^as  appropriate,  it  would  generally  be  applied  to  all 
j^atients  whose  care  was  reviewed  by  the  PSRO. 

The  committee  intends  that  the  Secretary  shall  not  deny  a  State 
agency  request  solely  because  the  PSRO  has  not  been  utilizing  such  a 
requested  method  or  goal  for  the  medicare  program  or  because  the 
PSRO  cannot  apply  the  method  or  goal  to  the  medicare  program  due 
to  differences  in  the  patient  populations.  Ratlier,  the  committee  in- 
tends that  where  differences  in  the  patient  populations  do  not  preclude 
uniform  review  by  the  PSRO,  the  Secretary's  decision  shall  be  based 
on  his  determination  as  to  whether  the  PSRO  can  effectively  apply 
sucli  review  methods  or  goals  to  the  review  of  services  provided  under 
both  the  medicare  and  medicaid  programs  in  order  to  ensure  that  the 
uniformity  of  PSRO  review  under  the  Social  Security  Act  can  be 
maintained. 

The  committee  intends  that  any  review  specified  by  the  State  agency 
which  the  PSRO  performs  in  accordance  with  its  memorandum  of  un- 
derstanding with  the  agency  and  pursuant  to  its  review  authoritv; 
under  title  XI  would  be  fully  federally  funded.  In  addition,  the  bill 
provides  regul^ir  Federal  matching  if  a  medicaid  State  agency  con- 
tracts  with  a  PSRO  to  undertake  additional  review  responsibilities, 
provided  the  State  agency  formally  requests  it  and  the  performance 
of  such  responsibilities  is  provided  for  in  an  approved  medicaid  plan 
*ltiendmerit.'Y6r  example,  the  State  agency  may  request  the  PSRO 
to  approve  so-called  administrative  days,  such  as  an  ^additional  day  of 
hospital  stay  which  may  be  required  because  there  is  no  immediately 
available  skilled  nursing  facility  bed. 

The  bill  also  provides  Federal  financial  participation  to  State  medic- 
aid agencies  for  the  costs  of  monitoring  the  performance  of  review 
activities  by  PSRO's  under  State  monitoring  plans  which  have  been 
approved  by  the  Secretary.  It  is  expected  that  the  Secretary  will  de- 
velop criteria  for  approval  of  such  plans  and  that  they  will  not  be  ap- 
proved where  the  proposed  monitoring  activities  duplicate  the  pur- 
poses of  PSRO  review.  The  State  medicaid  agency  may  include  in  its 
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plans  for  monitoring  a  specification  of  the  performance  criteria  for 
judging  PSEO  effectiveness.  Inclusion  of  such  specifications  in  the 
State's  monitoring  plan  is  not  mandated  because  it  is  believed  that 
most  States  during  the  development  and  initial  implementation  of 
State  monitoring  of  PSRO  review  will  not  have  such  performance 
criteria  developed.  However,  at  such  time  as  the  State  agency  intends 
to  utilize  performance  criteria  for  judging  PSRO  review  effectiveness, 
the  committee  expects  the  agency  to  discuss  the  criteria  with  thQ 
PSRO  and  to  amend  the  State's  monitoring  plan  to  include  the  agreed- 
upon  criteria. 

The  bill  authorizes  the  State  agency  to  request  suspension  of  thQ 
PSRO's  authority  to  make  conclusive  determinations  if  in  the  course 
of  its  monitoring  activities  it  develops  reasonable  documentation  that 
the  PSRO  review  determinations  are  not  consistent  with  quality  and 
appropriateness  of  medical  care  and  services  and  have  caused  an 
unreasonable  and  detrimental  impact  on  total  State  medicaid  expendi- 
tures. The  Secretary  is  required  to  determine  the  reasonableness  of 
the  State's  complaint  within  30  days  of  receipt  of  the  documentation. 
Upon  a  finding  of  reasonableness,  the  Secretary  may  suspend  all  or 
part  of  the  PSRO's  conclusive  determination  authority  under  medic- 
aid. (For  example,  he  may  suspend  its  review  of  long-term  care  serv- 
ices, but  not  hospital  services.  He  may  also  take  similar  action  with 
respect  to  PSRO  determinations  under  medicare  if  he  determines 
such  action  is  appropriate.)  The  committee  expects  that  where  the 
substance  of  a  State's  complaint  can  be  and  is  promptly  corrected 
a  suspension  action  would  not  be  taken.  The  committee  bill  further 
provides  that  the  Secretary  may  suspend  inamediately  all  or  part  of 
a  PSRO's  conclusive  determination  authority  if  he  makes  his  own 
finding  that  such  entity  is  not  performing  its  functions  in  a  reasonable 
and  appropraite  manner.  Any  suspension  actions  taken  by  the  Secre- 
tary (either  in  response  to  a  State's  complaint  or  as  a  result  of  his 
own  evaluation)  or  any  determination  by  the  Secretary  that  a  suspex^i 
sion  is  not  in  order  shall  not  be  subject  to  judicial  review.  During  any 
suspension  period  the  Secretary  is  required  to  conduct  a  reevaluation 
of  the  PSRO's  capability  to  perform  review  activities  and  to  inform 
the  appropriate  agencies,  organizations,  and  congressional  committees 
of  any  documentation  submitted  and  actions  taken. 

The  bill  requires  the  Secretray  to  establish  procedures  and  mecha- 
nisms governing  his  relationship  to  State  agencies  in  connection  with 
their  respective  responsibilities  concerning  memoranda  of  understand- 
ing, monitoring,  and  reevaluations.  The  Secretary  is  required  to  peri- 
odically consult  with  representatives  of  State  agencies  and  PSRO's, 
Further,  the  appropriate  State  medicaid  agency  is  permitted  to  be 
represented  on  any  project  assessments  conducted  by  the  Secretary.  The 
committee  intends  that  the  procedures  and  mechanisms  developed  by 
the  Secretary  shall  promote  smooth  working  relationships  between  all 
parties  involved  and  shall  involve  a  minimum  of  disruption  in  the 
orderly  implementation  of  the  PSRO  program.  The  committee  fur- 
ther intends  that  State  monitoring  activities  will  become  less  intensive 
over  time  (particularly  with  respect  to  PSRO's  which  are  no  longer  in 
conditional  status)  and  will  focus  on  problem  areas  which  have  been 
detected  in  the  performance  of  PSRO  review. 
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The  committee  is  aware  of  the  fact  that  as  PSRO's  begin  to  review 
services  provided  in  institutional  settings  other  than  hospitals,  differ- 
ent requirements  may  be  appropriate.  Accordingly,  the  bill  generally 
prohibits  delegated  review  in  skilled  nursing  f acUities  since  these  facil- 
ities have  generally  had  far  less  experience  in  conducting  in-house 
review  activities  than  hospitals.  This  prohibition  would  not  be  appli- 
cable in  cases  where  a  skilled  nursing  facility  is  a  distinct  part  of  a  hos- 
pital. The  committee  bill  specifies  that  PSRO-delegated  review  to  a 
J^ospital  also  encompasses  an  attached  skilled  nursing  or  intermediate 
care  facility. 

The  committee  bill  further  provides  that  PSRO's  shall  have  respon- 
sibility for  the  review  of  services  provided  in  en  intermediate  care 
facility  where  such  facility  is  also  a  skilled  nursing  facility.  PSRO 
review  of  care  in  other  intermediate  care  facilities  and  public  institu- 
tions for  the  mentally  retarded  (services  which  are  paid  for  only  under 
the  medicaid  program)  would  only  be  undertaken  where  the  Secretary 
determines  that  the  State  is  not  performing  effective  review  of  the 
quality  and  necessity  of  services  provided  in  such  facilities.  If  the 
Secretary  does  make  such  a  finding,  and  the  PSRO  is  required  to  carry 
out  the  review,  the  c<Mnmittee  expects  that  the  PSRO  would  not  dele- 
Ctte  review  to  the  intermediate  care  facility,  just  as  they  are  prohibited 
irom  such  delegation  to  skilled  nursing  facilities. 

The  amendments  made  by  this  subsection  would  be  effective  upon 
enactment. 

Clarification  of  Sanctions  Provision  {Section  5  (e) ) 

Current  law  specifies  those  conditions  imder  which  the  Secretary 
may,  at  the  recommendation  of  a  PSRO,  withdraw  a  medical  care  pro- 
vider's eligibility  to  participate  in  Social  Security  Act  medical  care 
programs  where  it  is  determined  that  it  is  not  willing,  or  cannot,  carry 
out  its  obligations  to  order  and  provide  only  necessary  care  of  accept- 
able quality. 

The  committee  bill  makes  clear  that  the  provision  in  question  applies 
to  any  health  care  practitioner,  or  any  hospital  or  other  health  care 
facility,  agency,  or  organization  which  is  subject  to  PSRO  review. 

Tlie  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 

National  Council  {Section  6  (f) ) 

The  bill  provides  for  staggered  terms  for  members  of  the  National 
Professional  Standards  Review  Council. 

Present  law  provides  that  the  11  members  of  the  Council  shall  be 
|y>pointed  for  8-year  terms  and  may  be  eligible  for  reappointment. 

would  amend  this  provision.  The  general  term  for  Council 
members  would  continue  to  be  3  years,  except  that  for  members 
•ppointed  in  1977,  four  shall  be  appointed  for  a  2-year  term  and 
thm»  for  a  1-year  term.  All  members  would  continue  to  be  eligible 
for  rpappomtment. 

Tlie  amendment  made  by  this  subsection  would  be  effective  upon 
wiactment.  ^ 

National  Council  Report  (Section  6{g)) 

The  committee  bill  would  delete  the  requirement  in  present  law  for 
»n  annual  report  on  its  activities  by  the  National  Professional  Stand- 
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ards  Review  Council  and  would  require  instead  the  submission  by  the 
Secretary  of  a  detailed  annual  report  on  the  PSRO  program. 

Under  the  new  reporting  requirement  included  in  the  bill,  the  Sec- 
retary would  be  required  to  submit  substantially  more  information 
concerning  the  cost  and  operation  of  the  PSRO  program  than  has 
previously  been  required  of  the  National  Council.  Accordingly,  the 
bill  would  delete  the  requirement  for  the  National  Council  report  as 
duplicative  and  unnecessary. 

The  amendment  made  by  this  subsection  would  be  effective  upott 
enactment. 

Exchange  of  Data  and  Information  With  Other  Agencies  (Section 
6{h)) 

The  committee's  bill  would  expand  and  clarify  the  circumstances 
under  which  the  provision  of  data  or  information  by  PSRO's  would 
not  violate  the  confidentiality  requirement  of  law. 

Under  present  law,  any  data  or  information  acquired  by  a  PSRO  in 
the  exercise  of  its  duties  must  be  held  in  confidence  and  may  not  be 
disclosed  to  any  person  except  (1)  to  the  extent  that  may  be  necessary 
to  carry  out  the  purpose  of  the  PSRO  provisions,  or  (2)  in  such 
cases  and  under  such  circumstances  as  the  Secretary  shall  by  regula- 
tions provide  to  assure  adequate  protection  of  the  rights  and  interests 
of  patients,  health  care  practitioners,  or  providers  of  health  care. 
Interim  regulations  issued  by  the  Department  on  December  3,  1976, 
provide  for  the  disclosure  of  two  types  of  information  acquired  bv  the 
PSRO:  .  / 

1.  Data  and  information  acquired  by  the  PSRO:  (a)  which  has 
been  published;  (b)  which  has  not  been  identified  by  the  source  as 
confidential;  and  (c)  whose  disclosures  are  not  otherwise  prohibited 
by  law. 

2.  Summary  statistics  aggregated  from  the  Uniform  Hospatal  IMil^ 
charge  Data  Set  (UHDDS)  to  the  extent  that  it  ia  not  identifiable  US- 
an  individual  patient  or  health  care  practitioner. 

The  bill  would  expand  and  clarify  those  circumstances  under  which 
the  provision  of  data  or  information  would  not  violate  the  confiden- 
tiality provisions  to  include:  (1)  provision  of  data  or  information  by 
the  PSRO,  on  the  basis  of  its  findmg  as  to  evidence  of  fraud  or  abuse, 
to  Federal  or  State  agencies  recognized  by  the  Secretary  as  having 
responsibility  for  the  identification  or  detection  of  fraud  and  abuse 
activities;  such  data  and  information  may  be  provided  at  the  request 
of  the  recognized  agencies  at  the  discretion  of  the  PSRO;  and  (2) 
provision  of  aggregate  statistical  data  to  agencies  having  responsibil- 
ity for  health  planning  and  related  activities  under  Federal  or  State 
law.  The  data  and  information  furnished  to  the  planning  agencies 
would  be  provided  in  the  format  and  manner  prescribed  by  the  Secre- 
tary or  agreed  upon  by  the  agencies  and  the  PSRO.  Such  data  and 
information  would  be  in  the  form  of  aggregate  statistical  data  on  a 
geographic,  institutional,  or  other  basis  reflecting  the  volume  and 
frequency  of  services  furnished  and  the  demographic  characteristics 
of  the  population  whose  services  are  subject  to  review  by  the  PSRO. 
However,  the  data  would  not  identify  any  individual. 

Data  and  information  made  available  to  Federal  or  State  agencies 
recognized  by  the  Secretary  as  having  responsibility  for  identifying 
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and  investigating  fraud  and  abuse  may  not  be  further  disclosed  except 
when  the  disclosui^  is  made  in  the  course  of  a  legal,  judicial,  or  admin- 
istrative proceeding.  Violation  of  this  j)rohibition  would  result  in 
application  of  the  penalty  specified  in  existing  law. 

The  committee  has  included  this  provision  to  facilitate  the  ox- 
change  of  data  and  information  with  other  agencies  while  at  the  same 
time  assuring  that  the  confidentiality  of  patient  records  will  not  be 
violated.  The  committee  has  received  information  that  PSRO's  which 
have  identified  suspected  cases  or  widespread  patterns  of  fraud  and 
abuse  have  been  unable  to  make  the  information  available  to  enforce- 
ment agencies.  The  committee  also  notes  that  the  provision  of  aggi*e- 
gate  statistical  data  to  Federal  and  State  planning  agencies  will  en- 
able those  bodies  to  develop  a  more  accurate  picture  of  medical  care 
patterns  in  their  areas,  facilitate  planning  for  future  resource  needs, 
and  prevent  unnecessary  duplicative  data  gathering  activities. 

The  bill  also  includes  a  provision  to  protect  patient  records  from 
subpena  or  discovery  proceedings  in  a  civil  suit.  This  provision,  how- 
ever, would  not  preclude  the  subpena  or  discovery  of  originals  or  copies 
of  the  same  documents  in  the  possession  of  others. 

The  amendment  made  by  this  subsection  would  be  effective  upon  en- 
actment. 

Legal  Expenses  {Section  6  {i)) 

The  committee's  bill  provides  for  payment  of  legal  fees  in  connec- 
tion with  the  defense  of  suits  brought  against  a  PSRO  related  to  the 
performance  of  its  functions.  The  bill  would  authorize  the  Secretary 
to  assume  responsibility  for  legal  fees  incurred  in  connection  with  the 
defense  of  any  suit,  action,  or  proceeding  brought  against  the  PSRO 
or  any  of  its  members  or  employees  related  to  the  performance  of  its 
functions.  While  all  PSRO's  currently  have  liability  insurance  which 
covers  such  attorneys'  fees,  this  provision  would  serve  as  an  additional 
guarantee  in  the  event  such  insurance  is  subsequently  withdrawn. 

The  amendment  made  by  this  subsection  shall  be  effective  upon 
enactment. 

Payment  of  PSRO  Expenses  (Section  5(j)) 

The  committee's  bill  would  clarify  the  intent  of  present  law  that 
payment  for  PSRO  expenses  is  to  be  made  from  Federal  funds. 

Under  present  law,  expenses  incurred  by  PSRO's  are  payable  from 
medicare  trust  funds  and  from  funds  appropriated  to  carry  out  the 
other  health  care  provisions  of  the  Social  Security  Act.  The  bill  would 
clarify  that  it  is  not  intended  that  States  or  local  governmental  entities 
contribute  toward  these  expenses,  as  they  normally  must  do  to  receive 
Federal  matching  funds  under  title  XIX. 

The  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 

Annual  Reports  (Section  5(k)) 

Current  law  does  not  require  the  preparation  of  a  detailed  report 
on  the  activities,  cost,  and  impact  of  the  PSRO  program.  The  com- 
mittee believes  that  this  information  is  necessary  to  determine  the 
status  of  program  operations,  to  evaluate  the  progress  of  program 
implementation,  and  to  assess  the  program's  effectiveness. 
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The  bill  committee  therefore  requires  the  Secretary  to  submit  an- 
nual reports  to  the  Congress  by  April  1  of  each  year  beginning  in 
1978  on  the  administration,  impact,  and  cost  of  the  PSRO  program 
during  the  preceding  fiscal  year.  The  reports  must  include  program 
data  on  each  PSRO ;  institutions  and  practitioners  whose  services  are 
subject  to  review;  penalties  and  sanctions;  total  costs  under  titles 
V,  XI,  XVIII,  and  XIX  in  the  implementation  of  all  required  review 
procedures;  changes  attributable  to  PSRO  activities;  results  of  pro- 
gram evaluation  activities;  extent  to  which  PSRO's  are  performing 
reviews  for  other  private  or  governmental  programs;  and  legislative 
recommendations. 

The  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 

Medical  OfjiceT  (Section  5(1)) 

The  bill  would  include  medical  officers  in  American  Samoa,  the 
Northern  Mariana  Islands  and  the  Trust  Territory  of  the  Pacific 
Islands  in  the  PSRO  program.  In  these  areas  medical  officers  rattier 
than  doctors  of  niedicine  provide  medical  care.  The  bill  would  there- 
fore permit  medical  officers  licensed  to  practice  medicine  in  these 
localities  to  participate  in  the  PSRO  program.  These  individuals  may 
not,  however,  serve  on  the  National  Council  or  make  any  final  determi- 
nations with  respect  to  medical  necessity  or  appropriateness  of  care 
provided  by  a  duly  licensed  doctor  of  medicine  or  osteopathy. 

The  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 

Payment  for  Review  of  Part  B  Services  Provided  hy  Hospitals  (Sec- 
tion 5  (m)  ) 

Public  Law  94-182,  enacted  on  December  31,  1975,  included  an 
amendment  to  the  medicare  program  which  was  designed  to  equalize 
reimbursement  for  PSRO  hospital  review  activities  whether  such 
review  was  carried  out  by  a  hospital  tmder  delegation  from  a  PSRO 
or  by  the  PSRO  itself.  Previously,  only  delegated  review  activities 
could  be  funded  out  of  the  medicare  trust  funds.  Under  the  new  law, 
PSRO  expenses  in  carrying  out  nondelegated  review  for  hospital 
services  covered  under  medicare  part  A  or  medicaid  or  the  maternal 
and  child  health  program  would  also  be  reimbursed  throu^  this 
mechanism.  The  law  did  not,  however,  provide  for  similar  funding 
for  PSRO  review  of  hospital  services  covered  under  medicare  part  B. 

Accordingly,  the  bill  corrects  this  oversight  by  providing  that  fund- 
ing for  delegated  review  activities  for  services  provided  by  a  hospital 
which  are  covered  imder  medicare  part  B  ^hall  be  made  from  the 
medicare  trust  funds. 

The  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 

Statewide  Ommcils  (Section 6 (n)) 

The  bill  extends  the  protection  currently  provided  to  members  and 
employees  of  a  PSRO  from  criminal  prosecution  or  civil  liability 
when  carrying  out  PSRO  functions  to  members  and  employees  of 
Statewide  Professional  Standards  Review  Councils. 

The  amendment  made  by  this  subsection  would  be  effective  upon 
enactment. 
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Technical  Corrections  {Section  5 {a)  ) 

The  committee  bill  makes  technical  corrections  in  sections  1152(b) 
(1)  (A),  1155(a)(1), and  1160(b)(1)  of  theact. 

Physician  Review  {Section  6{p)) 

The  committee  bill  deletes  the  current  law  distinction,  based  on 
whether  a  hospital  has  or  has  not  been  delegated  PSRO  review,  in 
determining  those  physicians  who  may  be  responsible  for  review 
activities. 

Under  current  PSKO  review  provisions,  a  physician  is  ordinarily 
prevented  from  being  responsible  for  the  review  of  hospital  care  and 
services  provided  in  any  hospital  in  which  he  has  active  staff  privi- 
leges when  the  review  of  such  services  has  not  been  delegated  to  the 
hospital  by  a  PSRO.  However,  where  review  has  been  delegated  to 
the  hospital,  a  physician  with  active  staff  privileges  in  that  facility 
may  be  responsible  for  the  review. 

The  committee  notes  that  there  is  no  evidence  that  such  a  distinction 
in  the  qualification  of  the  physician  responsible  for  the  review  is  neces- 
sary. The  decision  whether  or  not  to  delegate  review  is  not  necessarily 
related  to  the  ability  of  an  individual  physician  with  active  staff  privi- 
leges in  a  particular  hospital  to  do  the  required  review,  but  is  more 
likely  to  be  related  to  other  factors.  The  committee  has  concluded  that 
the  existing  prohibition  places  an  undue  burden  on  non<Jel€^ted  hos- 
pitalreview. 

The  committee  bill  therefore  deletes  the  restriction  contained  in  cur- 
rent law  which  ordinarily  prevents  phj^sicians  with  active  staff  privi- 
leges in  a  hospital  from  being  responsible  for  review  in  a  facility  if 
review  responsibilities  have  not  been  delegated. 

Issuance  of  Suhpenas  hy  the  Comptroller  General  {Section  6) 

The  bill  would  give  the  Comptroller  General  of  the  United  States 
the  power  to  sign  and  issue  subpenas  to  gain  information  regarding 
programs  authorized  under  the  Social  Security  Act. 

Currently,  the  Comptroller  General  of  GAO  does  not  have  the  statu- 
tory authority,  under  the  Social  Security  Act,  to  issue  subpenas  in  con- 
nection with  GAO  investigations  into  programs  autJiorized  by  that 
act.  In  a  December  29,  1976,  letter  to  the  House  Ways  and  Means 
Committee,  which  was  in  response  to  an  inquiry  concerning  Social 
Security  Act  subpena  power  for  the  General  Accounting  Office,  the 
Acting  Comptroller  General  stated  that : 

From  the  overall  perspective,  we  believe  that  the  subpena 
power  in  question  would  be  a  useful  tool.  In  all  probability, 
the  mere  existence  of  such  a  power  would  be  sufficient  to  pre- 
clude problems  in  most  cases  and,  in  our  opinion,  r^^.sort  to  its 
use  would  be  relatively  infrequent.  We  would  thus  favor  the 
inclusion  of  subpena  authority  in  the  anticipated  new 
legislation. 

The  bill  would  give  the  Comptroller  General  of  GAO  the  power  to 
sign  and  issue  subpenas  in  order  to  gain  information  and  facilitate 
review  of  programs  authorized  under  the  Social  Security  Act  particu- 
larly with  respect  to  investigations  of  fraudulent  and  abusive  practices. 
In  connection  with  GAO's  statutory  functions  including  investiga- 
tions, examinations,  and  auditing,  subpenas  could  be  issued  to  gain 
access  to  pertinent  books,  records,  documents,  or  other  information. 
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Under  resistance  or  refusal  by  an  individual  to  obey  a  subpena,  the 
bill  would  authorize  the  Comptroller  General  to  request  a  court  order 
requiring  compliance. 

The  amendments  made  by  this  section  would  be  effective  upon 
enactment. 

Suspension  of  Prcuctitumers  Convicted  of  Medicare-  or  Medicaid- 
Related  Crimes  {Section7) 
The  committee's  bill  requires  the  suspension  of  physicians  or  other 
individual  practitioners  from  participation  in  medicare  or  medicaid 
if  such  practitioner  has  been  convicted  of  a  program- related  criminal 
offense. 

The  committee  has  included  this  provision  in  response  to  the  con- 
cern that  some  program  violators  have  been  permitted  continued 
participation,  often  witl^out  interruption,  in  Federal  health  care  pro- 
grams. The  committee  feels  that  misuse  of  Federal  and  State  funds 
is  a  very  serious  offense  and  that  those  convicted  of  crimes  against  the 
programs  should  not  be  permitted  continued  and  uninterrupted  receipt 
of  Federal  and  State  funds.  The  committee  believes  that  this  threat  of 
suspension,  together  with  the  upgraded  penalties  authorized  under  the 
bill,  will  serve  as  a  significant  deterrent  to  fraudulent  practices  under 
medicare  and  medicaid. 

Under  current  law,  physicians  or  other  individual  practitioners  who 
have  been  convicted  of  an  offense  related  to  their  participation  in 
medicare  or  medicaid  are  not  automatically  suspended  from  these 
programs  and  can  continue  to  receive  payment  therefrom.  The  Sec- 
retary may  suspend  Federal  payment  to  a  person  who  has  falsified 
information  related  to  a  request  for  payment.  The  Secretary  may  also 
suspend  a  person  who  bills  the  program  for  charges  substantially  in 
excess  of  the  person's  customary  charges  or  who  has  furnished  services 
found  to  be  substantially  in  excess  of  an  individual's  need,  to  be 
harmful,  or  to  be  of  grossly  inferiOT  quality-. 

The  bill  requires  the  Secretary  to  suspend  from  participation  under 
medicare,  a  physician  or  individual  practitioner  who  he  determines 
has  been  convicted  of  a  criminal  offense  related  to  such  individual's 
involvement  in  medicare  or  medicaid.  To  permit  case-by-case  determi- 
nations, the  suspension  would  be  for  such  period  as  the  Secretary 
deems  appropriate  and  no  medicare  payment  could  be  made  for  any 
item  or  service  furnished  by  such  individual  during  this  period.  Indi- 
viduals subject  to  suspension  are  those  whd  are  convicted  on  or  after 
the  date  of  enactment  of  the  law  or  within  such  period  prior  to  enact- 
ment as  the  Secretary  may  specify  in  regulation.  Provision  is  made  for 
appropriate  notice  to  the  individual  and  the  public  and  hearing  and 
judicial  review  of  the  Secretary's  determination.  In  any  case  where 
the  Secretary  suspends  a  practitioner  from  participation  in  medicare 
he  is  required  to  promptly  notify  every  State  medicaid  agency  and  the 
appropriate  State  or  local  licensing  authority. 

Whenever  a  State  medicaid  agency  is  notified  by  the  Secretary 
that  a  practitioner  has  been  suspended  under  medicare,  it  shall  sus- 
pend such  individual  from  participation  in  medicaid.  This  is  intended 
to  prevent  practitioners  from  moving  from  one  State  to  another  in 
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order  to  avoid  the  effect  of  the  suspension.  To  conform  the  timing  of 
suspensions,  the  medicaid  suspension  period  shall  not  be  less  than  the 
suspension  period  applicable  to  the  mdividual  under  medicare.  No 
medicaid  program  payments  may  be  made  for  services  provided  by 
such  individual  during  the  suspension  period. 

In  his  notification  to  the  licensing  authority  the  Secretarj^  shall  re- 
quest that  investigations  be  made  and  sanctions  be  invoked,  as  deemed 
appropriate  in  accordance  with  the  State's  law  and  policy.  The  Secre- 
tary and  Inspector  General  would  be  notified  of  whatever  action,  if 
any,  is  taken  by  these  authorities. 

The  committee  was  concerned  that  imposition  of  tliis  suspension, 
under  certain  unusual  circumstances,  could  deny  adequate  access  to 
medical  care  to  persons^  eligible  for  serv  ices  under  medicare  or  medic- 
aid. To  ensure  that  this  would  not  occur,  the  bill  provides  two  reme- 
dies. Firstfthe  bill  would  authorize  the  Secretary  to  designate  a  com- 
munity as  a  health  manpower  shortage  area  (as  defined  under  title 
III  of  the  Public  Health  Service  Act)  for  purposes  of  placement  of 
National  Heialth  Service  Corps  personnel,  if  he  detennines  that  im- 
position of  a  suspension  would  leave  those  residents  of  the  area  eli^ble 
imder  medicare  or  medicaid  without  adequate  access  to  health  services. 
Second,  the  bill  permits  the  Secretary,  on  the  request  of  a  State,  to 
waive  a  practitioner's  suspension  under  the  State's  medicaid  program. 
The  committee  intends  that  such  waivers  be  granted  sparingly.  It  is 
expected  that  waivers  will  only  be  approved  where  imposition  of  the 
suspension  would  deny  a  community  of  needed  medical  service  because 
of  the  shortage  of  practitioners  in  that  area  and  no  National  Health 
Service  Corps  personnel  have  been  assigned. 

The  amendments  made  by  this  section  would  be  effective  upon  en- 
actment except  for  the  provision  relating  to  medicaid  suspensions 
which  would  be  effective  for  calendar  quarters  beginning  on  or  after 
January  1, 1978. 

Disclosure  hy  Providers  of  Oxoners  and  Certain  Other  Individuals 
Convicted  of  Certain  Offenses  (Section  8) 

The  committee's  bill  requires  all  institutional  providers  of  sendees 
participating  in  medicare,  medicaid,  or  title  XX  State  social  service 
grant  programs  to  disclose  the  names  of  owners  and  certain  other 
individuals  who  have  been  previously  convicted  of  fraud  against  any 
one  of  these  programs.  The  bill  also  permits  the  Secretarj^  or  appropri- 
ate State  agency  to  decline  to  enter  into  an  agreement  or  contract  with 
an  institution  whose  application  contains  the  names  of  any  such  in- 
dividuals and  further  permits  the  Secretary  or  any  State  agency  to  ter- 
minate existing  provider  agreements  if  the  names  of  such  individuals 
have  not  been  disclosed  as  required. 

Current  disclosure  of  ownership  provisions  do  not  require  institu- 
tional providers  of  services  and  other  agencies  and  organizations  certi- 
fied to  provide  services  under  titles  XVIII  and  XIX  of  the  Social 
Seciirity  Act  to  diisclose  information  about  criminal  records  any  of 
their  owners  and  managerial  employees  may  have.  Similar  informa- 
tion is  also  not  required  from  institutional  providers  participating  in 
title  XX  of  the  Social  Securitv  Act,  a  number  of  whom  are  also  cer- 
tified to  provide  services  under  medicare  and  medicaid.  Existing 
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procedures  for  determining  this  information  are  inadequate,  time- 
consuming,  and  have  permitted  individuals  previously  convicted  of 
such  offenses  to  continue  ownership  or  management  in  participating 
facilities  or  become  owners  or  managers  in  other  participating  facili- 
ties without  program  administrators  being  aware  of  an  individual's 
past  activities  which  might  have  a  bearing  on  a  facility's  future 
performance. 

Lack  of  adequate  disclosure  of  these  individuals  is  an  additions,! 
restraint  on  HEW's  attempts  to  investigate  and  control  program 
abuse.  It  has  hampered  and  restricted  Department  efforts  to  limit  the 
participation  of  those  facilities  and  other  organizations  providing 
services  under  titles  XVIII,  XIX,  or  XX  that  are  partialljr  owned 
or  controlled  by  persons  convicted  of  criminal  offenses  against  the 
programs. 

Even  when  such  individuals  can  be  identified  by  the  Department 
of  HEW  or  State  administering  agencies,  it  is  difficult  under  existing 
procedures  to  limit  participation  of  facilities  owned  by  these  persons. 
Currently,  no  provisioijLS  exist  to  enable  the  Secretary  of  HEW  or  a 
State  agency  to  refuse  to  enter  into  or  to  terminate  provider  agree- 
ments or  contracts  with  institutional  providers  or  other  organizations 
owned  by  such  individuals  as  long  as  existing  conditions  for  partici- 
pation under  titles  XVIII,  XIX,  or  XX  are  met. 

The  result  of  the  failure  of  the  current  law  to  provide  procedures 
whereby  facilities  owned  by  persons  who  have  previously  been  con- 
victed of  fraud  against  medicare  or  medicaid  has  been  that  these  per- 
sons continue  to  receive  payments  from  the  programs.  Even  criminal 
conviction  is  not  sufficient  to  exclude  an  individual  from  the  nursing 
home  industry  or  the  Medicaid  system.  Lengthy  state  administrative 
procedures  must  also  be  carried  out,  vulnerable  to  delaying  litigation. 
The  problem  would  be  compounded  under  present  law  whenever  a 
provider  convicted  m  one  State  continues  to  operate  in  another.  Then 
the  speedy  removal  of  the  provider  from  the  medicaid  program  would 
be  almost  impossible.  Conferring  the  proposed  powers  on  the  Secretary 
would  ensure  that  providers  who  have  flagrantly  abused  the  system 
will  not  be  able  to  exploit  the  delays  in  State  administration  processes 
to  continue  their  profiteering. 

In  order  to  deal  with  this  problem,  as  a  condition  of  participation, 
certification,  or  recertification  under  titles  XVII,  XIX,  or  XX  of 
the  Social  Security  Act,  the  bill  would  require  all  institutional  pro- 
viders of  services,  or  other  agencies,  institutions,  or  organizations  to 
disclose  to  the  Department  of  Health,  Education,  and  Welfare  or  to 
the  appropriate  State  agency  the  names  of  its  owners,  officers,  direc- 
tors, agents,  or  managing  employees  who  have  been  convicted  of  a 
criminal  offense  against  medicare,  medicaid,  or  State  social  service 
grant  programs.  The  bill  specifies  that  when  an  application  requesting 
such  participation  or  certification  contains  the  names  of  any  such 
previously  convicted  individual,  the  Secretary  of  HEW  or  the  State 
agency  may  refuse  to  enter  into  an  agreement  or  contract  with  the 
institution  to  provide  services  under  titles  XVIII,  XIX,  or  XX. 
In  addition,  the  bill  specifies  that  the  HEW  Inspector  Greneral  must 
be  informed  of  any  such  applications  received  and  of  any  actions  taken 
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on  them.  The  bill  would  also  permit  the  Secretary  or  appropriate 
State  agency  to  terminate  existing  provider  agreements  or  contracts 
under  title  XVIII,  XIX,  or  XX,  if  the  names  of  such  individuals 
have  not  been  disclosed,  as  required. 

In  applying  the  disclosure  requirements  to  convicted  persons  who 
are  officers,  directors,  agents,  or  managing  employees  of  the  institu- 
tion, as  well  as  to  convicted  persons  with  ownership  interests,  the  com- 
mittee feels  that  this  parallel  requirement  is  necessary  in  order  to 
ensure  that  program  administrators  are  aware  of  the  renewed  involve- 
ment of  these  persons  in  participating  institutions. 

The  bill  would  specifically  define  the  term  "managerial  employee" 
to  mean  a  person  who  exercises  operation  or  managerial  control  over 
the  institution  or  one  who  directly  or  indirectly  conducts  the  day-to- 
day operations  of  the  institution  including,  but  not  limited  to,  an  in- 
stitution's general  manager,  business  manager,  administrator,  and 
director.  The  bill  would  define  the  owner  of  an  institution  as  any  per- 
son who  has  a  direct  or  indirect  ownership  or  control  interest  of  at 
least  5  percent  in  the  institution. 

The  amendments  made  by  this  section  should  apply  with  respect  to 
contracts,  agreements,  and  arrangements  entered  into  and  approvals 
given  pursuant  to  applications  or  requests  made  on  and  after  the  first 
day  of  the  fourth  month  following  enactment. 

Federal  Access  to  Records  {Section  9) 

Under  present  law.  State  plans  under  medicaid  are  required  to 
provide  for  agreements  with  every  person  or  institution  providing 
services  wherehy  such  persons  or  entities  will  keep  complete  records 
of  services  provided  under  the  program  and  furnish  the  State  agency, 
upon  request,  which  information  regarding  any  payments  claimed 
under  the  program.  Similar  access  to  records  by  the  Secretary  is  not 
required.  The  committee  feels  this  could  hamper  Federal  efforts  to 
obtain  information  necessary  to  examine  potential  instances  of  fraud- 
ulent and  abusive  activities.  The  bill  therefore  specifically  permits 
the  Secretary  to  have  access  to  records  of  persons  or  institutions  pro- 
viding services  under  medicaid  in  the  same  manner  presently  provided 
to  State  medicaid  agencies. 

The  amendment  made  by  this  section  would  be  effective  upon 
enactment. 

Claims  Processing  and  Information  Retrieval  Systems  for  Medicaid 
Programs  {Section  10) 

The  bill  permits  States  to  send  explanation  of  benefits  forms  to  a 
sample  of  medicaid  recipients  and  still  be  entitled  to  increased  Federal 
matching  for  operation  of  approval  management  information  sys- 
tems. The  bill  specifies  that  there  would  be  no  explanation  of  benefit 
forms  in  the  case  of  services  which  are  confidential  in  nature. 

Present  law  authorizes  an  increase  in  Federal  matching  to  75  per- 
cent toward  the  costs  of  operating  an  approved  medicaid  claims  proc- 
essing and  information  retrieval  system  if  the  system  provides  ex- 
planation of  benefits  information  to  all  recipients.  The  committee 
has  been  informed  that  this  strict  requirement  for  explanation  of 
benefit  forms  in  every  case  has  limited  the  growth  of  approved  sys- 
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terns.  In  addition,  questions  have  been  raised  about  the  cost  effective- 
ness of  this  requirement  because  of  the  high  volume  of  claims  for 
services  provided  imder  medicaid. 

The  bill  therefore  modifies  the  current  requirement  by  permitting 
the  increased  matching  if  the  system  provides  explanation  of  benefits 
information  to  a  sample  group  of  recipients.  The  committee  expects 
that  the  samples  will  be  of  sufficient  size  and  sufficiently  represent- 
ative of  the  population  served  and  the  services  rendered  to  enable 
the  identification  of  any  questionable  or  unusual  patterns.  It  is  the 
intention  of  the  committee  that  all  confidential  services,  and  services 
integrally  related  to  a  confidential  service  suck  as  family  planning 
services  and  venereal  disease  treatment  be  deleted  from  the  explana- 
tion of  benefit  forms  in  order  to  assure  privacy  for  the  medicaid 
patient.  States  will  be  expected  to  institute  appropriate  safeguards  to 
accomplish  this. 

The  committee  notes  that  this  change  in  the  medicaid  statute  does 
not  constitute  a  new  entitlement  to  higher  Federal  matching,  but 
merely  increases  the  workability  of  the  existing  provision. 

The  amendment  made  by  this  section  would  apply  with  respect  to 
calendar  quarters  beginning  after  the  date  of  enactment. 

Restriction  on  Federal  Medicaid  Payments.  Assignment  of  Rights  of 
Payment;  Incentive  Payments  {Section  11) 

The  bill  precludes  Federal  matching  payments  for  expenditures 
under  medicaid  for  services  which  a  private  insurer  would  have  an 
obligation  to  pay  except  for  a  provision  of  its  insurance  contract 
which  has  the  effect  of  limiting  or  excluding  such  obligation  because 
the  individual  is  eligible  for  or  receiving  medicaid. 

The  section  also  establishes  a  medicalsupport  program  under  which 
medicaid  applicants  and  recipients  may  be  required  by  a  State  to 
assign  their  rights  to  medical  support  or  indemmfication  to  the  State. 
Incentives  would  be  provided  for  localities  to  make  collections  for 
States  and  for  States  to  secure  collections  in  behalf  of  oUier  States. 

Under  current  law,  States  or  local  agencies  administering  medical 
assistance  plans  are  required  to  take  all  reasonable  measures  to  en- 
sure that  third  parties  legally  liable  to  pay  for  any  medical  care  ren- 
dered to  medicaid  recipients  meet  their  legal  obligations.  However, 
some  private  insurance  policies  contain  a  provision  that  limits  the 
insurance  companies'  liability  to  the  amount  not  covered  by  medicaid. 
In  some  cases.  State  insurance  commissioners  have  not  taken  action  to 
stop  this  practice.  When  it  occurs,  the  medicaid  pro-am  is  forced  to 
assume  the  costs  despite  the  existing  subrogation  requirement. 

The  bill  would  provide  an  incentive  to  States  to  stop  this  practice 
by  stopping  all  Federal  matching  payments  for  expenditures  made 
under  the  plan  for  care  or  services  provided  to  the  extent  the  private 
insurer  (as  defined  by  the  Secretary)  would  have  been  obligated  to 
pay  except  for  a  provision  of  its  contract  which  has  the  effect  of  limit- 
ing or  excluding  such  obligation  because  the  individual  is  receiving 
assistance  under  medicaid. 

States  have  advised  the  committee  that  there  are  cases  where  absent 
parents  who  have  been  ordered  by  a  court  to  provide  for  the  medical 
support  of  their  families  have  failed  to  do  so.  Frequently  these  families 
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must  turn  to  the  medicaid  program  for  their  medical  needs.  The 
medical  support  program  established  by  the  bill  would  authorize 
States  to  require  that  medicaid  recipients  and  applicants,  as  a  condition 
of  eligibility,  assign  their  medical  support  or  indemnification  rights 
to  the  State.  The  State  would  enter  into  cooperative  arrangements  to 
secure  the  medical  support.  Localities  securing  collections  on  behalf  of 
the  State  and  States  securing  collections  on  behalf  of  other  States 
would  receive  incentive  payments  of  15  percent  of  the  amounts  col- 
lected. 

The  amendments  made  by  this  section  would  apply  with  respect  to 
medical  assistance  provided  and  assignments  made  for  calendar  quar- 
ters beginning  on  or  after  January  1, 1978. 

Study  and  Review  of  Medicare  Claims  Processing  (Section  12) 

The  committee  bill  directs  the  Comptroller  General  to  conduct  a 
comprehensive  study  of  the  claims  processing  system  under  medicare 
for  the  purpose  of  determining  what  modifications  should  be  made  to 
achieve  more  efficient  claims  administration. 

Under  medicare  part  A,  groups  or  associations  of  providers  can 
nominate  an  organization  to  serve  as  a  fiscal  intermediary  between 
the  providers  and  the  government.  An  individual  member  of  an  asso- 
ciation or  group  of  providers  that  has  nominated  one  organization  as 
intermediary  may  select  some  other  organization  if  this  is  satisfactory 
to  the  organization  and  HEW,  or  alternatively  it  may  elect  to  deal 
directly  with  the  government.  HEW  may  not  enter  into  an  agreement 
with  an  organization  unless  it  finds  that  such  agreement  is  consistent 
with  efficient  and  effective  administration.  The  Social  Security  Ad- 
ministration selected  10  hospital-nominated  organizations  to  serve 
as  intermediaries.  These  include  the  Blue  Cross  Association  which 
carries  out  its  claims  administration  activities  through  73  statewide 
and  local  Blue  Cross  plans.  Under  medicare  part  B.  the  Secretary 
contracts  with  carriers  to  perform  claims  processing  activities.  Car- 
riers are  selected  to  serve  specified  geographic  areas.  There  are  47 
carriers,  including  32  Blue  Shield  plans.  Both  intermediaries  and  car- 
riers are  reimbursed  on  a  cost  basis  for  carrying  out  their  activities. 

A  reexamination  of  the  administrative  framework  of  the  medicare 
program  in  order  to  assess  the  need  for  possible  modifications  is 
desirable. 

The  committee  bill  therefore  directs  the  Comptroller  General  to 
conduct  a  comprehensive  study  and  review  of  the  administrative  struc- 
ture established  for  processing  claims  under  medicare.  The  study  is  to 
determine  whether  and  to  what  extent  more  efficient  claims  administra- 
tion could  be  achieved  by  reducing  the  number  of  carriers  and  inter- 
mediaries, making  a  single  organization  responsible  for  processing 
claims  under  parts  A  and  B  in  a  particular  geographic  area,  paying 
for  claims  processing  on  the  basis  of  a  prospective  fixed  price,  pro- 
viding other  types  of  incentive  payments  for  efficiency,  or  by  other 
modifications  in  existing  structure  and  procedures.  The  Comptroller 
General  would  be  required  to  submit  a  report  containing  his  findings 
and  recommendations  to  the  Congress  by  July  1, 1979. 

The  amendment  made  by  this  section  would  be  effective  upon  enact- 
ment 
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Abolition  of  Program  Review  Teams  Under  Medicare  {Section  13) 

The  committee  bill  repeals  the  provisions  in  current  law  relating  to 
proorram  review  teams. 

The  Social  Security  Amendments  of  1972  included  a  provision  au- 
thorizing the  Secretary  to  suspend  or  terminate  medicare  payments  to 
a  supplier  of  services  found  to  have  abused  the  program.  In  the  case  of 
such  a  suspension  or  termination,  Federal  participation  was  also  to 
be  withheld  for  medicaid  payments  made  in  behalf  of  such  supplier. 
This  provision  was  included  to  permit  HEW  to  bar  future  payments 
%o  suppliers  who  have  made  a  practice  of  furnishing  inferior  or  harm- 
ful supplies  or  services,  engaging  in  fraudulent  activities,  or  consist- 
ently overcharging  for  their  services. 

To  assist  him  in  making  determinations  under  this  section,  the  Sec- 
retary was  required  to  establish  program  review  teams  in  each  State. 
These  professionally  based  bodies  were  to  advise  the  Secretary  con- 
cerning such  matters  as  whether  excessive,  harmful,  or  grossly  inferior 
eare  is  being  rendered  to  patients.  The  functions  of  program  review 
tiffams  relating  to  the  review  of  the  quality  and  appropriateness  of 
seinrices  are  essentially  duplicative  of  the  functions  required  to  be 
performed  by  PSRO's. 

The  committee  bill  therefore  deletes  the  requirements  in  current  law 
pertaining  to  the  establishment  and  responsibilities  of  program  review 
tfeams  with  the  expectation  that  the  appropriate  PSRO  will  instead  be 
available  to  advise  the  Secretary  in  cases  that  require  the  application 
of  professional  medical  judgment. 

The  amendment  made  by  this  section  would  be  effective  upon 
enactment. 

Nomination  of  Intermediaries  hy  Providers  {Section  H) 

The  bill  would  prohibit  the  Secretary  from  refusing  to  enter  into 
an  agreement  with  a  nominated  intermediary  solely  because  of  the  fact 
that  such  intermediary  does  not  operate  regionally  or  nationally. 

Under  present  law,  the  Secretary  of  HEW  is  authorized  to  use  pub- 
lic agencies  or  private  organizations  to  facilitate  medicare  payment  to 
providers  of  services.  Such  agencies  or  organizations  (intermediaries) 
are  ordinarily  nominated  by  the  individual  provider.  For  example, 
most  hospitals  have  nominated  Blue  Cross  Association  as  their  inter- 
mediary and  the  Secretary  has  contracted  with  that  organization.  The 
Blue  Cross  Association,  in  turn,  utilizes  local  Blue  Cross  plans  for  the 
dav-to-day  administrative  and  operating  activities. 

The  Secretary  is  prohibited  from  entering  into  an  agreement  with 
any  agency  or  organization  unless  he  finds  that  to  do  so  is  consistent 
with  effective  and  efficient  administration;  that  the  intermediary  is 
willing  and  able  to  assist  providers  in  safeguarding  against  unneces- 
sary utilization  of  services ;  and  that  the  intermediary  agrees  to  pro- 
vide the  Secretary  with  such  information  as  it  may  acquire  in  perform- 
ing its  duties  and  which  he  finds  necessary  in  performing  his  functions. 

The  committee  is  concerned  that  the  Secretary  may  refuse  to  enter 
into  an  agreement  with  a  prospective  intermediary  nominated  by  a 
providiBT  or  group  of  providers,  or  may  terminate  an  agreement  with 
an  existing  intermediary,  solely  on  account  of  the  fact  that  the  inter- 
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mediary  transacts  business  only  within  the  State  in  which  the  provid- 
er (s)  is  located  and  that  current  law  indirectly  may  give  him  the  au- 
thority to  require  the  designation  instead,  of  a  regional  or  national 
intermediary. 

The  committee  has,  therefore,  included  an  amendment  prohibiting 
the  Secretary  from  refusing  to  enter  into  an  agreement  with  a  nom- 
inated intermediary,  terminating  an  existing  agreement,  or  making  a 
determination  with  respect  to  whether  an  agreement  or  proposed  agree- 
ment is  effective  or  efficient,  solely  because  of  the  fact  that  such  inter- 
mediary operates  only  within  a  single  State  or  on  the  basis  that  re- 
gional or  national  intermediaries  serve  or  could  serve  providers  within 
the  State.  It  is  the  intention  of  the  committee  that  the  Secretary  not 
go  outside  the  State  to  a  region  or  beyond  when  providers  within  a 
a  given  State  wish  to  be  served  (and  other  applicable  requirements  of 
the  statute  are  met)  by  intermediaries  who  operate  wholly  within  the 
State. 

Disclomre  hy  Providers  of  the  Hiring  of  Certain  Former  Employees 
of  Fiscal  Intermediaries  {Section  15) 

The  committee  bill  would  require  a  provider  of  services  under  the 
medicare  program  to  notify  the  Secretary  promptly  of  its  employ- 
ment of  an  individual  who  at  any  time  during  the  preceding  year  was 
employed  in  a  managerial,  accounting,  auditing  or  similar  capacity 
by  a  fiscal  intermediary  or  carrier  who  had  served  that  provider. 

In  certain  cases  in  the  past,  providers  have  specifically  recruited  and 
employed  personnel  of  the  fiscal  intermediary  serving  it,  apparently 
in  order  to  assist  the  provider  in  justifyino^  questionable  accounting 
and  cost  reporting  procedures.  This  type  of  hiring  practice  potentially 
subverts  the  integrity  of  the  intermediary  provider  relationship, 
including  the  integrity  of  the  auditing  process.  The  Department  of 
HEW  is  expected  to  utilize  the  information  gained  under  the  notifica- 
tion required  under  the  bill  to  discourage  such  practices,  especially 
when  such  information  suggests  possible  conflict  of  interest  situations. 

Providers  who  hire  employees  of  fiscal  intermediaries,  particularly 
accountants  and  auditors  who  have  been  involved  in  auditing  that  pro- 
vider, should  be  on  notice  that  such  practices  will  be  followed  closely. 

The  amendment  made  by  this  section  would  apply  with  respect  to 
agreements  entered  into  or  renewed  on  and  after  the  date  of  enactment. 

Payment  for  Durable  Medical  Equipment  {Section  16) 

The  committee  bill  would  modify  the  present  methods  for  reimburs- 
ing medicare  beneficiaries  for  expenses  incurred  in  obtaining  durable 
medical  equipment.  The  intent  of  this  modification  is  to  reduce  program 
expenditures  and  assure  greater  protection  for  beneficiaries  against 
the  need  to  pay  excessive  rental  fees. 

Present  law  provides  for  reimbursement  under  part  B  of  medicare 
for  expenses  incurred  in  the  rental  or  purchase  of  durable  medical 
equipment  used  in  the  patients'  home.  The  beneficiary  has  the  option 
to  rent  or  purchase  such  equipment.  In  the  case  of  purchase,  reim- 
bursement is  generally  made  in  monthly  installments  equivalent  to 
amounts  that  would  have  been  paid  had  the  equipment  been  rented. 
Reimbursement  may  be  made  on  a  lump-sum  basis  for  purchased 
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equipment  that  is  relatively  inexpensive,  i.e.,  items  for  which  the 
reasonable  charge  is  $50  or  less. 

Where  a  benehciai  y  elects  to  rent  equipment,  medicare  will  continue 
to  reimburse  him  for  80  percent  of  his  rental  expenses  as  long  as  his 
medical  need  for  the  equipment  continues.  A  study  conducted  by  GAO 
showed  that  rental  payments  under  the  program  for  durable  medical 
equipment  require  over  an  extended  period  of  time  frequently  ex- 
ceeded, by  a  substantial  amount,  the  reasonable  purchase  price  of  the 
equipment.  Moreover,  beneficiaries  were  also  overpaying  for  equip- 
ment since  they  are  liable  for  the  20-percent  coinsurance  amount. 

The  Social  Security  Amendments  of  1972  added  provisions  to  the 
law  to  help  avoid  unreasonable  expenses  to  the  program  and  to  bene- 
snciaries  resulting  from  prolonged  rentals  of  equipment.  These  provi- 
sions authorized  the  Secretary  to  experiment  with  alternative  reim- 
bursement mechanisms,  including  the  use  of  lease-purchase  arrange- 
ments and  lump-sum  payments  for  purchased  equipment  where  it 
could  be  determined  in  advance  that  the  use  of  the  equipment  would 
be  medically  necessary  for  an  extended  period  of  time.  Although  the 
Department  has  not  conducted  the  extensive  experimentation  contem- 
plated by  the  legislation,  sufficient  evidence  is  available  to  indicate 
that  changes  in  the  reimbursement  methods  are  needed  to  deal  with  the 
long-standing  problems  arising  under  the  durable  medical  equipment 
provision  of  law. 

To  remedy  these  problems,  the  committee  bill  makes  several  changes 
in  the  methods  used  in  reimbursing  beneficiaries  and  suppliers  for  dur- 
nhh  medical  equipment.  First,  the  bill  requires  the  Secretary  to  deter- 
mine, on  the  basis  of  medical  evidence,  whether  the  expected  duration 
of  medical  need  for  the  equipment  warrants  the  presumption  that  pur- 
chase would  be  less  costly  or  more  practical  than  rental,  and  would  not 
impose  financial  hardship  on  the  beneficiary.  "Where  such  a  presump- 
tion can  be  made,  the  Secretary  would  require  purchase  of  the  equip- 
ment and  would  provide  reimlbursement  on  the  basis  of  a  lump-sum 
payment  or  on  the  basis  of  a  lease-purchase  arrangement.  Since  lease- 
purchase  would  generally  be  the  preferred  mode  of  payment,  and 
would  ordinarily  provide  the  greatest  degree  of  cost-effectiveness  for 
the  program  and  the  beneficiary  alike,  the  bill  specifically  directs  the 
Secretary  to  take  steps  to  encourage  suppliers,  through  whatever  ad- 
ministrative arrangements  he  finds  feasible  and  economical,  to  make 
equipment  available  to  beneficiaries  on  a  lease-purchase  basis. 

Second,  the  bill  retains  the  provision  in  existing  law  which  author- 
izes the  Secretary  to  waive  the  20-percent  coinsurance  requirement 
with  respect  to  the  purchase  of  used  durable  medical  equipment  when- 
ever the  purchase  price  is  at  least  25  percent  less  than  the  reasonable 
charge  for  comparable  new  equipment. 

The  amendment  made  by  this  section  would  apply  to  durable  medical 
equipment  purchase  for  rented  on  or  after  October  1, 1977. 

Funding  of  State  Medicaid  Fraud  Control  tfnita  {Section  J7) 

The  committee  bill  authorizes  100  percent  Federal  matching  in  fiscal 
year  1978,  90  percent  matching  in  fiscal  year  1979,  and  75  percent 
matching  in  fiscal  year  1980  for  the  establishment  and  operation 
of  State  medicaid  fraud  control  units.  The  bill  also  authorizes  the 
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Secretary  to  conduct  demonstration  projects  for  the  purpose  of  de- 
veloping improved  methods  for  the  investigation  and  prosecution 
of  fraud  in  the  provision  of  health  services  under  the  Social  Security 
Act. 

The  committee  is  concerned  that  sufficient  efforts  have  not  been 
made  to  date  to  identify  and  prosecute  cases  of  medicaid  fraud  in  a 
number  of  States.  In  the  absence  of  effective  investigative  units,  in- 
dividuals engaging  in  fraudulent  practices  are  able  to  continue  their 
activities  virtually  unchecked.  Sections  of  the  bill  provide  for  criminal 
sanctions  and  suspension  actions  for  those  convicted  of  medicaid  fraud. 
However,  strengthened  penalties  must  be  coupled  with  strengthened 
investigatory  powers  in  order  to  assure  that  those  engaging  in  crimi- 
nal activities  are  identified  and  prosecuted.  Further,  the  combination 
of  rigorous  enforcement  and  criminal  sanctions  should  serve  as  a 
deterrent  to  similar  practices  by  other  providers  and  practitioners. 

Testimony  has^  been  presented  to  the  Congress  showing  that  where 
a  separate  statewide  investigative  entity  has  been  established,  the 
rate  of  prosecutions  and  convictions  has  been  substantially  increased. 
For  example,  there  was  testimony  that  in  the  period  from  1970  to 
January  1975,  there  was  not  a  single  prosecution  in  New  York  State 
for  medicaid  fraud  arising  out  of  the  operation  of  a  nursing  home. 
In  January  1975,  a  special  office  was  established  to  examine  the  rapidly 
growing  scandal  in  the  nursing  home  industry.  As  a  result  of  its  in- 
vestigations, grand  juries  have  indicted  more  than  90  individuals 
mostly  for  medicaid  fraud.  To  date,  there  have  been  27  convictions 
and  the  office  has  forced  payment  of  more  than  $4  million  in  criminal 
restitution — an  amount  several  hundred  thousand  dollars  in  excess  of 
the  offices  first  year  budget.  The  committee  is  particularly  impressed 
with  the  organization  and  operation  of  the  New  York  Special  Pro- 
secutor's Office  and  its  demonstrated  effectiveness,  and  believes  it 
constitutes  a  model  for  antifraud  efforts  in  other  States. 

The  committee  has  learned  that  a  number  of  States  are  interested 
in  establishing  or  strengthening  existing  medicaid  fraud  and  abuse 
control  units,  it  wished  to  encourage  efforts  similar  to  the  New  York 
unit.  However,  in  view  of  the  fiscal  constraints  being  experienced  by 
many  of  them,  the  current  50-percent  administrative  matching  rate 
has  not  served  as  a  sufficient  incentive  to  the  establishment  or  ex- 
pansion of  such  units.  The  committee  believes  that  a  short-term  in- 
crease in  the  Federal  matching  rate  will  enable  States  to  establish 
effective  investigative  entities  and  expand  existing  efforts.  After 
these  units  have  been  operational  for  a  few  years,  their  recoveries  from 
prosecutions  should  begin  to  equal  or  exceed  the  cost  of  operation. 
Therefore,  under  the  bill,  the  increased  matching  rate  would  only  be 
in  effect  for  3  years. 

The  committee  bill  therefore  provides  for  100  percent  Federal 
matching  in  fiscal  year  1978,  90  percent  in  fiscal  year  1979,  and  75 
percent  in  fiscal  year  1980  for  the  costs  incurred  in  the  establishment 
and  operation  (including  the  training  of  personnel)  of  State  fraud 
control  units  meeting  specified  requirements,  subject  to  a  quarterly 
limitation  of  the  higher  of  $125,000  or  one-quarter  of  1  percent  of  total 
medicaid  expenditures  in  such  State  in  the  previous  quarter. 
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To  be  eligible  for  the  increased  matching  rate,  the  State  medicaid 
fraud  control  unit  must  be  a  single  identifiable  entity  of  State  govern- 
ment which  the  Secretary  certifies  (and  annually  recertifies)  as  meet- 
ing specific  requirements.  Such  entity  must  be  a  unit  of  the  office  of 
the  State  Attorney  General  or  of  another  department  of  State  govern- 
ment which  has  statewide  prosecutorial  authority  (imless  it  is  located 
in  a  State  where  the  State  constitution  prohibits  prosecution  by  a 
statewide  authority,  or  an  entity  which  is  independent  of  the  single 
State  agency  or  medicaid  agency — if  different- — and  has  a  close  work- 
ing relationship  with  the  State  attorney  generaPs  oflSlce ;  then,  to  receive 
the  higher  matching,  the  unit  must  have  procedures  acceptable  to  the 
Secretary  of  HEW  to  refer  suspected  criminal  violations  to  the  appro- 
priate prosecuting  authorities,  and  to  assist  with  the  prosecutions. 
Any  entity  would  be  required  to  be  separate  and  distinct  from  the 
State  medicaid  agency  (or  single  State  agency) .  If  the  irnit  is  not  part 
of  the  State  attorney  general's  office,  it  must  have  a  close  working  rela- 
tionship with  that  office  or  other  appropriate  prosecuting  authorities 
in  the  State.  Such  relationship  should  include  procedures  for  referral 
of  suspected  criminal  violations  and  assistance  with  prosecutions. 

The  State  fraud  control  unit  must  conduct  a  statewide  program  for 
the  investigation  and  prosecution  of  violations  of  all  applicable  State 
laws  relating  to  fraud  in  connection  with  the  provision  of  medical 
assistance  and  the  activities  of  medicaid  providers.  Such  unit  is  not, 
however,  required  to  examine  potential  instances  of  recipient  fraud; 
this  function  may  continue  to  b^  the  responsibility  of  the  State  medic- 
aid agency.  The  fraud  and  abuse  control  unit  must  have  procedures 
for  reviewing  complaints  of  the  abuse  and  neglect  of  patients  by  health 
care  facilities,  and,  where  appropriate  for  acting  on  such  complaints 
or  for  referring  them  to  other  State  agencies  for  action.  The  entity  is 
required  to  provide  for  the  collection,  or  referral  for  collection,  of 
overpayments  made  to  health  care  facilities.  In  order  to  promote  ef- 
fective and  efficient  conduct  of  the  entity's  activities,  it  must  be  or- 
ganized in  a  manner  to  achieve  these  objectives  and  it  must  employ 
auditors,  attorneys,  and  investigators  and  other  necessary  personnel 
The  entity  is  further  required  to  submit  an  application  and  annual 
report  containing  information  deemed  necessary  by  the  Secretary  to 
determine  whether  the  entity  meets  these  requirements.  To  facilitate 
implementation  of  this  section,  the  Secretary  is  required  to  issue  regu- 
lations within  90  days  of  enactment. 

Tlie  committee  wishes  to  emphasize  the  need  for  the  employment 
of  highly  skilled  auditors,  attorneys,  and  investigators  specially 
trained  in  the  area  of  medicaid  fraud.  The  committee  has  received 
substantial  evidence  of  the  complex  schemes  employed  by  those  engag- 
ing in  fraudulent  activities  and  notes  that  the  only  way  such  practices 
can  :>e  effectively  addressed  is  by  utilizing  persons  specially  skilled  in 
unct  vering  these  activities. 

The  committee  intends  that  the  increased  matching  rate  authorized 
under  this  section  be  made  available  to  existing  State  fraud  control 
units  providing  they  meet  (or  appropriately  modify  their  operation 
so  as  to  meet)  the  specified  requirements. 

The  bill  specifically  authorizes  the  Secretary  (in  addition  to  hia 
general  authority  to  carry  out  demonstrations  designed  to  improve 
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administration  and  effectiveness  of  Social  Security  Act  programs)  to 
arrange  for  demonstration  projects  designed  to  develop  improved  pro- 
grams for  the  detection,  investigation,  and  prosecution  of  fraud  and 
nbuse. 

The  committee  has  been  impressed  by  the  innovative  methods  em- 
ployed by  several  States  in  the  detection,  investigation  and  prosecu- 
tion of  certain  types  of  fraudulent  and  abusive  activities  under  the 
medicare  and  meclicaid  programs.  The  committee  believes  that  States, 
such  as  New  York,  which  have  demonstrated  their  ability  to  conduct 
vigorous  and  innovative  antifraud  activities  with  respect  to  one  class 
of  providers  should  be  encouraged  to  develop  and  implement  such 
programs  with  respect  to  other  classes  of  providers. 

The  amendment  authorizing  increased  Fedej*al  matching  payments 
would  apply  with  respect  to  calendar  quarters  beginning  after  Sep- 
tember 30,  1977.  The  amendment  authorizing  demonstration  projects 
would  be  effective  on  enactment. 

Report  on  Home  Health  and  Other  In-Home  Services  {Section  18) 

The  committee's  bill  would  require  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  report  to  Congress  on  home  health  and  other 
in -home  services  authorized  under  titles  XVIII,  XIX,  and  XX  of  the 
Social  Security  Act. 

The  committee  is  concerned  that,  with  respect  to  home  health  and 
in-home  services  authorized  to  be  provided  under  medicare,  medicaid, 
and  title  XX  social  service  programs,  more  effective  methods  need  to 
be  developed  to  assure  the  quality  of  services  provided  and  efficiency 
in  administration  of  the  programs,  and  more  effective  effoi-ts  to  curb 
fraud  and  abuse.  While  it  is  undei-stood  that  there  are,  by  necessity, 
differences  among  these  pro-ams  in  entitlement  to  the  services  and 
the  types  of  services  covered,  it  is  the  feeling  of  the  committee  that  any 
efforts  to  develop  methods  of  quality  assurance  and  administrative 
efficiency  should,  where  possible  and  practical,  provide  for  coordina- 
tion between  the  programs,  particularly  with  respect  to  requirements 
for  providers  of  sendees  and  reimbui^ement  methods. 

The  Secretary  is,  therefore,  directed  to  submit  within  1  year  a 
report  to  the  appropriate  committees  in  Congress  analyzing  all  aspects 
of  the  delivery  of  home  health  and  in-home  services  authorized  imder 
these  titles.  Further,  since  the  intent  of  this  legislation  is  to  facilitate 
establishment  of  a  set  of  specific,  enforceable  standards  in  the  pro- 
grams to  assure  high  quality  home  health  services  and  the  protection 
of  the  health  and  safety  of  recipients  of  such  ser^dces,  the  Secretary 
is  required  to  report  on  regulatory  changes  needed  and  to  recommend 
appropriate  statutory  changes  with  respect  to  quality  assurance  and 
ad)ninistrative  efficiency. 

The  committee  has  not  addressed  the  question  of  inclusion  of  proprie- 
tary home  health  agencies  beyond  the  provisions  of  current  law.  How- 
ever, the  committee  would  note  that  the  standards  for  quality  review 
to  be  developed  should  be  suitable  for  application  to  all  home  health 
providers,  regardless  of  sponsorship. 

The  Secr^&ry  of  Health,  Education,  and  Welfare  has  been  desig- 
nated to  conduct  this  study  in  view  of  the  extensive  information 
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gathered  by  the  Department  during  recent  regional  hearings  on  hc«ne 
health  care  and  the  subsequent  activity  of  the  Department  in  analyz- 
ing this  information.  The  Secretary  is  to  include  in  this  report  an 
analysis  of  the  impact  of  his  recommendations  on  the  demand  for  and 
cost  of  services  authorized  under  the  programs  and  the  method  of 
financing  any  reconmiended  increase  in  the  provision  of  such  services. 

The  amendnient  made  by  this  section  would  require  the  submission 
of  the  report  within  1  year  of  enactment. 

Umform  Reporting  Systems  for  Health  Services  Facilities  arvd  Orga- 
nizations {Section  19) 

The  bill  would  require  the  Secretary  to  establish  for  each  of  the 
different  types  of  health  services  facilities  and  organizations  a  uniform 
system  for  the  reporting  of  such  items  as  cost  of  operation,  volume  of 
services,  rates,  capital  assets  and  bill  data.  This  reporting  system  would 
be  mandated  for  use  by  medicare  and  medicaid  providers  and  such 
use  would  be  phased  in  by  type  of  provider. 

A  persistent  problem  under  the  medicare  and  medicaid  programs  as 
currently  structured  is  the  presence  of  variations  in  the  information 
contained  in  medicare  and  medicaid  cost  reports.  Since  it  is  generally 
agreed  that  the  existence  of  comparable  cost  and  related  data  is  essen- 
tial for  effective  cost  and  policy  analysis,  the  assessment  of  alternative 
reimbursement  mechanisms  and,  in  certain  situations,  the  identification 
and  control  of  fraud  and  abuse,  the  committee  believes  it  is  neces- 
sary to  correct  the  deficiencies  in  the  present  reporting  system  under 
these  programs. 

Accordingly,  the  bill  requires  the  Secretary  to  establish  for  each  type 
of  health  service  facility  or  organization  a  uniform  system  for  the 
reporting  of  the  following  types  of  information : 

(1)  The  aggregate  cost  of  operation  and  tJie  aggregate  vc^ume 
of  services; 

(2)  The  costs  and  volume  of  services  for  various  functional 
accounts  and  subaccounts; 

(3)  Rates,  by  category  of  patient  and  class  of  purchaser; 

(4)  Capital  assets,  as  defined  by  the  Secretary,  including  (as 
appropriate)  capital  fimds,  debt  service,  lease  agreements  used  in 
lieu  of  capital  funds,  and  the  value  of  land,  facilities,  and  equip- 
ment ;  and 

(5)  Discharge  and  bill  data. 

It  is  the  committee's  intent  that  the  uniform  reporting  svstem  for 
each  type  of  health  service  facility  or  organization  provide  tor  appror 
priate  variation  in  the  application  of  the  system  to  different  classes  of 
facilities  or  organizations  within  that  type.  The  Secretary  would  be 
required  to  develop  and  establish  uniform  reporting  systems,  after  con- 
sultation with  interested  parties,  for  hospitals,  skilled  nursing  facili- 
ties and  intermediate  care  facilities  within  a  year  following  enactment 
of  this  legislation,  and  for  other  types  of  health  service  facilities  and 
organizaticms  (such  as  home  health  agencies)  within  2  years  of 
enactment. 

The  committee  intends  that  in  the  development  and  implementation 
of  uniform  reporting  requirements  the  Secretary  shall  take  into  ac- 
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count  the  administrative  costs  both  for  the  institutions  and  the  Depart- 
ment as  well  as  the  relationship  of  those  costs  to  enhanced  program 
administration. 

Within  each  class  of  facility,  cost  allocation  formats  and  definitions 
should  be  uniform.  Each  institution  of  a  particular  type  performing 
a  function  to  which  a  standard  applies  should  be  required  to  report  on 
such  functions  in  the  same  way.  For  example,  all  hospitals  should  be 
required  to  report  X-ray  costs  on  the  basis  of  costs  per  patient  ex- 
posure to  dia^ostic  X-ray.  Another  type  of  institution,  such  as  a  long 
term  care  facility,  may  be  required  to  employ  another  method,  if  one 
more  suited  to  such  type  of  institution's  operations  can  be  formulated. 
This  combination  of  variation  by  institutional  type  and  uniformity 
within  each  such  tvpe  of  institution  provides  necessary  flexibility  while 
assuring  that  the  information  obtained  is  useful. 

It  is  also  the  committee's  intent  that  the  Secretary  should  take  into 
account  the  unique  organizational  arrangement  of  health  maintenance 
^organizations,  and  should  make  those  adjustments  he  finds  necessary 
and  appropriate  to  tailor  the  uniform  reporting  system  to  their  par- 
ticular situation,  while  maintaining  the  necessary  comparability  of 
data. 

Under  the  bill,  the  Secretary  would  require  all  medicare  and  medic- 
aid providers  of  services  to  submit  reports  to  the  Secretary  of  the 
aforementioned  cost-relate  information  in  accordance  with  the  uni- 
form reporting  system.  For  hospitals,  skilled  nursing  facilities,  and 
intermediate  care  facilities,  these  uniform  reports  would  be  required 
beginning  with  their  first  fiscal  year  that  begins  more  than  6  months 
after  the  reporting  system  has  been  promulgated  by  the  Secretary.  For 
all  types  of  health  service  facilities  or  organizations,  the  report- 
ing requirement  will  only  be  implemented  at  such  time  (after  such 
systems  are  promulgated  for  these  institutions)  as  the  Secretary  deems 
to  be  most  productive.  After  establishing  the  uniform  systems  of  re- 
porting, the  bill  requires  the  Secretary  to  monitor  their  operation,  as- 
sist with  support  demonstrations  and  evaluations  of  the  effectiveness 
and  cost  of  the  operation  of  such  systems,  encourage  State  adoption  of 
such  systems  and  periodically  revise  the  systems  to  improve  their  ef- 
fectiveness and  diminish  their  cost. 

Under  the  bill,  the  Secretary  would  be  required  to  provide  such 
information  obtained  through  use  of  the  uniform  reporting  system 
as  may  be  deemed  necessary  by  him  to  assist  health  systems  agencies 
and  State  health  planning  and  development  agencies  in  carrying  out 
such  agencies'  functions. 

The  Secretary  would  prescribe  a  chart  of  accounts  to  be  used  by 
hospitals  to  help  to  achieve  the  needed  uniformity  of  reporting.  The 
chart  of  accounts  would  be  designed  for  this  limited  purpose  so  that 
its  application  should  not  prove  imduly  onerous. 

Modification  of  Requirements  for  State  Medicaid  Utilization  Control 
Programs  {Section  20) 

The  committee  bill  modifies  the  requirements  of  current  medicaid 
law  concerning  review  of  care  delivered  in  institutional  facilities.  The 
section  waives  application  of  the  penalties  for  noncompliance  for 
calendar  quarters  ending  prior  to  January  1,  1978.  For  subsequent 
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calendar  quarters,  the  required  reductions  in  Federal  mateMng-  wonld 
be  imposed  only  in  proportion  to  the  number  of  patients  whose  care 
was  not  reviewed  compared  to  the  total  patient  population  subject  to 
review. 

The  section  further  specifies  procedural  requirements  for  the  Secre- 
tary to  carry  out  the  validation  requirements  under  Section  1903(g) 
(2)  in  more  timely  fashion. 

The  bill  also  modifies  the  requirements  pertaining  to  the  composi- 
tion of  medical  review  teams  in  skilled  nursing  facilities  so  as  to 
conform  them  with  those  requirements  applicable  to  intermediate  care 
facility  review. 

The  "Social  Security  Amendments  of  1972"  (Public  Law  92-603) 
added  section  1903(g)  to  the  Social  Security  Act.  This  section  requires 
a  one-third  reduction  in  Federal  matching  payments  under  medicaid 
for  lonsr-term  stays  in  institutional  settings,  unless  a  State  demon- 
strates that  it  has  an  adequate  program  of  control  over  the  utilization 
of  institutional  services.  The  program  must  include  a  showing  that : 

(1)  The  physician  certifies  at  the  time  of  admission  and  recerti- 
fies every  60  days  that  the  patient  requires  inpatient  institutional 
services. 

(2)  The  services  are  furnished  under  a  plan  established  and 
periodically  reviewed  by  a  physician. 

(3)  The  State  has  a  continuous  program  of  utilization  review 
whereby  the  necessity  for  admission  and  continued  stay  of  patients 
is  reviewed  by  personnel  not  directljr  responsible  for  care  of  the 
patient,  not  financially  interested  m  a  similar  institution,  or, 
except  in  the  case  of  a  hospital,  employed  in  the  institution. 

(4)  The  State  has  a  program  of  independent  medical  review 
for  SNF's,  ICF's,  and  mental  hospitals  whereby  the  professional 
management  of  each  case  is  subject  to  indei)endent  annual  review. 
The  section  further  requires  the  Secretary  to  conduct  sample 
onsite  surveys  of  institutions  as  part  of  his  validation  procedures. 

The  committee  notes  that  this  section  was  to  into  effect  on  July  1, 
1^73,  as  an  incentive  payment  for  States  showmg  a  satisfactory  pro- 
gram of  utilization  control.  States  which  did  not  make  the  requisite 
showings  were  automatically  to  be  subject  to  the  reduced  Federal 
matching  rate.  Despite  the  clear  intent  of  the  law  and  extensive  evi- 
dence developed  by  the  Congress  and  the  Comptroller  General  of  the 
United  States,  that  a  large  number  of  States  failed  to  meet  the  require- 
ments, HEW  indicated  that  it  was  reluctant  to  impose  the  reductions. 
The  first  reduction  actually  to  be  imposed  under  this  authority  was 
announred  to  take  effect  July  1977.  During  the  intervening  4-year 
period  the  committee  has  on  a  nimiber  of  occasions  indicated  its  con- 
cern that  HEW  had  failed  to  fulfill  its  responsibilities. 

On  June  8,  1977,  HEW  announced  that  it  would  reduce  July  1977 
medicaid  payments  to  20  States  by  a  total  of  S142  million  (actual 
application  of  these  announced  reductions  was  delayed  by  Public  Law 
imtil  October  1977) .  These  reductions  were  to  take  effect  because 
the  States  failed,  during  the  first  quarter  of  1977,  to  conduct  annual 
medical  reviews  of  patients  in  long^erm  care  facilities.  The  Depart- 
ment further  announced  that  it  had  under  review  the  potential  disal- 
lowance of  $378  million  of  fiscal  year  1975  funds  for  failure  to  have 
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adequate  utilization  controls  in  place,  based  upon  validation  require- 
ments.  The  committee  is  encouraged  that  the  Department  has  begun 
to  aggressively  implement  the  congressional  mandate.  However,  in 
view  of  past  inaction  gd.  the  part  of  HEW,  it  feels  that  the  sudden 
reduction  in  Federal  funds  for  past  years  activities  could  have  a  severe 
and  unanticipated  impact  on  affected  State  medicaid  programs.  Fur- 
ther, Congress  intended  this  program  to  be  an  incentives  program  to 
be  validated  on  a  current  basis  by  HEW.  This  section  is  intended  to 
bring  this  validation  process  into  timely  synchronization  with  State 
showings. 

The  committee  bill  waives  application  of  reductions  in  matching 
for  noncompliance  for  calendar  quarters  ending  prior  to  January  1, 
1978.  For  subsequent  calendar  quarters,  the  required  reductions  in 
Federal  matching  would  be  imposed  only  in  proportion  to  the  number 
of  patients  whose  care  was  not  reviewed  compared  to  the  total  patient 
population  subject  to  review.  This  provision  is  included  because, 
among  other  reasons,  HEW  had  in  June  1977  announced  penalties  on 
States  which  failed  to  review  only  two  or  three  homes  out  of  hundreds 
of  homes  subject  to  review  within  the  annual  time  limit. 

The  committee  believes  that  imposition  of  the  full  reduction  in  such 
cases  would  be  unduly  severe.  The  bill  therefore  modifies  the  existing 
language  to  assure  that  the  reduction  will  be  assessed  in  proportion 
to  the  population  whose  care  was  not  subject  to  the  required  review. 

The  committee  bill  also  authorizes  the  Secretary  to  waive  a  reduction 
otherwise  required  by  law  to  be  imposed  if  the  State's  noncompliance 
is  technical  or  due  to  circumstances  beyond  its  control.  The  committee 
intends,  however,  that  this  waiver  authority  is  to  be  invoked  only 
when  reasonably  appropriate  and  not  as  a  generalized  routine  excep- 
tion. Circumstances  considered  outside  of  a  State's  control  are  those 
which  could  not  reasonably  be  anticipated  and  provided  for  in  advance. 
Technical  noncompliance  for  example,  would  include  instances  wliere 
a  State  had  reviewed  patients  in  most  facilities  on  time  with  the 
remaining  facilities  also  reviewed  but  not  until  several  weeks  after 
the  deadline  for  completion  of  all  reviews  by  a  State. 

The  committee  bill  provides  that  a  State  should  provide  its  required 
showing  of  compliance  with  review  requirements  with  respect  to  a 
calendar  quarter  to  HEW  within  30  days  of  the  end  of  the  quarter,  so 
that  HEW  can  make  the  appropriate  determinations  and  give  States 
sufficient  notice  of  any  action  (althoug^h  HEW  can  extend  the  period 
if  the  Secretary  finds  good  cause  for  doing  so).  The  committee  intends 
that  the  required  showing  will  demonstrate  good  faith  efforts  on  the 
part  of  a  State  to  conduct  on-site  reviews  of  these  patients  subject  to 
review  in  hospitals,  skilled  nursing  facilities,  and  intermediate  care 
facilities.  The  bill  also  modifier?  the  requirements  for  the  composition 
of  medical  review  teams  in  skilled  nursing  facilities  to  permit  them  to 
be  headed  bv  either  a  physician  or  rea^stered  nurse. 

While  existing  law  requires  the  Secretary  to  undertake  onsite  vali- 
dation surveys  in  timely  fashion,  HEW  has  not  done  so  in  the  past. 
When  they  have  performed  validations,  the  validations  have  lagged 
months  and  even  years  behind  the  year  in  question.  The  committee 
believes  HEW  has  an  obligation  to  the  States,  to  the  Congress,  and  to 
institutional  care  recipients  to  undertake  validations  in  a  timely 
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fashion,  and  to  impose  any  reductions  resulting  from  them  at  that 
point.  States  should  not  be  subjected  to  the  uncertainty  of  a  possible 
reduction  years  later.  Accordingly,  the  bill  requires  that  the  Secre- 
tary must  complete  his  validations  and  give  notice  of  his  determina- 
tions within  9  months  of  the  end  of  the  period  in  question  if  he  is 
imposing  reductions  on  the  States  as  a  result. 

The  section  also  reauires  the  Secretary  to  submit  to  the  Congress 
within  60  days  of  the  close  of  each  calendar  quarter  a  report  on :  ( 1 )  his 
determination  as  to  whether  showings  made  Tby  States  are  satisfactory : 

(2)  his  review  of  the  validity  of  previously  submitted  showings;  and 

(3)  any  reductions  made  for  the  quarter. 

The  amendment  would  be  effective  with  respect  to  calendar  quarters 
beginning  on  and  after  October  1, 1977. 

Protection  of  Patient  Funds  {Section  21) 

The  committee  bill  requires  that  as  a  condition  for  participation  in 
the  medicaid  and  medicare  programs,  a  skilled  nursing  or  intermediate 
care  facility  must  establish  and  maintain  a  system  to  assure  the  proper 
accounting  of  personal  patient  funds. 

Nursing  home  patients  normally  turn  their  personal  funds  over  to 
the  facility  to  hold  and  manage  mitil  they  need  them  for  their  per- 
;sonal  use.  The  General  Accounting  Office,  the  Senate  Committee  on 
Aging,  and  State  investigators  have  found  that  misuse  of  these  per- 
sonal funds  exists  in  some  nursing  homes.  The  types  of  abuse  cited 
include:  Charging  patients-  personal  funds  for  items  which  should 
have  been  provided  as  part  of  routine  medical  care,  improper  mainte- 
nance of  records  of  receipts  and  disbursements  of  patients'  funds,  use 
of  funds  to  meet  operating  costs,  commingling  of  patients'  funds  with 
operating  funds,  use  of  patients'  funds  as  collateral  for  a  loan  for 
operating  expenses,  and  retaining  for  the  home  interest  earned  on 
patients*  funds. 

The  bill  would  therefore  require  that,  as  a  condition  for  participa-^ 
tion  in  the  medicare  and  medicaid  programs,  a  skilled  nursing  or  inter- 
mediate care  facility  must  establish  and  maintain  a  system  to  assure 
the  proper  accounting  of  personal  patient  funds.  Such  system  must 
provide  for  separate  and  discrete  accounting  for  each  patient  with  a 
complete  accounting  of  income  and  expenditures  so  as  to  preclude 
the  intermingling  of  other  funds  with  patient  funds.  The  Secretary 
would  be  required  to  issue  regulations  within  90  days  of  enactment 
defining  what  types  of  items  are  to  be  paid  from  patients'  personal 
funds. 

The  amendment  would  be  effective  on  the  first  day  of  the  first  calen- 
dar quarter  which  begins  more  than  6  months  after  the  date  of 
enactment. 

Provision  for  Flexible  Grace  Period  {Section  22) 

The  committee  bill  modifies  present  law  provisions  pertaining  to 
payment  for  institutional  services  after  a  PSRO  has  determined  that 
such  services  are  no  longer  required. 

Under  present  law  nospital  and  skilled  nureing  facility  patients 
who  are  determined  to  need  no  further  care  in  the  institution  are 
allowed  an  additional  3  days  of  benefits  to  give  them  time  to  arrange 
for  their  postdischarge  care.  It  has  come  to  the  committee's  attention 
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that  the  mandated  3-day  grace  period  has  sometimes  undermined  the 
effectiveness  of  the  PSRO  review  effort  by  unnecessarily  delaying 
discharges.  Therefore,  the  committee's  bill  would  reduce  the  3-day 
period  to  1-day  where  a  PSRO  is  undertaking  the  review,  and  permit 
the  PSRO  to  authorize  up  to  2  additional  days  on  a  case-by-case 
exception  basis  where  the  facts  in  the  case  indicate  that  the  additional 
time  is  needed  to  arrange  for  the  necessary  postdischarge  care. 
The  amendment  would  be  effective  upon  enactment. 

Prosecution  of  Civil  Fraud  hy  Inspector  General  {Section  23) 

The  committee  bill  authorizes  prosecution  of  civil  fraud  cases  under 
the  Social  Security  Act  health  care  programs  by  the  Inspector-Gen- 
eral of  HEW  where  U.S.  attorneys  have  not  initiated  proceedings 
within  6  months  of  formal  referral  of  a  case. 

The  committee  believes  that  strengthened  program  penalties  pro- 
vided for  under  the  bill  coupled  with  more  intensive  anti-fraud  efforts 
by  both  HEW  and  the  Department  of  Justice  should  facilitate  timely 
prosecution  of  criminal  violations.  The  committee  is  concerned,  how- 
ever, that  similar  intensive  efforts  must  be  made  to  prosecute  cases  of 
civil  fraud.  Testimony  received  by  the  committee  indicates  that  there 
is  some  hesitation  in  pursuing  prosecution  of  these  cases  as  expedi- 
tiously as  criminal  cases.  In  1976,  Congress  created  the  Office  of  the 
Inspector  Greneral  in  the  Department  of  Health,  Education,  and  Wel- 
fare. The  Inspector  General  was  required  to  establish  within  his  office 
a  unit  with  specific  responsibility  for  antif  raud  and  antiabuse  activities 
relating  to  health  care  financing  programs.  The  Inspector  General 
was  not,  however,  empowered  to  prosecute.  The  committee  bill  would 
authorize  the  Inspector  General  to  iprosecute,  under  certain  circum- 
stances, civil  fraud  cases  relating  to  health  programs  authorized  under 
the  Social  Security  Act  in  order  to  facilitate  the  timely  disposition 
of  these  cases.  Specifically,  the  Inspector  General  would  be  permitted 
to  prosecute  such  cases  if  the  Justice  Department  has  not  initiated 
formal  legal  action  within  6  months  of  a  formal  refViinl  to  it  by 
HEW  of  an  alleged  fraud  case. 

This  authority  to  prosecute  is  residual.  It  is  intended,  primarily, 
to  deal  with  those  situations  where  appropriate  fraud  prosecutions 
are  not  undertaken  because  of  workload  considerations  or  lack  of 
expertise. 

The  amendment  would  be  effective  upon  enactment. 
Utilization  Review  Demonstration  Projects  {Section  2 If) 

The  bill  authorizes  the  establishment  of  demonstration  projects  in 
States  which  currently  have  a  medicaid  hospital  onsite  evahiation 
system  for  the  purpose  of  evaluating  the  effectiveness  of  PSRO  reviews 
compared  to  alternative  State  review  methods. 

During  consideration  of  the  bill,  questions  were  raised  concerning 
the  comparative  impact  of  PSRO  re^dew  versus  that  of  existing  State 
onsite  hospital  review  systems.  Accordin£rly.  the  committee  bill  author- 
izes the  Secretary  to  provide  for  the  estai3lishment  of  demonstration 
projects  in  States  which  had  operating  onsite  State  evaluation  systems 
in  place  on  August  5, 1977,  and  which  make  application  to  the'Secre- 
tarv  prior  to  May  1,  1978.  The  purpose  of  the  projects  will  be  to 
evaluate  the  effectiveness,  both  in  terms  of  the  quality  and  appropriate- 
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ness  of  medical  care  as  well  as  the  impact  on  State  budgets,  of  PSRO 
hospital  review  compared  to  alternative  State  hospital  review  systems. 
Demonstration  projects  shall  be  conducted  in  PSRO  areas  which  are 
representative  of  a  State's  medicaid  population  and  comprise  a  sig- 
nificant proportion  of  medicaid  patient  days.  Services  provided  to 
medicare  patients  in  project  areas  will  be  subject  to  PSKO  review. 

The  committee  bill  requires  the  Secretary  to  select  an  independent 
organization  to  establish  the  study  design  of  the  demonstration  project 
as  well  as  to  monitor,  evaluate,  and  report  on  the  study's  findings.  The 
study  design  shall  provide  that  each  hospital  in  a  project  area  shall  be 
designated  as  subject  to  either  PSRO  review  or  alternative  State  re- 
view. To  the  extent  feasible,  the  selection  of  facilities  shall  insure  a 
comparability  of  institutions  and  patients  in  each  category.  Approxi- 
mately half  of  the  medicaid  patient  load  in  each  demonstration  area 
(but  in  different  hospitals)  shall  be  subject  to  PSRO  review  while  half 
shall  be  subject  to  the  alternative  State  review  system.  The  independent 
organization  is  required  to  maintain  an  ongoing  monitoring  role  and 
to  evaluate  the  effectiveness  of  each  review  system.  Criteria  used  for 
evaluation  shall  include  but  not  be  limited  to  quality,  appropriateness 
and  availability  of  patient  care,  as  well  as  changes  in  total  patient  days, 
numbers  and  types  of  services  provided,  and  operating  costs.  The  study 
design  shall  further  insure  that  any  changes  in  the  number  of  provid- 
ers, availability  of  beds,  or  other  factors  that  could  affect  the  statistical 
validity  of  the  project  shall  be  taken  into  account. 

The  committee  bill  provides  that  an  approved  demonstration  proj- 
ect shall  ordinarily  run  for  2  years  following  acceptance  of  the  study 
design  by  the  Secretary.  The  committee  expects  that  any  demonstra- 
tion projects  conducted  imder  this  authority  shall  run  concurrently. 
The  bill  requires  the  Secretary  to  submit  to  the  Senate  Committee  on 
Finance  and  the  House  Committees  on  Ways  and  Means  and  Interstate 
and  Foreign  Commerce  an  interim  report  at  the  end  of  the  first  full 
year  of  operation.  The  Secretary  is  required  to  submit  a  final  report 
to  these  committees  within  3  months  of  the  completion  of  the  demon- 
stration projects.  The  reports  shall  contain  the  findings  of  the  inde- 
pendent organization  selected  to  monitor  the  project  together  with 
the  Secretary's  comments  and  recommendations.  The  committee  bill 
provides  that  review  costs  in  demonstration  areas  shall  be  funded  as 
provided  for  under  current  law.  Approved  PSRO  review  costs  will 
l3e  fully  federally  funded  while  review  costs  of  State  review  programs 
will  be  matched  at  the  rate  applicable  for  administrative  costs  under 
State  medicaid  programs.  Both  State  review  and  PSRO  decisions  shall 
be  considered  conclusive  for  purposes  of  payment  for  the  group  of 
hospitals  they  are  responsible  for  reviewing  as  part  of  the  demonstra- 
tion project.  The  Secretary  may,  however,  suspend  for  good  cause 
either  the  State's  or  PSRO's  conclusive  determination  authority.  The 
committee  bill  further  requires  that  PSRO  areas  in  a  State  partici- 
pating in  a  demonstration  project  but  which  themselves  are  not  part 
of  the  project  shall  proceed  to  implement  PSRO  review  requirements 
in  a  timely  fashion.  The  committee  expects  that  in  such  areas,  good- 
faith  efforts  will  be  made  to  encourage  the  development  and  operation 
of  PSRO  review  systems. 
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Payment  for  Certain  Hospital  Services  Provided  in  Veterans^  Ad- 
ministration  Hospitals  (/Section  26) 

The  bill  would  authorize,  under  certain  circumstances,  reimburse- 
ment to  a  Veterans'  Administration  hospital  for  care  provided  to  a 
nonveteran  medicare  beneficiary. 

Under  current  law,  medicare  payments  cannot  be  made  to  a  Federal 
provider  of  services.  The  committee  has  learned  of  a  limited  number 
of  cases  where  care  was  provided  in  a  VA  hospital  on  the  assumption 
that  the  medicare  benenciary  was  also  an  eligible  veteran.  However, 
such  individual  was  subsequently  determined  not  to  be  entitled  to 
care  in  the  VA  hospital  and  was  forced  to  assume  the  costs  of  the  care 
provided. 

The  committee  bill  amends  current  law  to  permit  reimbursement 
to  a  Veterans'  Administration  hospital  for  care  provided  to  a  medicare 
beneficiary  under  certain  limited  circumstances.  Specifically,  the  indi- 
vidual must  not  have  been  entitled  to  have  services  furnished  free  of 
charge  by  a  VA  hospital  but  upon  admission  there  must  have  been  the 
reasonable  belief  on  the  part  of  the  admitting  authorities  that  he  was 
entitled  to  have  such  services  furnished  to  him.  Further  both  the 
admitting  authorities  and  the  individual  must  have  acted  in  good 
faith.  The  VA  hospital  must  have  discontinued  furnishing  such 
services  on  the  day  the  authorities  first  become  aware  that  the  indi- 
vidual was  not  entitled  to  have  services  furnished  free  of  charge,  or, 
if  later,  on  the  first  day  it  was  medically  feasible  to  discharge  him  or 
transfer  him  to  a  hospital  participating  under  medicare. 

The  bill  provides  that  payment  for  hospital  services  furnished  to  a 
nonveteran  medicare  beneficiary  shall  be  equal  to  the  charge  imposed 
by  the  VA  for  such  services  or,  if  less,  the  reasonable  cost  of  such 
services.  Payment  shall  be  made  to  the  entity  to  which  the  payment 
would  have  been  payable  if  the  payment  had  been  made  by  the  indi- 
vidual receiving  tne  services  or  by  another  acting  on  his  behalf. 

The  amendment  made  by  this  section  would  be  applicable  in  the 
case  of  inpatient  hospital  services  furnished  on  and  after  July  1, 
1974. 

Hospital  Insurance  for  Individuals^  Age  60  Through  Who  Are 
Entitled  to  Benefits  Under  Section  202  or  Who  are  Spouses  of 
Individuxds  Entitled  to  Health  Insurance  {Section  26) 

The  bill  would  permit  certain  persons  aged  60-64  to  buy  into 
madicare  at  a  premium  rate  equal  to  the  cost  of  their  protection. 

The  committee  is  concerned  that  many  social  security  and  railroad 
retirement  cash  beneficiaries  aged  60-64  and  spouses  aged  60-64  of 
medicare  beneficiaries  find  it  difficult  to  obtain  adequate  private 
health  insurance  at  a  rate  which  they  can  afford.  Frequently  these 
older  persons — retired  workers,  wives,  husbands,  widows,  widowers, 
mothers,  parents,  brothers  and  sisters,  for  example — ^liave  been  depend- 
ent for  health  insurance  protection  on  their  own  group  coverage  or 
that  of  a  related  worker  who  is  now  retired  or  deceased.  It  is  a  difficult 
task  for  such  older  persons  to  secure  comparable  protection  at  afford- 
able cost  when  they  are  not  connected  with  the  labor  force. 

The  bill  therefore  includes  a  provision  which  would  make  medicare 
protection  (both  part  A  and  part  B)  available  on  an  optional  basis  at 
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cost  to  spouses  aged  60-64  of  medicare  beneficiaries;  others age^  60-64 
who  are  entitled  to  retirement,  ^ife's^  husband's,  widpw'a,,  widowers, 
mother's^  or  parent's,  under  social  security  and  the  railroad  retirement 
programs;  and  disability  beneficiaries  aged  60-64  not  otherwise  eli- 
gible for  medicare  because  they  have  npt  been  entitled  to  cash  dis- 
ability benefits  for  24  months,  the  availability  of  medicare  protection 
would  be  limited  to  persons  aged  60-64  because  the  committee  believes 
that  people  under  age  60  who  are  not  disabled  generally  have  rela- 
tively little  difficulty  in  obtaining  private  health  insurance^ . 

Persons  who  elect  to  avail  themselves  of  medicare  protection  under 
this  provision  would  pay  the  full  cost  of  such  protection.  Enrollees 
would  pajr  a  monthly  part  A  premium  based  upon  the  estimated  cost  of 
hospital  insurance  protection  for  persons  eligible  to  enroll  plus 
amounts  sufficient  to  cover  administrative  expenses  and  underwriting 
losses  or  gains,  if  any ;  such  premium  would  be  equal  to  the  premium 
charged  to  others  eligible  to  enroll  under  part  A  until  July  1, 1979,  and 
would  be  adjusted  for  each  12-month  period  thereafter  to  reflect  both 
the  experience  of  the  group  and  any  changes  in  costs. 

The  monthly  premium  for  persons  in  the  group  who  enroll  for  part 
B  would  be  three  times  the  premium  paid  by  an  individual  who  has 
attained  age  65  until  July  1979  and  would  be  adjusted  for  each  12- 
month  period  thereafter  to  reflect  the  estimated  cost  of  supplementary 
medical  insurance  protection  fpr  persons  eligible  to  enroll  under  the 
provisions  plus  amoiyits  sufficient  to  cover  administrative  expenses  and 
underwriting  losses  or  gains,  if  any.  Aliens  who  have  been  in  the 
United  States  less  than  5  years  and  persons  who  have  been  convicted  of 
certain  subversive  crimes  would  be  excluded  from  {participation  under 
this  provision,  just  as  they  are  excluded  from  enrolling  for  supplemen- 
tary medical  insurance. 

The  bill  would  require^  as  the  law  now  requires  for  making  medicare 
protection  available  to  uninsured  persons  aged  6^5  ?f^d  oyer,  that  in  or: 
der  for  persons  to  be  eligible  to  enroll  for  hospital  ^^ura^iee  they  must 
be  enrolled  for  supplementary  medical  insurance.  If  a  person  termi- 
nates his  supplementary  medical  insurance,  his  hospital  insurance  cov 
erage  under  this  jpro vision  would  be  automatically  terminated  effective 
the  same  date  as  his  supplementary  medical  insurance  termination.  Th^ 
committee  believes  that  such  a  restriction  is  necessary  to  reduce  the  pos- 
sibility of  excessive  utilization  of  the  more  expensive  hospital  insur- 
ance coverage  as  might  occur  if  an  individual  were  enrolled  for  hos- 
pital insurance  (covering  primarily  institutional  care)  but  not  for 
supplementary  medical  msurance  (covering  primarily  outpatient 
care). 

Coverage  would  be  initially  available  as  of  April  1, 1978,  to  enrolled 
eligible  persons. 

Treatment  of  Professional  Standards  Review  Organizations  for  Pur- 
poses of  Internal  Revenue  Code  {Section  21^) 
The  committee  bill  amends  the  Internal  Revenue  Code  to  specifically 
include  PSRO's  as  organizations  eligible  for  section  501(c)(3)  tax 
status. 

Current  law  does  not  specify  the  tax  status  for  PSRO's.  Since  the 
inception  of  the  program,  PSRO's  have  been  engaged  in  a  discussion 
with  the  Internal  Revenue  Service  concerning  whether  they  should 
be  placed  in  a  501(c)(3)  or  a  501(c)(6)  status.  Both  designations 
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(I)  provides  for  financial  participation  by  the  State  in  the 
provision  of  the  services  descrioed  in  section  2002(a)  (l)[.l;  and 

(«7)  provides  that  any  entity  {other  thmi  a/n  individual prac- 
titioner  or  a  group  of  practitioners)  receiving  payments  for  the 
provision  of  health-related  services  complies  vnth  toe  requirements 
of  section  1124,^  and  supplies  {within  such  period  as  may  he  spec- 
ified in  regulations  hy  the  Secretary  or  hy  the  single  State  agency 
which  administers  or  supervises  the  administration  of  the  plan) 
upon  request  specifically  addressed  to  such  entity  hy  the  Secretary 
or  such  State  agency^  respectively^  (^)  fuU  and  complete  informa- 
tion as  to  the  ownership  of  a  suh contractor  {as  defined  hy  the 
Secretary  in  regulations)  with  whom  such  entity  has  had^  during 
the  previous  twelve  months^  husiness  transactions  in  an  aggregate 
amount  in  excess  of  S25fi00^  and  {ii)  full  and  complete  informa- 
tion as  to  any  significant  husiness  transactions  {as  defined  hy  the 
Secretary  m  regulations)^  occurring  during  the  five-year  period 
ending  on  the  date  of  such  request^  hetween  such  entity  and  any 
wholly  owned  supplier  or  hetween  such  entity  and  any  suhcon- 
tractor. 

Section  332  of  the  Public  Health  Service  Act 
designation  of  health  manpower  shortage  areas 

Sec.  332.  (a)  (1)  *  *  * 
*  *  «  ♦  *  *  * 

(c)  In  determining  whether  to  make  a  designation,  the  Secretary 
shall  take  into  consideration  the  following : 

(1)  (A)  The  recommendations  of  each  health  systems  agency 
(designated  under  section  1515)  for  a  health  service  area  which 
includes  all  or  any  part  of  the  area,  population  group,  medical 
facility,  or  other  public  facility  under  consideration  for  desig- 
nation. 

(B)  The  recommendations  of  the  State  health  planning  and 
development  agency  (designated  under  section  1521)  if  such  area, 
population  group,  medical  facility,  or  other  public  facility  is 
within  a  health  service  area  for  which  no  health  systems  agency 
has  been  designated. 

(2)  The  recommendations  of  the  Governor  of  each  State  in 
which  the  area,  population  group,  medical  facility,  or  other  pub- 
lic facility  under  consideration  for  designation  is  in  whole  or  part 
located. 

{3)  The  extent  to  which  individuals  who  are  {A)  residents 
of  the  area,  memhers  of  the  population  group,  or  patients  in  the 
medical  facility  or  other  public  facility  under  consideration  for 
designation,  and  (B)  entitled  to  hame  payment  made  for  medical 
services  under  title  XVIII  or  XIX  of  the  Social  Security  Act, 
cannot  ohtain  such  services  hecause  of  suspension  of  physicians 
from  the  programs  under  such  titles. 
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(Public  Law  94-505) 

AN  ACT  To  aothorice  conveyance  of  the  Interests  of  the  United  States  in  certain 
lands  in  Salt  Lake  County,  Utah,  to  Shriners'  Hospitals  for  Crippled  Children, 
a  Colorado  corporation. 

m  *  m  •  «  •  * 

TITLE  n— OFFICE  OF  INSPECTOR  GENERAL 

DUTIES  AND  RESPONSIBILITIES 

Sec.  203.  (a)  It  shall  be  the  duty  and  responsibility  of  the  Inspector 
G^eneral — 

fl)  to  supervise,  coordinate,  and  provide  policy  direction  for 
auaiting  and  investigative  activities  relating  to  programs  and 
operations  of  the  Department; 

(2)  to  recommend  policies  for,  and  to  conduct,  supervise,  or 
cooroinate  other  activities  carried  out  or  financed  by  the  Depart- 
ment for  the  purpose  of  promoting  economy  and  efficiency  in  the 
administration  of,  or  preventing  and  detecting  fraud  and  abuse 
in,  its  programs  and  operations ; 

(3)  to  recommend  policies  for,  and  to  conduct,  supervise,  or 
coordinate  relationships  between  the  Department  and  other  Fed- 
eral agencies.  State  and  local  governmental  agencies,  and  non- 
governmental entities  with  respect  to  (A)  all  matters  relating  to 
tne  promotion  of  economy  and  efficiency  in  the  administration  of, 
or  the  prevention  and  detection  of  fraud  and  abuse  in,  programs 
and  operations  administered  or  financed  by  the  Department,  or 
(B)  tJie  identification  and  prosecution  of  participants  in  such 
fraud  or  abuse :  [and] 

(4)  to  keep  the  Secretary  and  the  Congress  fullj^  and  currently 
informed,  by  means  of  the  reports  required  by  section  4  and  other- 
wise, concerning  fraud  and  other  serious  problems,  abuses,  and 
deficiencies  relating  to  the  administration  of  programs  and  opera- 
tions administered  or  financed  bv  the  Department,  to  recommend 
corrective  action  concerning  such  problems,  abuses,  and  deficien- 
cies, and  to  report  on  the  progress  made  in  implementing  such 
corrective  action[.]/  and 

(6)  to  bring  civil  actions  on  hehalf  of  the  United  States  in 
cases  of  alleged  civil  fraud  relating  to  any  health  related  program 
established  or  totally  or  partially  funded  under  any  provision  of 
the  Social  Security  Act^if  no  such  civil  action  has  been  initiated 
by  the  Department  of  Justice  within  a  period  of  six  months  fol- 
lowing a  formal  referral  of  sicch  case  of  alleged  fraud  by  the  De- 
partment to  t?ie  Department  of  Justice  and  wJien  such  action  is 
appropriate  in  the  opinion  of  the  Inspector  General. 
(b)  In  carrying  out  the  responsibilities  specified  in  subsection 
(a)(1),  the  Inspector  General  shall  have  authority  to  approve  or 
disapprove  the  use  of  outside  auditors  or  to  take  other  appropriate 
steps  to  insure  the  competence  and  independence  of  such  auditors. 
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(c)In  carrying  out  the  duties  and  responsibilities  provided  bj  this 
Act,  the  Inspector  General  shall  give  j)articular  regard  to  the  activities 
of  the  Comptroller  General  of  the  United  States  with  a  view  to  avoid- 
ing duplication  and  insuring  effective  coordination  and  cooperation. 

REPORTS 

Sec.  204.  (a)  The  Inspector  General  shall,  not  later  than  ^larch  31 
of  each  year,  submit  a  report  to  the  Secretary  and  to  the  Congress 
summarizing  the  activities  of  the  Office  during  the  preceding  calendar 
year.  Such  report  shall  include,  but  need  not  be  limited  to — 

(1)  an  identification  and  description  of  significant  problems, 
abuses,  and  deficiencies  relating  to  the  administration  of  programs 
and  operations  of  the  Department  disclosed  by  such  activities  ; 

(2)  a  description  of  recommendations  for  corrective  action 
made  by  the  Office  with  respect  to  significant  problems,  abuses,  or 
deficiencies  identified  and  described  under  paragraph  (1) ; 

(3)  an  evaluation  of  progress  made  in  implementing  recom- 
mendations described  in  the  report  or,  where  appropriate,  in 
previous  reports;  and 

(4)  a  summary  of  matters  referred  to  prosecutive  authorities 
and  the  extent  to  which  prosecutions  and  convictions  have 
resulted. 

Siich  report  shall  also  indlude  an  evaluation  of  the  'performance  of  the 
Attorney  General  in  the  investigation  and  prosecution  of  criminal 
violations  relating  to  fravd  in  the  programs  of  health  insurance  and 
medical  assistance  provided  under  titles  XV III  and  XIX  of  the 
Social  Security  Act,  and  shall  in/flude  any  recommendations  with 
respect  to  improving  the  performarvce  of  such  activities, 
m  ***** 

Social  Security  Amendments  of  1967 
******* 

incentives  for  economy  while  maintaining  or  improving  quality 
in  the  provision  of  health  services 

Sec. 402.  (a)(1)  *** 

♦  ♦♦♦♦»♦ 

"  (H)  to  establish  an  experimental  program  to  provide  day-care 
services,  which  consist  or  such  personal  care,  supervision,  and 
services  as  the  Secretary  shall  by  regulation  prescribe,  for  individ- 
uals eligible  to  enroll  in  the  supplemental  medical  insurance 
program  established  under  part  B  of  title  XVIII  and  title  XIX 
of  the  Social  Security  Act,  in  day-care  centers  which  meet  such 
standards  as  the  Secretary  shall  by  regulation  establish ;  [and] 

"(I)  to  determine  whether  the  services  of  clincal  psychologists 
may  be  made  more  generally  available  to  persons  eligible  for  serv- 
ices under  titles  XVIII  and  XIX  of  this  Act  in  a  manner  con- 
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sistent  with  quality  of  care  and  equitable  and  efficient  administra- 
tion[.]/  anct 

"(«/)  to  develop  or  demonstrate  improved  methods  for  the  in- 
vestigation and  prosecution  of  frofud  in  the  provision  of  care  or 
services  under  the  health  programs  established  by  the  Social  Secu- 
rity  Act,\ 

SELECTED  PROVISIONS  OF  THE  INTER- 
NAL REVENUE  CODE  OF  1954 
26  U.S.C.  1— 

Subtitle  A — ^Income  Taxes 

CHAPTER  1— NORMAL  TAXES  AND  SURTAXES 

*  4t  ♦  *  *  4>  * 

Subchapter  F — Exempt  Organizations 

PART  I— GENERAL  RULE 

Sec.  501.  Exemption  From  Tax  On  Corporations,  Certain  Trusts, 
Etc. 

4e  *****  * 

(i)  PROHiBrnoN  of  Discrimination  by  Certain  Social  Clubs. — 
Notwithstanding  subsection  (a),  an  organization  which  is  described 
in  subsection  (c)  (7)  shall  not  be  exempt  from  taxation  under  subsec- 
tion (a)  for  any  taxable  year  if,  at  any  time  during  such  taxable 
year,  the  charter,  bylaws,  or  other  governing  instrument,  or  such 
organization  contains  a  provision  which  provides  for  discrimination 
against  any  person  on  the  basis  of  race,  color,  or  religion. 

Professional  Standards  Review  Organizations. — For  pur- 
poses of  this  title,  a  Professional  Standards  Review  Organization 
designated  as  such  by  the  Secretary  of  Health,  Education,  and  Wel- 
fare under  the  provisions  of  part  B  of  title  XI  of  fhe  Social  Security 
Act  {including  an  organization  designated  under  section  115 of  such 
Act)  shall  be  treated  as  an  organization  organized  and  operated  ex- 
cl/usively  for  charitable  purposes,''^, 

t(j)l(^)  CJross  Reference. — 

For  nonexemption  of  Communist-controlled  organizations,  see  sec- 
tion 11(b)  of  the  Internal  Security  Act  of  1950  (64  Stat.  997;  50 
U.S.C.  790(b)). 
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MEDICARE-MEDICAID  ANTI-FRAUD  AND  ABUSE 
AMENDMENTS 


October  11,  1977. — Ordered  to  be  printed 


Mr.  Ullmax,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  aecompany  H.R.  3] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amwidment  of  the  Senate  to  the  bill  (H.R.  3)  to 
strengthen  the  capability  of  the  Government  to  detect,  prosecute,  and 
punish  fraudulent  activities  under  the  medicare  and  medicaid  piro- 

f rams^  and  for  other  purposes,  having  met,  after  full  and  free  cpn- 
erence,  have  agreed  to  recommend  and  do  recommend  to  their  respec- 
tive Houses  as  follows : 

That  the  House  recede  from  its  disagreement  to  the  amendmeiit  of 
the. Senate  and  agree  to  the  same  with  an  amendment  as  follows; ' 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  aniend- 
ment  insert  the  following : 

SHORT  TITLE 

Sfct/ox  1.  This  Act  may  he  cited  as  the  "J/edicare-Medicaid  Anti- 
Fraud  and  Ahuse  A7nendnients^\ 

PROHIBITION  AGAINST  ASSIGNMENT  BY  PHYSICIANS  AND  OTHERS  OF  CLAIM^ 
FOR  SERVICES;  CLAIMS  PAYMENT  PROCEDURES  FOR  MEDICAID  PROGRAM 

Sec.  2.  (a)(1)  Section  1842(h)(5)  of  the  Social  Security  Act  is 
dm<>r\ded  hy  adding  at  the  end  thereof  the  foUo\oing  new  sentence: 
^'No  payment  which  under  the  preceding  sentence  mm/  he  made  directly 
to  the  physician  or  other  person  providing  the  service  involved  (pwr- 
suant  to  an  assignment  described  in  subparagraph  (B)(ii)  of  para- 
graph {3)  )  shall  he  made  to  anyone  else  under  a  reassignment  or  power 
of  attorney  (except  to  an  employer  or  faciHtp  as  described  in  clause 
{A)  d?'  (B)  of  such  sentence) ;  hut  nothing  in  this  subsection  shall  he 
construed  (i)  to  prevent  the  moMn^  of  such  a  paymenJi  iai  accordance 
'With  an  assignrnent  from  the  individiud  to  whom  the  service  was  pro- 
ved or  a  reassignment  from  the  physiciam,  or  other  person  providing 
such  service  if  such  assignment  or  reassignment  is  made  to  a  govern- 


JOINT  EXPLANATORY  STATEMENT  OF  THE 
COMMITTEE  OF  CONFERENCE 


The  managers  on  the  part  of  the  House  and  the  Senate  at  the  con- 
ference on  the  disagreeing  votes  of  the  two  Houses  on  the  amendment 
of  the  Senate  to  the  bill  (H.R.  3)  to  strengthen  the  capability  of  the 
Government  to  detect,  prosecute,  and  punish  fraudulent  activities 
under  the  medicare  and  medicaid  programs,  and  for  other  purposes, 
submit  the  following  joint  statement  to  the  House  and  the  Senate  in 
explanation  of  the  effect  of  the  action  agreed  upon  by  the  managers 
and  recommended  in  the  accompanying  conference  report: 

The  Senate  amendment  struck  out  all  of  the  House  bill  after  the 
enacting  clause  and  inserted  a  substitute  text. 

The  House  recedes  from  its  disagreement  to  the  amendment  of  the 
Senate  with  an  amendment  which  is  a  substitute  for  the  House  bill 
and  the  Senate  amendment.  The  differences  between  the  House  bill, 
the  Senate  amendment,  and  the  substitute  agreed  to  in  conference  are 
noted  below,  except  for  clerical  corrections,  conforming  changes  made 
necessary  by  agreements  reached  by  the  conferees,  and  minor  drafting 
and  clarifying  changes. 

1.  REQUIREMENTS  FOR  TIMELY  PAYMENT  BY  STATE  MEDICAID  AGENCIES 
(SECTION  2) 

Home  Mil, — The  House  bill  requires  States  to  make  provision  in 
their  State  medicaid  plan  for  claims  payment  procedures  which  ensure 
that  90  percent  of  the  bills  submitted  by  eligible  noninstitutionally- 
based  providers  will  be  reimbursed  within  30  days,  and  99  percent 
within  60  days.  The  State  would  not  be  cited  for  noncompliance  if  the 
Secretary  found  the  State  was  acting  in  good  faith  to  achieve  this 
goal.  The  provision  is  effective  for  calendar  quarters  beginning  on  or 
after  January  1, 1978. 

Senate  amendment. — The  Senate  amendment  follows  the  House  bill, 
except  that  it  requires  that  95  percent  of  claims  be  paid  within  30  days, 
and  99  percent  within  90  days.  The  provision  is  effective  for  calendar 
quarters  beginning  on  or  after  July  1,  1978. 

Conference  agreement. — The  conference  agreement  requires  States 
to  make  provision  in  their  State  medicaid  plan  for  claims  payment 
procedures  which  assure  that  90  percent  of  the  bills  submitted  by  eligi- 
ble non-institutionally  based  providers  will  be  reimbursed  within  30 
days,  and  99  percent  within  90  days.  This  standard  would  be  applied 
to  clean  claims,  that  is,  those  not  requiring  further  substantiation. 

The  conference  agreement  accepts  the  Senate  amendment  regarding 
the  effective  date. 


(39) 
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2.  INCENTIVE  PAYMENT  FOR  STATE  PROGRAMS  OF  EDUCATIONAL  AND  TECH- 

NICAL ASSISTANCE  TO  EXPEDITE  FILING  AND  PAYMENT  OP  CLAIMS 
(SECTION  2) 

H<m8e  hill, — The  House  bill  authorizes  90  percent  Federal  match-^ 
ing  from  Janimry  1978  through  September  1980  for  the  costs  attribut- 
able to  the  conduct  of  educational  and  technical  assistance  programs- 
for  health  care  practitioners  which  the  Secretary  determines  are  likelj 
to  expedite  the  nlixig^anxd  payment  of  claims,  with  a  maximuitt  on  total 
quarterly  Federal  payments  under  the  provision  of  $1.25  million. 

Senate  cmendment, — The  Senate  amendment  contains  no  compar- 
able  proTision. 

Conference  agreertient^-^The  ccnfereace  agreemeat  accepts  the  Sen- 
ate  poeiticA. 

3.  PROGRAMS  SUBJECT  TO  DISCLOSURE  (SECTION  3  ) 

House  bill. — The  House  bill  requires  disclosure  of  ownership  infor- 
mation for  specified  entities  in  medicare  (title  XVIII),  medic- 
aid (title  XIX),  and  the  maternal  and  child  health  (title  V)  pro- 
grams. 

Senate  amendment. — The  Senate  amendment  is  the  same  as  House 
bill,  but  adds  the  social  service  grant  program  (title  XX)  to  the  list 
of  programs  requiring  disclosure. 

Conference  agreement, — The  conference  agreement  accepts  the  Sen- 
ate amendment. 

4.  ENTmES  SUBJEOr  TO  DISCLOSURE  ( SECTION  3 ) 

House  hill, — The  House  bill  contains  no  provision  relating  to  health 


Senate  amendment, — The  Senate  amendment  adds  health  mainte* 
nance  organizations  to  the  list  of  entities  requited*  to  disclose  owner- 
ship under  the  bill. 

Conference  agreement, conference  agreement  accepts  the 
Senate  amendment. 

5.  SUBCONTRACTOR  OWNERSHIP  DISCLOSURE  (SECTION  3) 

House  hill, — The  House  bill  requires  a  provider  of  services  (hospi- 
tal, skilled  nursing  facility,  or  home  health  agency)  to  disclose  infor- 
mation relating  to  the  identity  of  subcontractors  that  are  5  percent 
or  more  owned  by  the  provider. 

Senate  amendment, — ^The  Senate  amendment  extends  the  subcon- 
tractor ownership  disclosure  of  the  House  bill  to  include  all  other 
disclosing  entities  under  the  bill  (i.e.,  other  medicaid  providers,  inter- 
mediaries, carriers.  HMO's,  and  title  XX  (social  services)  providers). 

Conference  agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment. 

6.  MEDICAJD-  DISCLOSURE  EFFECTIVE  DATE   (SECTION  s) 

House  hill, — The  House  bill  provides  for  an  effective  date  of  Octo- 
ber 1, 1977,  for  medicaid  disclosure  provisions. 

Senate  amendment. — The  Senate  amendment  changes  the  effective 
date  to  J anuary  1 , 1978. 
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Conference  agreenient. — The  conference  agreemwit  accepts  the  Sen- 
'Senate  amendment. 

7.  FORCED  CONTRIBUTIONS  FOR  ADMISSION  TO  FACIUTT  (SECTION  4) 

House  hill. — The  House  bill  defines  as  a  felony  instances  where  con- 
tributions are  required  as  a  condition  of  entry  or  continued  stay  at 
a  hospital,  skilled  nursing  facility,  or  intermediate  care  facility  for 
patients  whose  care  is  financed  in  whole  or  in  part  by  medicaid. 

Senate  amendment. — The  Senate  amendment  deletes  the  provision. 

Conference  agreement— The  conference  agreement  accepts  the 
House  provision. 

8.  EMPLOYMENT  PAYMENT  EXCEPTION  (SECTION  4) 

House  bill, — The  House  bill  provides,  in  defining  kickbacks  in  the 
penalty  statutes,  that  remuneration  that  is  an  amount  paid  "by  an  em- 
ployer to  an  employee  for  employment  in  the  provision  of  covered 
Items  or  services"  is  exempt. 

Senate  amendment. — The  Senate  amendment  is  the  same  as  House 
bill,  but  adds  clarifying  lan^age  that  the  employee  must  have  a  "bona 
fide*'  employment  relationship  with  the  employer. 

Conference  agreement. — ^The  conference  agreement  accepts  the  Sen- 
Ate  amendment. 

9.  MEDICARE  ASSIGNMENT  MISDEMEANOR  (SECTION  4  ) 

House  bill. — ^The  House  bill  contains  no  provision. 

Senate  amendment. — The  Senate  amendment  provides  that  it  would 
l)e  a  misdemeanor  for  a  physician  to  willfully  and  knowingly  violate 
liis  agreement  not  to  charge  a  medicare  patient  more  than  the  coin- 
€u ranee  and  any  unmet  deductible  amount  when  he  agrees  to  accept 
assignment  of  the  patient's  right  to  receive  payment. 

Cmxferemie  agreement. — The  c<Mifer^ce  agreement  accepts  the  Sen- 
ate amendment  with  a  modification  to  make  clear  that  this  misde- 
meanor is  to  apply  only  to  situations  where  an  individual  has 
knowingly,  willfully  and  repeatedly  violated  medicare  assignment 
Agreements. 

10.  PSRO  REIMBURSEMENT  ARRANGEMENT  (SECTION  5«^) ) 

House  bill. — The  House  bill  provides  that  arrangements  with 
PSRO's  for  reimbursement  of  the  cost  of  review  activities  are  to  be 
made  in  a  manner  similar  to  that  provided  for  medicare  intermediaries. 

Senate  amendment. — The  Senate  amendment  includes  the  provision 
of  the  House  bill  and  further  pro\ddes  that  arran^ments  with 
PSRO's  for  reimbursement  of  the  cost  of  review  activities  may  be  in 
the  form  of  an  assistance  agreement. 

Conference  agreement.— The  conference  agreement  accepts  the  Sen- 
ate amendment. 

11.  PSRO  REVIEW  METHODOLOGIES  (SECTION  5(C)) 

House  bUl.— The  House  bill  requires  the  development  of  ambulatory 
care  review  methodologies  by  the  Secretary  for  use  by  PSRO's. 

Senate  amendment. — The  Senate  amenciment  deletes  the  require- 
ment in  the  House  bill. 

'  Conference  agreement. — The  conference  agreement  accepts  the 
Senate  amendment. 
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12.  "PSRO  AMBtJLATORT  CARE  REVIEW  SECTIOI^  (5(C)  ) 

House  hill. — The  House  bill  requires  each  PSRO  to  undertake 
ambulatory  care  review  not  later  than  2  years  after  it  has  achieved 
operational  status. 

Senate  amendment, — The  Senate  amendment  is  the  same  as  the 
House  bill,  but  adds  clarifying  lan^age  to  permit  a  qualified  PSRO 
to  undertake  ambulatory  care  review  at  an  earlier  date  where  the 
PSRO  requests  authority  to  conduct  such  review  and  is  found  capable 
to  do  so  by  the  Secretary,  but  in  no  case  could  the  Secretary  require 
a  PSRO  to  conduct  such  reviews  before  it  achieves  operational  status. 

Conjerence  agreement. — The  conference  agreement  accepts  the 
Senate  amendment. 

13.  STANTkARD  STATE  MUST  3IEET  TO  DEMONSTRATE  UNSATISFACTORY  PSRO 

PERFORMANCE,  AND  REQUIRED  SECRETARLAL  ACTION   (SECTION  5(d)) 

House  hill. — The  House  bill  provides  that  when  a  State  agency 
monitoring  the  performance  of  a  PSRO  submits  reasonable  docu- 
mentation that  the  PSRO  decisions  have  caused  an  unreasonable  and 
detrimental  impact  on  either  total  State  medicaid  expenditures  or 
on  the  quality  of  care,  the  Secretary  shall  temporarily  suspend  the 
PSRO's  binding  review  authority  for  medicaid  within  30  days,  pend- 
ing Secretarial  reevaluation  of  the  PSRO  performance. 

Senate  amendment. — ^Tlie  Senate  amendment  provides  that  when 
a  State  agency  monitoring  the  performance  of  a  PSRO  submits 
reasonable  documentation  that  the  PSRO  decisions  have  caused  an 
imreasonable  and  detrimental  impact  on  total  State  medicaid  expend- 
itures and  on  the  quality  of  care,  the  Secretary  shall  make  a  deter- 
mination of  the  reasonableness  of  the  State  allegation  within  30  days; 
if  he  determines  that  the  PSRO  decisions  have  had  an  unreasonable 
and  detrimental  impact  on  expenditures  and  quality,  he  may  suspend 
the  PSRO's  binding  authority  for  medicaid.  The  Senate  amendment 
further  provides  that  such  action  by  the  Secretary  is  final  and  not 
subject  to  judicial  review. 

Conference  agreement. — The  conference  agreement  provides  that 
when  a  State  agency  monitoring  the  performance  of  a  PSRO  submits 
reasonable  documentation  that  the  PSRO  decisions  have  caused  an 
unreasonable  and  detrimental  impact  on  total  State  medicaid  expendi- 
tures and  on  the  appropriateness  of  care  received,  the  Secretary  shall 
make  a  determination  of  the  reasonableness  of  the  State  allegation 
within  30  days.  If  he  determines  that  the  State  allegation  is  coiTect,  he 
must  suspend  the  PSRO's  binding  authority  under  medicaid  immedi- 
ately, unless  he  determines  corrective  action  has  already  been  taken. 
The  suspension  is  effective  pending  Secretarial  reevaluation  of  the 
PSRO's  performance  and  reinstatement  of  the  PSRO's  authority.  The 
conferees  would  note  that  a  demonstration  that  PSRO  decisions  have 
had  a  detrimental  impact  on  medicaid  program  costs  would  not  be 
grounds  for  removing  the  binding  authority  of  a  PSRO  under  title 
XIX  unless  it  was  also  demonstrated  that  this  occurred  because  the 
PSRO  was  approving  inappropriate  care  or  services  with  such  regu- 
larity that  program  costs  were  significantly  affected. 

The  conference  agreement  further  provides  that  such  action  by  the 
Secretary  is  final  and  not  subject  to  ju(iicial  review. 
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14.  PSRO  DELEQATION  REVIEW  RESPONSIBELITt  TO  SKILLED  NURSING  rACILITT 

THAT  IS  PART  OF  A  HOSPITAL  (SECTION  5(d)) 

House  hill. — ^The  House  bill  proyicies  that  a  PSRO  may  not  delegate 
review  responsibilities  to  the  review  committee  of  a  skilled  nursing 
facility. 

Senate  amendment, — The  Senate  amendment  provides  that  a  PSRO 
may  not  delegate  review  responsibilities  to  the  review  committee  of  a 
skilled  nursing  facility,  unless  that  facility  (or  an  intermediate  care 
facility)  is  part  of  a  hospital  where  the  PSRO  is  utilizing  the  services 
of  the  hospital's  review  committee. 

Conference  agreement, — The  conference  agreement  generally  fol- 
lows the  Senate  amendment  with  a  modification  clarifying  that  a 
PSRO  may  not  delegate  review  responsibilities  to  a  skilled  nursing 
facility  or  an  intermediate  care  facility  unless  that  facility  is  part  of 
a  hospital  to  which  the  PSRO  has  delegated  review. 

15.  PRIMACY  FOR  REVIEW  or  SERVICES  IN  INTERMEDIATE  CARE  FAdLmES 

(SECTION  6(d)  ) 

House  hill, — The  House  bill  provides  that  a  PSRO  has  responsibil- 
ity for  review  of  services  in  intermediate  care  facilities  and  in  public 
institutions  for  the  mentally  retarded  only  if  the  Secretary  fincis  that 
the  State  is  not  performing  effective  review  of  the  quality  and  neces- 
sity of  services  in  these  facilities. 

Senate  amendment, — ^The  Senate  amenament  follows  the  House 
provision,  except  it  provides  that  a  PSRO  will  perform  review  in  an 
intermediate  care  facility  where  that  facility  is  also  a  skilled  nursing 
facility. 

Conjerervce  agreement, — The  conference  agreement  provides  that 
a  PSRO  has  responsibility  for  review  of  services  in  intermediate  care 
facilities  and  in  public  institutions  for  the  mentally  retarded  only  if 
(i)  the  Secretary  finds  that  the  State  is  not  performing  effective  re- 
view of  the  quality  and  necessity  of  services  in  these  facilities,  or  (ii) 
the  State  requests  that  the  PSRO  be  responsible  for  the  review  and 
waives  its  right  to  be  the  primary  reviewer  of  intermediate  care  facil- 
ity services.  Additionally,  in  the  case  of  facilities  which  provide  both 
slnlled  nursing  facility  services  and  intermediate  care  facility  services, 
if  the  Secretary  finds  that  review  of  the  skilled  nursing  facility  services 
by  the  PSRO,  and  of  the  intermediate  care  facility  services  by  the 
State,  would  be  inefficient,  he  may  assign  review  responsibility  for  all 
patients  in  the  facility  to  the  PSRO.  The  conferees  understand  that 
the  Secretary  may  determine  that  the  arrangement  is  sufficiently  in- 
efficient to  justify  assignment  of  review  rights  to  the  PSRO  in  any 
single  joint  facility,  or  in  classes  of  facilities,  such  as  those  facilities 
where  the  proportion  of  intermediate  ca  re  facility  patients  is  such  that 
separate  review  would  pose  an  unjustified  administrative  burden. 

16.  NATIONAL  COUNCIL  MEMBERSHIP  (SECTION  5(f)) 

House  5^7^.— The  House  bill  provides  for  staggered  terms  for  mem- 
bers of  the  National  Professional  Standards  Review  Council  effective 
with  appointments  made  in  1979. 

Senate  amendment. — ^The  Senate  amendment  is  the  same  as  the 
House  bill,  except  that  the  effective  date  is  changed  to  1977. 
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Conference  agreement, — The  conference  agreement  prorides  for 
staggered  terms  for  members  of  the  CounciJ  beginning  with  any  terms 
which,  under  existing  law,  expire  on  or  after  January  1,  1978. 

1 7 .  ANNUAL  REPORT  ON  FSRO  PROGRAM  ( SECTION  5  ( A? )  ) 

House  6^7/.— The  House  bill  requires  the  Secretary  to  submit  an  an- 
nual report  to  the  Congress  on  the  administration  and  cost  of  the 
PSRO  program. 

Senate  amendment. — The  Senate  amendment  is  the  same  as  the 
House  bill,  except  that  it  modifies  the  description  of  specific  data  re- 
quired to  be  included  in  the  report  with  respect  to  medically  unneces- 
sary services  and  ambulatory  care  review  methodologies. 

Conference  agreement, — ^The  conference  agreement  accepts  the 
Senate  amendment. 

18.  PHYSICIAN  REVIEW  (SECTION  5(p)  ) 

House  hill, — There  is  no  provision  in  the  House  bill. 

Senate  amendment, — The  Senate  amendment  deletes  the  restriction 
in  present  law  which  prevents  physicians  with  staff  privileges  in  a  hos- 
pital from  being  respcmsible  for  review  of  services  in  the  facility  if. 
review  resp(msibilitie6  have  not  been  delegated  to  the  hospital  by  the 

Conference  agreement, — The  conference  agreement  accepts  the 
Senate  amendment. 

19.  SCOPE  OF  GAO  SUBPENA  POWER  (SECTION  6) 

House  hUl, — The  House  bill  authorizes  the  Comptroller  General 
(GAO)  to  issue  subpenas  in  his  work  on  Social  Securty  Act  health 
programs. 

Senate  amendment, — The  Senate  amendment  authorizes  the  sub- 
penas to  be  issued  in  connection  with  GAO  work  on  any  Social  Se- 
curity Act  program. 

Conference  agreement. — The  conference  agreement  accepts  the  S«Di- 
ate  amendment. 

20.  GAO  DISCLOSURE  Or  INFORMATION  (SECTTION  6) 

House  hiU. — The  House  bill  contains  provisions  relating  to  the  dis- 
closure by  the  GAO  of  medical  records  information  in  its  possession. 

Senate  amendment. — The  Senate  amendment  deletes  this  provision. 

Conference  agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment. 

21.  COURT  ACCESS  TO  GAO  INFORMATION  (SECTION  6) 

House  hill. — The  House  bill  contains  a  provision  to  exempt  from 
subpena  or  discovery  proceedings  in  a  civil  action  personal  medical 
records  in  the  poSvSession  of  the  General  Accounting  Office. 

Senate  amendment. — ^The  Senate  amendment  deletes  this  provision. 

Conference  agreement, — Tlie  conference  agreemmt  accepts  the 
House  provision.' 

^2.  EFFECTIVE  DATE  FOR  SUSPENSION  OP  3TEDTCATD  PROVIDERS  (SECTION  7) 

Hovse  hilT. — Tn  the  House  bill  the  effective  date  for  the  suspension 
provision  under  medicaid  is  October  1,  19^7.^ 

Senate  amendment, — ^In  the  Senate  amendment,  the  effective  dai^ 
IS  January  1, 1978. 
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Oonferewe  (agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment. 

23-  ASSIGNMENT  OF  RIGHTS  TO  MEDICAL  SUPPORT  AS  CONDITION  OF  MEDICAID 
JBLIGIBILITT ;  ESTABLISHMENT  OP  STATE  PROGRAM  TO  COIXECT  SUPPORT 
(SECTION  11) 

Home  IdU, — The  House  bill  contains  no  provision. 

Senate  amendment, — The  Senate  amendment  adds  a  provision  to 
establish  a  medical  support  progiam  under  which  medicaid  applicants 
and  recipients  may  be  required  by  a  State  to  assign  their  rights  to  medi- 
cal support  or  indemnification  to  the  State.  An  incentive  in  the  form  of 
a  federal  payment  of  15  percent  of  amounts  collected  (in  place  of 
Amounts  which  would  otherwise  be  provided  for  medical  assistance) 
would  be  provided  for  localities  to  make  collections  for  States,  and 
for  States  to  secure  collections  in  behalf  of  other  States. 

Conference  agreement, — The  conference  agreement  accepts  the  Sen- 
ate provision  with  an  amendment  to  clarify  that  the  State  agency 
designated  to  administer  the  State  plan  for  cliild  support  and  estab- 
Jisiiment  of  paternity  under  part  D  of  title  IV  of  the  Social  Security 
Act  may  be  used  :f(>^  the  enforcement  of  lifiiits  due  from  or  through 
an  absent  parent  to  pay  for  medical  care.  The  conferees  intend  that 
the  title  IV  part  D  agency  should  be  used  to  the  maximum  extent 
feasible.  It  is  not  intended  that  title  XIX  agencies  establish  new  and 
separate  systems  for  collection  and  enforcement  of  support  from 
absent  parents  for  payment  for  medical  care  apart  from  child  support 
enforcement  programs  which  are  already  established  in  States  under 
the  provisions  of  part  D  of  title  IV,  since  doing  so  would  foster  dupli- 
cation of  effort,  unnecessary  expense,^  and  administrative  complexity.  It 
is  expected  that  the  program  established  under  this  section  will  estab- 
lish adequate  procedures  to  safe^ard  information  and  assure  that  a 
timely  and  simple  mechanism  exists  to  reassign  rights  to  medical  sup- 
port of  the  individual  entitled  to  that  support  if  the  individual's 
•eligibility  lor  medical  assistance  under  title  XIX  is  terminated* 

24.  N03IINATI0N  OF  INTERMEDIARIES  (SECTION  14) 

House  hill. — The  House  bill  authorizes  the  Secretarjr,  after  apply- 
ing appropriate  standards  and  criteria,  to  assign  providers  to  avail- 
able intermediaries  and  to  designate  a  regional  or  national  intermedi- 
ary for  a  class  of  providers  where  he  determines  that  such  actions  will 
result  in  more  effective  and  efficient  administration  of  the  program.  In 
such  cases,  the  Secretary  must  provide  the  intermediary  an  explana- 
tion of  the  reascms  for  his  determination  and  opportunity  for  a  hear- 
Hig.  Such  determinations  would  be  subject  to  judicial  review. 

Senate  amendment. — The  Senate  amendment  deletes  this  provision 
of  the  House  bill  and  substitutes  a  provision  under  which  the  Secre- 
tary would  be  prohibited  from  refusing  to-enter  into  or  renew  an  agree- 
ment with  a  provider-nominated  intermediary  solely  because  of  the 
fact  that  such  intermediary  serves  providers  located  only  in  a  single 
State  or  that  the  provider  could  be  served  by  a  different  intermediai-y 
which  serves  providers  in  more  than  one  State. 

Conference  agreement. — The  conference  agreement  accepts  the 
House  language  with  modification  to  clarify  those  areas  for  which 
the  Secretary  will  have  to  establish  standards,  criteria  and  procedures 
to  determine  whether  the  Secretary  should  enter  into,  renew,  or  termi- 
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nate  an  agreement  with  an  intermediary  and  to  determine  when  to 
assign  or  reassign  providers  to  intermediaries.  This  clarification  also 
incorporates  that  part  of  the  Senate  amendment  that  provides  that  any 
standards  and  criteria  established  should  not  have  the  effect  of  exclud- 
ing an  agency  or  organization  from  being  an  intermediary  solely  be- 
cause it  operates  in  one  State. 

The  clarification  added  by  the  conferees  requires  that  the  Secretary 
develop  standards,  criteria  and  procedures  to  serve  as  a  basis  for  deter- 
mining what  constitutes  effective  and  efficient  administration.  These 
standards  and  criteria  would  be  applied  in  addition  to  those  that  he 
will  also  establish  for  the  purpose  of  evaluating  an  intermediary's  per^ 
formance  with  respect  to  all  providers  or  specific  providers.  Because  of 
the  random  distribution  of  providers  to  intermediaries,  both  in  num- 
Ibers  and  by  type  of  institution,  there  can  be  intermediaries  with  high 
administrative  costs,  lengthy  processing  times  or  other  difficulties  in 
handling  claims  and  audit  functions  through  no  fault  of  their  own.  The 
intent  is  to  make  clear  that  the  Secretary  in  such  instances  would  have 
authority  to  assign  or  reassign  providers  to  achieve  a  distribution  of 
providers  that  would  improve  the  efficiency  and  effectiveness  of  the 
medicare  program  as  defined  in  criteria  and  standards. 

2B.  AMOUNT  OP  INCENTIVES  TO  ESTABLISH  STATE  MEDICAID  FRAUD  UNITS 
(SECTION  17) 

House  hill, — ^The  House  bill  provides  incentives  for  the  establish- 
ment and  operation  of  State  medicaid  fraud  units  through  the  provi- 
sion for  90  percent  Federal  funding  for  the  period  October  1,  1977, 
through  September  30, 1980,  subject  to  an  annual  maximum  payment 
of  1  percent  of  medicaid  expenditures  in  a  State,  or  $500,000,  which- 
ever is  greater. 

Senate  ameridment, — ^The  Senate  amendment  follows  the  House 
bill,  except  that  it  provides  for  100  percent  Federal  funding  during 
fiscal  year  1978,  90  percent  during  fiscal  year  1979,  and  75  percent 
during  fiscal  year  1980^,  subject  to  the  same  maximum  amounts  in  the 
House  bill. 

Conference  agreement, — ^The  conference  agreement  accepts  the 
House  provision  with  respect  to  the  level  of  Federal  funding.  These 
Federal  monies  are  to  be  paid  directly  to  the  qualifying  State  medicaid 
anti-fraud  agency. 

26.  REQUIREMENT  FOR  LOCATION  OF  FRAUD  UNIT  (SECTION  17) 

House  5t7?.— The  House  bill  provides  that  to  be  eligible  for  in- 
creased Federal  matching  payments,  a  fraud  unit  must  be  separate 
from  the  single  State  agency  administering  medicaid.  In  addition 
it  must  be  (a)  in  an  agency  with  statewide  prosecuting  authority, 
or  (b)  if  the  constitution  prohibits  statewide  prosecuting  authority, 
an  agency  with  satisfactory  procedures  to  assure  prosecution  by  the 
appropriate  authorities. 

Senate  amendment, — ^The  Senate  amendment  pro\ides  that  to  be 
eligible  for  increased  Federal  matching,  the  imit  must  be  separate 
from  the  medicaid^  operating  agency,  or  (if  different)  the  single 
State  agency  administering  medicaid. 

In  addition,  the  unit  must  be:  (a)  in  an  agency  with  statewide 
prosecuting  authority,  or  (b)  if  the  constitution  prohibits  statewide 
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prosecuting  authority,  an  agency  with  satisfactory  procedures  to  as- 
sure prosecution,  or  (c)  an  entity  with  formal  procedures  and  a  work- 
ing relationship,  satisfcictory  to  the  Secretary,  for  coordination  witii 
the  State  attorney  general's  office- 

Conference  agreement. — The  conference  agreement  deletes  the  Sen- 
ate amendment  regarding  the  placement  of  the  unit  relative  to  the 
State  medicaid  agency.  The  conferees  note  that  the  intent  of  the 
Senate  amendment  was  the  same  as  the  House  provision,  and  the  con- 
ference action  represents  only  a  technical  change. 

The  conference  agreement  includes  the  Senate  amendment  permit- 
ting increased  matching  for  an  entity  with  formal  procedures  and  a 
working  relationship,  satisfactory  to  the  Secretary,  for  coordination 
with  the  State  attorney  general's  office. 

27.  DEMONSTRATION  AUTHORrTY  FOR  IMPROVED  METHODS  TO  INVESTIGATE 

AND  PROSECUTE  FRAUD  IN  MEDICARE  AND  MEDICAID  (SECTION  17) 

Home  hill. — The  House  bill  contains  no  provision. 

Senate  amendment. — The  Senate  amendment  authorizes  ejcperiments 
and  demonstrations  to  develop  or  demonstrate  improved  methods  for 
investigation  and  prosecution  of  fraud  in  medicare  and  medicaid. 

Conference  agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment. 

28.  UNIFORM  REPORTING  (SECTION  19) 

House  hill. — ^The  House  bill  requires  the  Secretary  to  establish  for 
each  of  the  different  types  of  health  services  institutions  a  uniform 
system  for  the  reporting  of  such  items  as  cost  of  operation,  volume 
of  services,  rates,  capital  assets  and  bill  data.  This  reporting  system 
would  be  mandated  for  use  by  medicare  and  medicaid  providers  and 
such  use  would  be  phased  in  by  type  of  provider. 

Senate  amendTnent.— The  Senate  amendment  is  the  same  as  the 
House  bill,  with  the  additional  requirement  that  hospitals  shall  use 
the  chart  of  accounts,  definitions,  principles  and  statistics  prescribed 
by  the  Secretary  to  reach  a  imiform  reconciliation  of  financial  and 
statistical  data  for  reports  to  the  Secretary. 

Conference  agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment.  It  is  the  intent  of  the  conferees  in  agreeing  to  the 
Senate  amendment  that  the  reconciliation  of  data  not  be  required  on 
a  day-to-day  basis  but  only  at  such  times  as  the  uniform  reports  are 
required,  and  only  for  purposes  of  such  reports. 

29.  CX)NDITIONS  FOR  WAIVER  OF  PAST  PENALTIES  FOR  FAILURE  TO  PERFORM 

REQUIKED  REVIEW  OF  INSTITUTIONAL  CARE  (SECTION  20) 

House  hill. — The  House  bill  allows  States  additional  time  to  meet 
the  requirements  of  the  current  law  concerning  review  of  care  deliv- 
ered in  long-term  care  institutions,  by  providing  that  if  a  State  is  in 
compliance  for  the  calendar  quarter  ending  December  31,  1977,  the 
Secretary  shall  waive  all  previously  assessed  reductions  which  would 
otherwise  be  imposed  on  those  States  that  failed  to  fulfill  the  require- 
ments of  the  law  during  previous  periods. 

Senate  amendment. — ^The  Senate  amendment  provides  for  uncondi- 
tional waiver  of  all  reductions  in  medicaid  payments  due  to  an  unsatis- 
factory or  invalid  showing  made  with  respect  to  a  calendar  quarter 
beginning  prior  to  January  1, 1978. 
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Conference  agreement. — ^The  conference  agi-eement  provides  that  all 
penalties  assessed  against  States  for  unsatisfactory  or  inralid  show-^ 
ings  made  with  respect  to  calendar  quarters  beginning  prior  to  Janu- 
ary 1,  1977,  shall  be  waived  unconditionally.  It  further  provides  that 
if  a  State  is  in  compliance  with  the  requirements  of  the  law  for  the 
calendar  quarter  ending  December  31, 1977,  the  Secretary  shall  waive 
all  penalties  for  unsatisfactory  or  invalid  showings  for  quarters  occur- 
ring in  1977 ;  if  the  State  is  not  in  compliance  on  December  31  and  past 
penalties  are  imposed,  the  penalty  will  be  determined  by  taking  into 
account  the  proportion  of  medicaid  patients  in  homes  that  were  not 
reviewed  to  all  medical  patients  in  homes  to  be  reviewed. 

30.  FORMUU^  FOR  REDUCTTION  IX  FEDERAL  MATCHING  FOR  FAILITRE  TO 

CARRY  OUT  RE\TEW   (SECTION  20) 

House  hill, — The  House  bill  contains  no  provision.  Therefore,  it 
retains  the  current  law  formula  for  a  one-third  reduction  of  Federal 
matching  funds  for  days  of  care  beyond  60  in  a  hospital  ,a  skilled 
nursing  facility,  or  an  intermediate  care  facility,  and  beyond  90  in  a 
mental  hospital,  if  adequate  review  is  not  carried  out  in  accordance 
with  the  requirements  of  the  law. 

Senate  amendment, — The  Senate  amendment  adjusts  the  reduction 
by  the  proportion  of  patients  not  reviewed  to  total  patients  in  facilities 
to  be  reviewed. 

Conference  agreement. — The  conference  agreement  accepts  the  Sen- 
ate amendment,  with  clarification  that  (i)  it  is  effective  for  quarters 
beginning  after  December  31, 1976,  and  (ii)  that  the  reduction  reflects 
the  proportion  of  medicaid  patients  in  facilities  for  which  there  is  an 
unsatisfactory  or  invalid  showing  to  total  medicaid  patients  in  facili- 
ties to  be  reviewed. 

31.  CONDITIONS  FOR  WAIVER  OF  REDtTCTIONa  FOR  FAILURE  TO  PERFORM 

REVIEW   (SECTION  20) 

House  hill. — The  House  bill  specifies  that  if  a  State  makes  a  good 
faith  attempt  to  perform  reviews  of  all  institutions,  and  actually 
reviews  all  large  institutions  and  98  percent  of  all  other  institutions^ 
it  will  be  considered  in  full  compliance  with  the  requirements  of  the 
law. 

Senate  amendment, — The  Senate  amendment  provides  that  the  Sec- 
retary may  waive  any  reduction  in  Federal  matching  percentage  if 
he  determines  that  the  State's  noncompliance  is  technical  or  due  to 
circumstances  beyond  control  of  the  State. 

Conference  agreement. — The  conference  agreement  provides  that 
good  faith  attempts  to  perform  reviews  of  all  institutions,  and  actually 
reviews  all  large  institutions  and  98  percent  of  all  other  institutions 
(or  fails  to  meet  this  standard  only  for  technical  reasons),  it  will  be 
considered  in  full  compliance  with  the  requirements  of  the  law.  The 
conferees  stress  that  the  intent  of  the  law  that  facilities  be  reviewed 
is  not  changed  by  this  provision.  If  a  facility  is  not  reviewed,  there  will 
be  a  reduction  in  matching  unless  the  Secretary  fiunds  there  was  a  good 
faith  attempt  to  review  the  institution^  and  tliere  is  no  evidence  that 
any  institution,  or  kind  or  type  of  institution,  is  deliberately  not 
reviewed. 
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«2.  COBtPOSmOK  or  medical  KE^^BW  teams  (SECTION  20 ) 

House  biU, — Tfe*  House  biil  contains  no  pix)visioii. 

Ornate  amendment. — The  Senate  amendment  provides  that  medical 
review  teams  reviewing  care  in  skilled  nursing  facilities  may  be  com- 
posed of  physicians  or  registered  nurses  (current  law  requires  that 
pliysicians  be  on  the  team ) . 

Conference  agreemenL-^The  conference  agreement  accepts  tlie  Sen- 
BiQ  amendment. 

-as.  PROTECTION  OF  PATIENT  FUNDS  (SECTION  21,  ADDED  BY  THE  SENATE 
AMENDMENT 

House  hill. — ^The  House  bill  contains  no  provi6i<Mi. 

Senate  amendment. — ^The  Senate  amendment  requires  that,  as  a 
Cbnclition  for  participation  in  the  medicare  and  medicaid  programs, 
a  skilled  mirsing  facility  must  estahlish  and  maintain  a  system  to  assure 
the  proper  accounting  of  personal  funds.  Such  systeih  must  provide  for 
separate  and  discreet  accounting  for  each  i^atient  with  a  complete 
accounting  of  income  and  expenditures. 

4Jonfereme  ttgreement. — The  conference  agreenient  accepts  the 
:8enate  amendment. 

34.  GRACE  PERIOD  FOR  POST  DISCHARGE  CARE  (SECTION  22,  ADDED  BY  THE 

SENATE  AMENDMENT) 

House  hiK— The  House  bill  contains  no  provision. 

Senate  amendment, — The  Senate  amendment  provides  that  when  a 
PSRO  (determines  that  further  institutional  eare  is  nc^t  medically 
necessary,  payment  may  be  made  for  only  one  additional  day,  except 
that  a  PSRO  may  authorize  up  to  3  additional  days  on  a  case-by -case 
basis  where  additional  time  is  needed  to  arrange  for  necessary  post- 
(tiscliarge  care. 

Conference  agreemenf. — The  confei-ence  agreement  accepts  the 
Senate  amendment. 

35.  PROSECUTION  OF  CmL  FRAUD  BY  INSPEC^TOR  GENERAL   (SECTION  23, 

AM)ED  BY  THE  €aCNATE  AMENDMENT) 

Hoxtse  bJlh— The  House  biM  contains  no  provision. 

Senate  amendment. — The  Senate  amendment  authorizes  prosecution 
of  civil  fraud  cases  under  the  Social  Security  Act  health  care  programs 
by  the  Inspector  General  of  HEW  where  U.S.  attorneys  have  not 
initiated  proceedings  within  6  montlis  of  a  formal  referral  of  a  case. 

Conference  agreement. — ^The  conference  agi-eement  does  not  include 
the  prosecution  authority  proposed  by  the  Senate  amendment  but  does 
provide  that  in  addition  to  the  requirements  imposed  on  tlie  Inspector 
General  of  the  Department  of  Health,  Education  and  Welfare  by  sec- 
tion 4(c)  of  the  bill,  the  Inspector  General  shall  annually  include  a  re- 
port to  the  Congress  information  related  to  the  Social  Security  Act 
cases  referred  by  the  Department  of  Health,  Education  and  Welfare  to 
the  Department  of  Justice  for  prosecution.  This  infomiation  shall  in- 
elude "for  each  case  a  description  of  the  number  of  cases  referred  (with- 
out individual  identifiers),  the  types  of  illegal  activity  involved,  and 
tlie  amount  in  controversy.  The  Attorney  General  shall  be  required  to 
respond  to  the  annual  report  of  the  Inspector  General  by  specif  ying  the 
date  of  referi*al,  district  to  which  referred,  and  disposition  of  each  case 
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referred  by  the  Department  of  Health,  Education,  and  Welfare  as 
specified  in  the  report  of  the  Inspector  General  to  the  Congress. 

36.  tJTlLIZATION  REVIEIW  DEMONSTRATION  PROJECTS  (SECTION  24,  AS  ADDED 

BY  THE  SENATE  AMENDMENT) 

Home  bill. — The  House  bill  contains  no  provision. 

/Senate  amendment. — The  Senate  amendinent  directs  the  Secretary 
to  establish  demonstration  projects  to  evaluate  the  effectiveness  of 
PSRO  reviews  compared  to  alternative  State  review  methods.  It 
authorizes  establishment  of  such  projects  in  States  which  had  oper- 
ating onsite  State  evaluation  systems  in  place  on  August  5, 1977,  and 
which  make  application  to  the  Secretary  prior  to  April  1,  1978.  It 
specifies  that  demonstration  projects  be  conducted  in  PSRO  areas 
which  are  representative  of  a  State's  medicaid  population  and  that 
they  be  conducted  in  areas  which  comprise  a  significant  proportion  of 
medicaid  patient  days. 

Conference  agreement. — The  conference  agreement  accepts  the 
House  position. 

37.  PAYMENT  FOR  CERTAIN  HOSPITAL  SERVICES  PROVIDED  IN  VETERANS'^ 

ADMINISTRATION  HOSPITALS  (SECTION  25,  ADDED  BY  THE  SENATE 
AMENDMENT) 

House  tUl. — ^The  House  bill  contains  no  provision. 

SenMe  amendment. — ^The  Senate  amendment  authorizes,  under 
certain  circumstances,  medicare  reimbursement  for  care  provided  to 
a  nonveteran  medicare  beneficiary  in  a  Veterans'  Administration  hos- 
pital where  the  care  was  provided  on  the  mistaken  (but  good  faith) 
assumption  that  the  beneficiary  was  an  eligible  veteran.  The  pro- 
vision would  be  applicable  to  care  furnished  on  or  after  July     .  ^74. 

Conference  agreement. — ^The  conference  agreement  accepts  the 
Senate  amendment^ 

/38.  HOSPITAL  INSURANCE  FOR  CERTAIN  INDIVIDUALS,  AGE  60  THROUGH 
64  (SECTION  26,  ADDED  BY  THE  SENATE  AMENDMENT) 

House  till. — The  House  bill  contains  no  provision. 

Senate  amendment. — The  Senate  amendment  would  make  medicare 
protection  (parts  A  and  B)  available  on  an  optional  basis  for  spouses 
aged  60-64  of  medicare  beneficiaries,  others  aged  60-64  who  are  en- 
titled to  retirement  or  other  dependents'  benefits  under  social  security  j 
and  disability  beneficiaries  aged  60-64  not  otherwise  eligible  for  medi- 
care. Persons  who  elect  to  enroll  under  this  provision  would  pay  the 
cost  of  such  protection. 

Conference  agreement. — The  conference  agreement  accepts  the 
House  position. 

30.  TREATMENT  OF  PROFESSIONAL  STANDARDS  REVIEW  ORGANIZATIONS  FOR 
PURPOSES  OF  THE  INTERNAL  REVENUE  CODE  (SECTION  27,  ADDED 
BY  THE  SENATE  AMENDMENT) 

Home  hill. — ^The  House  bill  contains  no  provision. 

Senate  amendment. — ^The  Senate  amendment  deems  PSRO's,  for 
purposes  of  determining  tax-exempt  status  under  section  501(c)  (3)  of 
the  Internal  Revenue  Code,  to  be  organizations  organized  and  operated 
exclusively  for  charitable  purposes. 

Conferen<ie  agreement. — ^The  conference  agreement  accepts  the 
House  position. 
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40.  POSTPONEMENT  OF  REQUIREMENT  THAT  STATE  MEDICAID  PROGRAMS- 
PAY  SKILLED  NURSING  FACILITIES  AND  INTERMEDIATE  CARE  FACILITIES 
ON  A  BASIS  REASONABLY  RELATED  TO  COST  (SECTION  28,  ADDED  BY  THE- 
SENATE  AMENDMENT) 

Home  hiU, — ^The  House  bill  contains  no  provision. 

Senate  amendment. — The  Senate  amendment  postpones  the  require- 
ment for  medicaid  payments  on  a  basis  reasonably  related  to  cost  until 
January  1979,  and  provides  protection  against  retroactive  claims  for 
failure  to  meet  the  current  law  requirements. 

Conference  agreement, — The  conference  agreement  accepts  the 
House  position. 
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91  STAT.  1353 


jPublic  Law  95-171 
)5th  Congress 


An  Act 


To  extend  certain  Social  Security  Act  provisions,  and  for  other  purposes.        Nov.  12,  1977 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 
Section  1.  (a)  Section  3  of  Public  Law  94-401  is  amended — 

(1)  by  inserting  "and  the  fiscal  year  ending  September  30, 
1978,"  after  "1977,"  in  the  matter  preceding  paragraph  (1)  of 
subsection  (a) ; 

(2)  by  inserting  "and  such  fiscal  year  ending  September  30, 
1978,"  after  "1977,"  in  subsection  (a)  (1)  (B) ; 

(3)  by  striking  out  "or  fiscal  year"  in  subsection  (a)  (2)  and 
inserting  in  lieu  thereof  "or  either  such  fiscal  year" ; 

(4)  by  striking  out  "or  fiscal  year"  in  subsections  (b),  (c)  (1), 
and  (c)  (2)  (A)  and  inserting  m  lieu  thereof  in  each  instance 
"or  either  fiscal  year" ; 

(5)  by  inserting  ",  or  the  fiscal  year  ending  September  30, 
1978"  before  the  period  at  the  end  of  subsection  (d)  (1) ;  and 

(6)  by  striking  out  "for  such  fiscal  year"  in  subsection  (d)  (2) 
and  inserting  in  lieu  thereof  "for.  either  such  fiscal  year". 

(b)  Section  5(b)  of  Public  Law  94-401  is  amended  by  striking  out 
"September  30,  1977"  and  "October  1,  1977"  and  inserting  in  lieu 
thereof  "September  30,  1978"  and  "October  1, 1978",  respectively. 

(c)  Section  6  of  Public  Law  94-401  is  amended  by  striking  out 
"September  30,  1977"  and  "October  1,  1977"  and  inserting  in  lieu 
thereof  "September  30,  1978"  and  "October  1,  1978",  respectively. 

(d)  Section  7(a)  (3)  of  Public  Law  93-647  is  amended  by  striking 
out  "October  1,  1977"  and  inserting  in  lieu  thereof  "October  1,  1978". 

(e)  Section  50B(a)  (2)  (B)  of  the  Internal  Revenue  Code  of  1954 
(definition  of  Federal  welfare  recipient  employment  incentive 
expenses)  is  amended  by  striking  out  "October  1,  1977"  and  inserting 
in  lieu  thereof  "October  1, 1978". 

(f)  The  amendments  made  by  this  section  shall  be  effective  on 
October  1, 1977. 

Sec.  2.  (a)  Section  3304(a)(6)(A)  of  the  Internal  Revenue  Code 
(relating  to  approval  of  State  unemployment  compensation  laws)  is 
amended  by  striking  out  "and"  at  the  end  of  clause  (ii)  and  by  adding 
at  the  end  thereof  the  following  new  clause : 

"(iv)  with  respect  to  anv  services  described  in  clause  (i) 
or  (ii),  compensation  payable  on  the  basis  of  services  in  any 
such  capacity  may  be  denied  as  specified  in  clauses  (i),  (ii), 
and  (iii)  to  any  individual  who  performed  such  services  in 
an  educational  institution  while  in  the  employ  of  an  educa- 
tional service  agency,  and  for  this  purpose  the  term  'educa- 
tional service  agency'  means  a  governmental  agency  or 
governmental  entity  which  is  established  and  operated 
exclusively  for  the  purpose  of  providing  such  services  to  one 
or  more  educational  institutions,  and", 
(b)  The  amendments  made  by  subsection  (a)  shall  apply  with 
respect  to  weeks  of  unemployment  which  begin  after  December  31, 
1977. 
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Sec.  3.  (a)  (1)  Section  403(a)  of  the  Social  Security  Act  is  amended 
by  striking  out  "10"  in  each  of  the  last  two  sentences  and  inserting 
in  lieu  thereof  "20". 

(2)  Section  406  (b)  of  such  Act  is  amended — 

(A)  by  striking  out  the  semicolon  at  the  end  of  clause  (2)  (E) 
and  inserting  in  lieu  thereof  a  period ;  and 

(B)  by  adding  at  the  end  thereof  (after  and  below  clause 
( 2 )  ( E ) )  the  following  new  sentences : 

"Payments  with  respect  to  a  dependent  child  which  are  intended  to 
enable  the  recipient  to  pay  for  specific  goods,  services,  or  items  rec- 
ognized by  the  State  agency  as  a  part  of  the  child's  need  under  the  : 
State  plan  may  (in  the  discretion  of  the  State  or  local  agency  admin- 
istering the  plan  in  the  political  subdivision)  be  made,  pursuant  to  a 
determination  referred  to  in  clause  (2)  (A),  in  the  form  of  checks 
drawn  jointly  to  the  order  of  the  recipient  and  the  person  furnishing 
such  goods,  services,  or  items  and  negotiable  only  upon  endorsement 
by  both  such  recipient  and  such  person ;  and  payments  so  made  shall 
be  considered  for  all  of  the  purposes,  of  this  part  to  be  payments 
described  in  clause  (2).  Whenever  payments  with  respect  to  a  depend- 
ent child  are  made  in  the  manner  described  in  clause  (2)  (including 
payments  described  in  the  preceding  sentence),  a  statement  of  the 
specific  reasons  for  making  such  payments  in  that  manner  (on  which 
the  determination  under  clause  (2)  (A)  was  based)  shall  be  placed 
in  the  file  maintained  with  respect  to  such  child  by  the  State  or  local 
agency  administering  the  State  plan  in  the  political  subdivision.". 

(3)  The  amendments  made  by  this  subsection  shall  apply  with 
respect  to  payuients  of  aid  to  families  with  dependent  children  made 
for  months  beginning  on  or  after  October  1, 1977. 

(b)  Notwithstanding  any  other  provision  of  law,  Federal  financial 
participation  in  aid  to  families  with  dependent  children  under  a  State 
plan  approved  under  section  402  of  the  Social  Security  Act,  for 
quarters  (with  respect  to  which  expenditure  reports  were  timely  filed 
by  the  State)  during  the  period  beginning  with  the  calendar  quarter 
in  which  Public  Law  90-248  was  enacted  and  ending  with  the  first 
calendar  quarter  of  1977,  shall  not  be  denied,  on  or  after  October  1, 
1977,  by  reason  of  the  provision  of  goods,  services,  or  items  in  the 
form  of  a  check  which  is  drawn  jointly  to  the  order  of  the  recipient 
and  the  person  furnishing  such  goods,  services,  or  items  and  which 
shows  the  purpose  for  which  the  check  is  drawn,  or  by  reason  of  the 
failure  of  the  State  to  meet  the  requirement  of  the  last  two  sentences 
of  section  403(a)  of  such  Act  or  the  failure  of  the  State  (or  any 
political  subdivision  thereof)  to  carry  out  the  functions  and  duties 
prescribed  in  clauses  (A),  (B),  (C),  and  (E)  of  section  406(b)  (2) 
of  such  Act,  regardless  of  the  form  in  which  the  aid  involved  was 
paid,  if  (and  to  the  extent  that)  the  amount  of  such  aid  was  correct 
and  the  payment  of  the  aid  in  that  form  did  not  result  in  assistance 
in  cases  or  in  amounts  not  authorized  by  or  under  part  A  of  title  IV 
of  such  Act. 
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Sec.  4.  (a)  Section  167  (k)  of  the  Internal  Revenue  Code  of  1954 
(relating  to  depreciation  of  expenditures  to  rehabilitate  low-income 
rental  housing)  is  amended  by  striking  out  "January  1,  1978"  each 
place  it  appears  and  inserting  in  lieu  thereof  "J anuary  1, 1979". 

(b)  Section  203(b)  of  the  Tax  Reform  Act  of  1976  is  amended  by 
striking  out  and  -before  January  1,  1978,  and  expenditures  made 
pursuant  to  a  binding  contract  entered  into  before  January  1,  1978". 

Sec.  5.  Section  4(c)  of  the  Act  entitled  "An  Act  to  suspend  until 
the  close  of  June  30,  1975,  the  duty  on  certain  carboxmethyl  cellulose 
salts,  and  for  other  purposes",  approved  October  26,  1974  (Public 
Law  93-483) ,  is  amended  to  read  as  follows : 

"(c)  Effective  Date. — The  provisions  of  this  section  shall  apply 
with  respect  to  amounts  received  during  calendar  years  1973,  1974, 
and  1975,  and,  in  the  case  of  a  member  of  a  uniformed  service  receiving 
training  after  1975  and  before  1979  in  programs  described  in  subsection 
(a),  with  respect  to  amounts  received  after  1975  and  before  1983." 

Sec.  6.  (a)  Section  2(b)  of  Public  Law  94-331  is  amended  by  strik- 
ing out  "and  before  December  31, 1976". 

(b)  The  effective  date  of  this  section  shall  be  the  first  day  of  the 
calendar  quarter  following  enactment  of  this  Act. 

Sec.  7.  (a)  Section  4(b)  of  Public  Law  94-331  is  amended  by  striking 
out  "and  before  December  31, 1976". 

(b)  The  effective  date  of  this  section  shall  be  the  first  day  of  the 
calendar  quarter  following  enactment  of  this  Act. 

Sec.  8.  (a)  Section  1612(b)  of  the  Social  Security  Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (10) 
thereof, 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (11) 
thereof  and  inserting  in  lieu  of  such  period  the  following :  " ;  and", 
and 

(3)  by  adding  after  and  below  paragraph  (11)  thereof  the 
following  new  paragraph : 

"(12)  interest  income  received  on  assistance  funds  referred  to 
in  paragraph  (11)  within  the  9-month  period  beginning  on  the 
date  such  funds  are  received  (or  such  longer  periods  as  the  Sec- 
retary shall  by  regulations  prescribe  in  cases  where  good  cause 
is  shown  by  the  individual  concerned  for  extending  such  period) 
(b)  The  amendment  made  by  this  section  shall  be  effective  July  1, 
1976,  with  respect  to  catastrophes  which  occurred  on  or  after  June  1, 
1976,  and  before  December  31,  1976.  With  respect  to  catastrophes 
wliich  occurred  on  or  after  December  31,  1976,  the  amendment  made 
by  this  section  shall  be  effective  the  first  day  of  the  calendar  quarter 
following  enactment  of  this  Act. 

Sec.  9.  (a)  The  first  sentence  of  section  1613(a)  of  the  Social  Secu- 
rity Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (4)  thereof, 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (5) 
thereof  and  inserting  in  lieu  of  such  period  the  following : " ;  and", 
and 
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(3)  by  adding  after  and  below  paragraph  (5)  thereof  the 
following  new  paragraph : 

"(6)  assistance  referred  to  in  section  1612(b)  (11)  for  the 
9-month  period  beginning  on  the  date  such  funds  are  received 
(or  for  such  longer  period  as  the  Secretary  shall  by  regulations 
prescribe  in  cases  where  good  cause  is  shown  by  the  individual 
concerned  for  extending  such  period)  ;  and,  for  purposes  of  this 
paragraph,  the  term  'assistance'  includes  interest  thereon  which 
is  excluded  from  income  under  section  1612  (b)  ( 12) .". 
(b)  The  amendment  made  by  this  section  shall  be  effective  July  1, 
1976,  with  respect  to  catastrophes  w^hich  occurred  on  or  after  June  1, 
1976,  and  before  December  31,  1976.  With  respect  to  catastrophes 
which  occurred  on  or  after  December  1,  1976,  the  amendment  made 
by  this  section  shall  be  effective  the  first  day  of  the  calendar  quarter 
following  enactment  of  this  Act. 

Sec.  10.  (a)  Chapter  25  of  the  Internal  Revenue  Code  of  1954 
(relating  to  general  provisions  for  employment  taxes)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 


26  use  3506.      "SEC.  3506.  INDIVIDUALS  PROVIDING  COMPANION  SIT- 
TING PLACEMENT  SERVICES. 
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"  (a)  In  General. — For  purposes  of  this  subtitle,  a  person  engaged 
in  the  trade  or  business  of  putting  sitters  in  touch  with  individuals 
who  wish  to  employ  them  shall  not  be  treated  as  the  employer  of  such 
sitters  (and  such  sitters  shall  not  be  treated  as  employees  of  such 
person)  if  such  person  does  not  pay  or  receive  the  salary  or  wages  of 
the  sitters  and  is  compensated  by  the  sitters  or  the  persons  who  employ 
them  on  a  fee  basis. 

"(b)  Definition. — For  purposes  of  this  section,  the  term  'sitters' 
means  individuals  who  furnish  personal  attendance,  companionship, 
or  household  care  services  to  children  or  to  individuals  who  are  elderly 
or  disabled. 

"(c)  Regulations. — The  Secretary  shall  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  purpose  of  this  section.". 

(b)  The  table  of  sections  for  such  chapter  is  amended  by  adding  at 
the  end  thereof  the  following  new  item : 

"Sec.  3506.  Individuals   providing  companion   sitting  placement 
services.". 

(c)  The  amendments  made  by  this  section  shall  apply  to  remunera- 
tion received  after  December  31, 1974. 

(d)  The  amendments  made  by  this  section  shall  not  be  construed  as 
affecting  ( 1 )  any  individual's  right  to  receive  unemployment  compen- 
sation based  on  services  performed  before  the  date  of  the  enactment 
of  this  Act,  or  (2)  any  individual's  eligibility  for  social  security 
benefits  to  the  extent  based  on  services  performed  before  that  date. 
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Sec.  11.  Section  457(c)  of  the  Social  Secuiity  Act  is  amended —  42  USC  657. 

(a)  in  paragraph  (1)  — 

(1)  by  striking  out  "such  support  payments"  and  inserting 
in  lieu  thereof  "amounts  of  child  support  payments  which 
represent  monthly  support  payments",  and 

(2)  by  inserting  ",  which  represent  monthly  support  pay- 
ments," immediately  after  "amounts  so  collected",  and 

(b)  in  paragraph  (2) — 

(1)  by  striking  out  "sucli  support  payments"  and  inserting 
in  lieu  thereof  "amounts  of  child  support  payments  which 
represent  monthly  support  payments", 

(2)  by  inserting  ",  which  represents  monthly  support  pay- 
ments," immediately  after  "amount  so  collected",  and 

(3)  by  striking  out  the  period  at  the  end  thereof  and 
inserting  in  lieu  of  such  period  a  comma,  and 

(c)  by  adding  at  the  end  thereof  the  following  new  provision :  Child  support 
*and  so  much  of  any  amounts  of  child  support  so  collected  as  are  in  proceeds, 
ixcess  of  the  payments  required  to  be  made  in  paragraph  (1)  shall  be  distribution, 
iistributed  in  the  manner  provided  by  subsection  (b)  (3)  (A)  and  (B) 

p^ith  respect  to  excess  amounts  described  in  subsection  (b).". 

Approved  November  12,  1977. 
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95th  Congress  )  HOUSE  OF  REPRESENTATIVES  <  Report 
l8t  Session    )  \  No.  95-439 


CONTINUATION  OF  EXISTING  SUSPENSION  OF  DUTY 
ON  SYNTHETIC  RUTILE 


June  16,  1977. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  pwinted 


Mr.  Ullman,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  3387] 

The  Committee  on  Ways  and  Means  to  \\iiom  was  referred  the  bill 
(H.R.  33S7)  to  continue  imtil  the  close  of  June  30,  1980,  the  existing 
suspension  of  duties  on  synthetic  rutile,  having  considered  the  same, 
report  favorably  thereon  with  amendments  and  recommend  that  the 
bill  as  amended  do  pass. 

The  amendments  (stated  in  tOTns  of  the  page  and  line  numbers  of 
the  introduced  bill)  are  as  follows: 

Page  1,  line  5,  strikeout  '"June  30,  1977" '  and  insert  '''6/30/77" 

Page  1,  line  6,  strike  out  '"June  30,  1980" '  and  msert  '"6/30/79" 

Amend  the  title  so  as  to  read : 

A  bill  to  continue  until  the  dose  of  June  30,  1979,  the  existing  suspension  of 
duties  on  synthetie  rutile. 

Description  of  Provisions 

H.R.  3387  as  reported  would  amend  item  911.25  of  the  Appendix  to 
the  Tariff  Schedules  of  the  United  States  (TSUS)  by  continuing 
through  June  30,  1979,  the  existing  suspension  of  duties  on  sjrnthetic 
rutile. 

The  above  amendment  would  take  effect  after  June  30,  1977,  the 
date  on  which  the  current  duty  suspension  is  due  to  expire. 

General  Statement 

Synthetic  rutile  is  derived  from  ilmenite  through  a  process  of 
upgrading  which  involves  substantial  chemical  change.  Ilmenite,  an 
ore  of  titanium,  contains  about  55  percent  titanium  dioxide.  The 
upgrading  process  results  in  a  product  with  a  titanium  oxide  content 


No  material  re  social  security  in  this  report. 
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Ut  Session       )  \  No.  95-456 


EXTENSION  AND  WAIVER  PROVISIONS  RELATED  TO  SO- 
CIAL SERVICES,  MEDICAID,  AID  TO  FAMILIES  WITH 
DEPENDENT  CHILDREN  PROGRAMS 


September  29  Qegislative  day,  September  22),  1977. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  3387] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
3387)  to  continue  until  the  close  of  June  30,  1980,  the  existing  sus- 
pension of  duties  on  synthetic  rutile,  having  considered  the  same,  re- 
ports favorably  thereon  with  an  amendment  and  an  amendment  to 
the  title  and  recommends  that  the  bill  as  amended  do  pass. 

I.  Summary  of  Provisions 

The  bill  as  passed  by  the  House  of  Representatives  provided  for  a 
suspension  of  tariff  duties  on  synthetic  rutile.  A  similar  suspension 
has  already  been  incorporated  by  the  committee  as  an  amendment  to 
H.R.  2850.  The  committee  amendment  strikes  the  text  of  the  House 
biU  after  the  enacting  clause  and  substitutes  new  language  relatiug  to 
certain  extensions  and  waivers  of  Social  Security  Act  provisions. 

The  Committee  on  Finance  has  under  consideration  or  has  reported 
legislation  making  several  changes  in  the  medicaid,  social  services,  and 
aid  to  families  with  dependent  children  (AFDC)  programs.  The  com- 
mittee anticipates  that  this  legislation  will  be  considered  by  the  Senate 
in  the  near  future.  There  are,  however,  a  few  issues  related  to  these 
programs  which  require  particularly  expeditious  action  in  order  to 
prevent  program  disruptions  or  the  imposition  of  sanctions.  The  com- 
naittee  believes  that  timely  action  in  these  areas  can  best  be  achieved 
if  these  few  issues  are  dealt  with  sepaiately  rather  than  iu  the  context 
of  broader  legislation.  The  extensions  and  waivers  recommended  in 
this  bill  are,  in  every  instance,  no  more  extensive  than  similar  provi- 
sions which  have  already  been  approved  by  the  House  of  Representa- 
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tives  in  other  legislation.  In  addition,  the  committee  bill  clarifies  the 
imemployment  compensation  status  of  certain  State  employees  who 
are  employed  to  provide  specialized  services  for  schools. 

Social  services. — The  committee  bill  would  extend  to  February  1,, 
1978  certain  provisions  relating  to  the  title  XX  social  services  program 
which  would  otherwise  expire  September  30,  1977.  The  expiring  pro-^ 
visions  under  present  law  are : 

1.  Additional  Child  Care  Funding. — $200  million  in  added  social 
services  funding  for  child  care  was  provided  f^*  a  100-percent  matching 
rate  for  fiscal  year  1977. 

2.  Use  oj  Added  Funding  jor  Employment  oj  Weljare  Recipients. — 
States  were  authorized  to  use  part  of  the  added  $200  million  in  child 
care  fimding  for  fiscal  year  1977  to  directly  subsidize  the  employment 
of  welfare  recipients  in  child  care  jobs. 

3.  Weljare  Recipients  Tax  Credit. — credit  against  income  taxes  of 
up  to  $1,000  (20  percent  of  wages  paid)  is  available  under  present 
law  for  employers  who  hire  welfare  recipients  for  child  care  jobs. 

4.  Child  Care  Staijing  Standards. — Federal  stafltog  standards  for 
preschool  age  children  are  currently  in  suspense  so  long  as  States 
continue  to  meet  September  1975  standards.  In  addition,  present  law 
allows  waiver  of  Federal  staffing  standards  for  child  care  facilities 
which  serve  only  a  few  children  whose  care  is  funded  under  the  title 
XX  program.  Present  law  also  allows  family  day  care  mothers  to  not 
count  their  own  school  age  children  in  determining  whether  they 
meet  the  Federal  standards  for  such  facilities. 

5.  Addicts  and  Alcoholics. — Provisions  adopted  in  the  94th  Congress 
permit  certain  aspects  of  treatment  of  addicts  and  alcoholics  to  be 
funded  imder  the  title  XX  social  services  program  even  though  they 
do  not  fully  meet  restrictions  in  that  program.  The  same  legislation 
also  requires  the  observance  of  certain  special  confidentiaUty  provi- 
sions when  addicts  and  alcohohcs  receive  services  under  title  AX. 

The  above  provisions  were  extended  to  October  1,  1978  imder 
H.R.  7200  as  passed  by  the  House. 

Protective  and  Vendor  Payments. — In  addition,  the  committee  bill 
includes  a  provision  in  H.R.  7200,  as  passed  by  the  House,  relating 
to  protective  and  vendor  payments  under  the  program  of  Aid  to 
Famihes  with  Dependent  Children. 

First,  in  cases  m  which  the  State  agency  made  a  determination  of 
inabihty  to  manage  funds,  payments  could  be  made  in  the  form  of 
joint  checks  as  a  Mnd  of  vendor  payment.  Second,  the  limit  on  the 
number  of  recipients  with  respect  to  whom  a  State  could  make  such 
protective  or  vendor  payments  would  be  increased  to  20  percent. 
Third,  in  addition  to  the  protective  and  vendor  payments  which  the 
State  or  local  agency  could  make  subject  to  the  new  20  percent 
limitation.  States  would  be  allowed  to  make  payments  to  cover  the 
cost  of  utility  services  or  Hving  accommodations  in  the  form  of  checks 
drawn  jointly  to  the  order  of  the  recipient  and  the  person  furnishing 
the  services  or  accommodations.  The  amount  of  the  monthly  pay- 
ment which  could  be  made  in  the  form  of  joint  checks  would  be 
limited  to  50  percent.  There  would  be  no  limit  on  the  nmnber  of 
recipients  with  respect  to  whom  joint  checks  to  pay  for  housing  or 
utihties  could  be  written.  This  third  provision  for  jomt  checks  would 
be  limited  to  2  years,  from  October  1,  1977  to  October  1,  1979. 
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In  addition  to  authorizing  increased  numbers  and  forms  of  protective 
and  vendor  payments,  the  bill  would  provide  that  Federal  matching 
funds  could  not  be  denied  to  any  State  for  the  period  between  Janu- 
ary 1,  1968  and  April  1,  1977  (1)  because  the  State  exceeded  the  10- 
percent  Hmitation  on  these  payments;  (2)  because  it  provided  as- 
sistance in  the  form  of  joint  checks;  or  (3)  because  it  did  not  comply 
with  other  specified  conditions. 

Nursing  Home  Patient  Evaluation  Under  Medicaid. — The  Department 
of  Health,  Education,  and  Welfare  plans  to  reduce  Medicaid  payment 
to  20  States  by  a  total  of  $250  milhon  in  the  October-December  1977 
(juarter  because  of  noncompliance  with  statutory  requirements  for 
independent  medicfitl  review  of  medicaid  patients.  The  committee 
amendment  would  prevent  any  reduction  in  Federal  matching  pay- 
ments to  States  until  February  1,  1978  because  of  any  prior  non- 
compliance. This  will  allow  time  to  act  on  substantive  legislative 
changes  now  pending. 

Unemployment  Compensation  for  Certain  School  Personnel. — Public 
Law  94-566  provided  for  the  coverage  under  State  unemployment 
compensation  program  of  State  and  local  government  employees. 
Special  provisions  were  included  for  school  employees  to  assure 
that  they  would  not  ordinarily  be  eligible  for  benefits  during  regular 
vacation  periods.  The  statute  was  so  drawn,  however,  that  school 
employees  who  are  employed  by  a  central  State  agency  to  provide 
specialized  services  to  schools — such  as  music  teachers  who  travel 
from  school  to  school — ^would  apparently  be  eligible  for  unemploy- 
ment benefits  during  vacation  periods.  The  committee  amendment 
would  correct  this  situation  and  provide  comparable  treatment 
for  such  employees  with  the  treatment  afforded  to  those  actually 
employed  by  individual  schools. 

II.  GENERAL  PROVISIONS  OF  THE  BILL 

SOCIAL  SERVICES — CHILD  CARE 

(Sections  1  (a),  (b),  (d),  and  (e)  of  the  Bill) 

Present  law. — Among  other  requirements  mandated  by  the  social 
service  program — title  XX  of  the  Social  Security  Act — for  child 
care  funded  under  the  Social  Security  Act  are  certain  minimum 
staffing  standards.  The  standards  are  shown  in  the  table  below. 

Child  care  center  staffing  requirements  under  law  and  HEW  regulation 


Age  of  child  Maximum  number  of  children  per  staff  member 


Under  6  weeks   1  required  by  regulation. 

6  weeks  to  3  years   4  required  by  regulation.* 

3  to  4  years   5  required  by  law.* 

4  to  6  years   7  required  by  law.* 

6  to  9  years   15  maximum  number  allowed  by  law  (though 

Secretary  of  HEW  may  lower  the  maxi- 
mum number  of  children  per  staff  member, 
thus  increasing  the  staff  required). 

10  to  14  years   20  maximum  number  allowed  by  law  (though 

Secretary  of  HEW  may  lower  the  maxi- 
mum number  of  children  per  staff  member, 
thus  increasing  the  staff  required). 


» Public  Law  94r401  provides  that  no  penalt  y  tor  noncompliance  may  be  invoked  prior  to  Oct.  1, 1977. 
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The  above  standards  were  to  have  become  effective  as  of  October  1,. 
1975,  the  date  when  the  title  XX  program  went  into  operation.  How- 
ever, because  the  imposition  of  these  staflSng  standards  would  have  in- 
creased the  cost  of  operation  of  the  program  and  because  of  disagree- 
ment as  to  the  appropriateness  of  these  standards,  the  94th  Congress 
enacted  legislation  postponing  their  implementation  on  a  mandatory- 
basis  until  October  1,  1977,  by  which  time  a  major  study  of  their  ap- 
propriateness was  to  have  been  completed  by  the  Department  of 
Health,  Education,  and  Welfare. 

Legislation  enacted  earlier  this  year — ^Public  Law  95-59 — has  de- 
ferred until  April  1,  1978  the  date  by  which  the  Department  must 
make  its  report  on  the  appropriateness  of  the  child  care  staffing  stand- 
ards in  permanent  law.  The  Department  had  requested  this  deferral 
in  order  to  permit  it  to  take  into  account  the  results  of  certain  studies 
which  would  not  have  been  completed  in  time  to  be  used  under  the 
prior  deadline  of  July  1,  1977. 

The  94th  Congress  legislation,  in  addition  to  suspending  the  imple- 
mentation of  the  title  XX  staffing  standards  for  child  care,  also  pro- 
vided for  a  temporary  increase  in  the  limit  on  Federal  funding  under 
the  title  XX  program.  The  amount  made  available  was  $40  million 
for  theperiod  prior  to  fiscal  year  1977  and  $200  million  for  fiscal  year 
1977.  The  additional  funding  was  allocated  among  the  States  in  the 
same  way  as  the  permanent  $2.5  billion  limit,  that  is  on  a  population 
basis.  The  $200  million  for  fiscal  year  1977  was  available  on  a  100- 
percent  Federal  basis  and  could  not  exceed  the  amount  of  State  ex- 
penditures for  child  care.  The  law  requires  States,  to  the  extent  they 
determine  feasible,  to  use  the  added  Federal  funding  in  a  way  which 
would  increase  employment  of  welfare  recipients  and  other  low 
income  persons  in  cmld  carejobs.  The  law  also  permits  States,  without 
regard  to  the  usual  title  XX  requirements,  to  use  the  added  Federal 
funding  to  make  grants  to  child  care  providers  to  cover  the  cost  of 
employing  welfare  recipients.  These  grants  are  limited  to  $4,000  a  year 
per  employee  in  the  case  of  proprietary  providers.  For  public  and  non- 
profit providers,  which  are  ineligible  for  tax  credits,  the  limit  on  grants 
IS  $5,000.  Grants  can  be  made  under  this  authority  only  if  at  least  20 
percent  of  the  children  served  by  the  child  care  provider  have  their 
care  paid  for  through  the  title  XX  program. 

Committee  provision— The^  committee  bill  would  provide  for  tem-^ 
orary  extension  of  the  present  law  provisions  to  February  1,  1978, 
y  which  time  the  Congress  will  have  nad  time  to  consider  permanent 
legislation.  The  House,  as  part  of  H.R.  7200,  has  approved  extension 
of  the  provisions  to  October  1,  1978,  with  the  exception  of  a  funding^ 
provision  which  would  provide  for  a  new  $2.7  billion  ceiling  on  social 
services  on  a  permanent  basis. 

Under  the  committee  bill,  the  new  funding  for  child  care  which  was 
authorized  under  PubHc  Law  94-401  would  be  extended  for  the  4- 
month  period  October  1977  through  January  1978.  Thus  each  State 
would  be  entitled  to  its  share  of  $66.6  million  for  that  period.  As  under 
present  law,  the  new  funds  would  be  provided  foi  child  care  services 
on  a  100-percent  Federal  funding  basis.  In  addition,  under  the  com- 
mittee bill  the  child  care  standards  which  have  been  suspended  to 
October  1,  1977,  would  be  suspended  to  February  1,  1978. 

The  committee  bill  would  extent  for  4  months  the  provision  due  to 
expire  October  1,  1977  to  permit  State  welfare  agencies  to  waive  the 
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Federal  staffing  requirements  in  the  care  of  child  care  centers  and 
group  da3^  care  homes  which  meet  State  standards  if  the  children  re- 
ceiving federally  funded  care  represent  no  more  than  20  percent  of  the 
total  number  of  children  served — or  in  the  case  of  a  center,  there  are 
no  more  than  5  such  children — provided  that  it  is  infeasible  to  place 
the  children  in  a  facility  which  does  meet  the  Federal  requirements. 
The  committee  provision  would  also  extend  for  4  months  the  current 
temporary  provision  under  which,  in  counting  the  number  of  children 
imo  may  be  cared  for  in  a  family  day  care  home,  the  family  day  care 
mother's  own  children  are  not  counted  unless  they  are  under  age  6. 

The  legislation  enacted  in  1976  also  included  temporary  provisions 
designed  to  encourage  the  employment  of  welfare  recipients  in  child 
care  jobs.  The  welfare  recipient  employment  incentive  tax  credit 
which  provides  a  20-percent  credit  for  the  expenses  incurred  by  em- 
ployers in  hiring  welfare  recipients  was  made  effective  to  September 
30,  1977,  in  the  case  of  child  care  jobs.  States  weie  also  authorized  to 
use  a  part  of  the  additional  funds  available  under  the  social  service 
program  to  reimburse  emploj^ers  for  the  costs  of  hiring  welfare  recip- 
ients to  the  extent  that  the  costs  were  not  met  through  the  tax  credit. 
The  committee  bill  would  extend  these  two  provisions  to  February  1, 
1978.  The  Committee  expects  to  modify  the  tax  credit  provisions 
when  it  reports  permanent  legislation. 

ADDICTS  AND  ALCOHOLICS 

(Section  1(c)  of  the  bill) 

Present  law. — The  94th  Congress  enacted  a  temporary  amendment 
to  title  XX,  due  to  expire  September  30,  1977,  to  require  that  special 
•confidentiality  requirements  of  the  Comprehensive  Alcohol  Abuse  Act 
be  observed  with  regard  to  addicts  and  alcoholics,  clarify  that  the 
entire  rehabilitative  process  must  be  considered  in  determining 
whether  medical  services  provided  to  addicts  and  alcoholics  can  be 
funded  as  an  integral  part  of  a  State  social  services  program,  and  pro- 
vide for  funding  of  a  7-day  detoxification  period  even  though  social 
services  funding  is  generall}^  not  available  lor  persons  in  institutions. 

Committee  provision. — These  temporary  provisions  have  proven  to 
be  beneficial  to  the  program  and  the  committee  amendment  would 
extend  them  to  February  1,  1978,  pending  permanent  legislation. 

UNEMPLOYMENT  COMPENSATION  PROVISION 

(Section  2  of  the  Bill) 

Public  Law  94-566  required  States  to  cover  virtually  all  State  and 
local  government  employees  under  their  unemployment  compensation 
prograins.  Because  of  the  special  work  patterns  of  school  employees, 
this  legislation  required  that  benefits  not  be  paid  during  regular 
T-acation  periods  to  teachers  who  have  a  reasonable  expectation  of 
reemployment  at  the  end  of  the  vacation.  Nonprofessional  school 
employees  could,  at  State  option,  be  excluded  from  benefits  during 
vacation  periods  on  the  same  basis. 

As  the  statute  was  drawn,  however,  these  exclusions  apply  only  to 
individuals  who  are  actually  employed  by  educational  institutions. 
In  a  number  of  States  there  are  separate  State  agencies  set  up  to 


6 


provide  specialized  services  to  many  schools.  For  example,  such 
agencies  may  provide  driver  education  and  audiovisual  services  to  all 
schools  in  the  State  and  employees  of  these  i^gencies  may  travel  from 
school  to  school  providing  these  services.  Since  such  employees  are 
in  every  respect  the  equivalent  of  school  personnel  and  follow  the 
same  work  and  vacation  patterns,  it  seems  appropriate  to  apply  the 
same  benefit  exclusions  during  vacation  periods  to  these  employees 
as  are  applied  to  persons  who  are  directly  employed  by  schools. 

The  committee  bill  would  extend  to  such  individuals  the  provisions 
under  which  professional  employees  must  be  denied  benefits  during 
vacation  periods  (and  nonprofessional  employees  may  be  denied  such 
benefits)  where  there  is  reasonable  expectation  of  reemployment  at 
the  end  of  the  vacation. 

PROTECTIVE  AND  VENDOR  PAYMENTS 

(Section  3  of  the  Bill) 

Present  Law. — Under  existing  law  States  are  allowed  to  make  pro- 
tective or  vendor  payments,  instead  of  direct  cash  pajnnents,  with  re- 
spect to  recipients  of  aid  to  families  with  dependent  children. 
The  number  of  recipients  with  respect  to  whom  such  pa}Tnents  may 
be  made  in  any  State  may  ,  not  exceed  10  percent  of  the  number  of 
other  ADFC  recipients,  and  the  payments  may  be  made  only  under 
specified  conditions.  State  plans  for  such  pa^Tnents  must  include 
pri visions  for:  (1)  determination  by  the  State  agency  that  the  relative 
of  the  child  with  respect  to  whom  the  payments  are  made  has  such 
inabihty  to  manage  funds  that  making  payments  to  him  would  be 
contrary  to  the  welfare  of  the  child ;  (2)  undertaking  and  continuing 
special  efforts  to  develop  greater  ability  on  the  part  of  the  relative  to 
manage  funds  in  such  manner  as  to  protect  the  welfare  of  the  family; 
and  (3)  periodic  review  by  the  State  agency  of  the  determination  to 
make  protective  or  vendor  payments  to  ascertain  whether  conditions 
justifjdng  the  determination  still  exist,  with  provision  for  termination 
of  the  payments  if  thej^  do  not,  and  for  seeking  judicial  appointment  of 
a  guardian  or  other  legal  representative  if  it  appears  that  the  need 
for  protective  or  vendor  payments  is  continuing  or  is  likely  to  continue 
beyond  a  specified  period. 

Committee  'provision, — During  its  hearings  on  H.R.  7200  the  Com- 
mittee heard  persuasive  testimony  that  the  provisions  of  present  law 
frequently  act  as  a  barrier  to  an  AFDC  family  in  obtaining  adequate 
housing.  It  was  maintained  that  by  raising  the  limit  on  the  number  of 
protective  and  vendor  payments  which  could  be  made  and  adding  new 

Erovisions  for  joint  checks  in  certain  circumstances,  recipients  would 
e  more  likely  than  at  present  to  get  the  housing  and  utility-  services 
which  they  need.  The  committee  bill  thus  includes  several  provisions 
relating  to  protective  and  vendor  pa^Tnents.  These  provisions  are 
identical  to  provisions  of  H.R.  7200,  as  passed  hy  the  House.  First, 
in  cases  in  which  the  State  agenc}^  made  a  determination  of  inability 
to  manage  funds,  payments  could  be  made  in  the  form  of  joint  checks 
as  a  kind  of  vendor  payment.  Such  joint  checks  could  be  made  at  the 
discretion  of  either  the  State  or  local  agency  administering  the  State 
plan.  A  statement  of  the  specific  reasons  for  making  the  pa^nnents  in 
that  manner  would  have  to  be  placed  in  the  case  file.  Second,  the  Hmit 
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on  the  number  of  recipients  with  respect  to  whom  a  State  could  make 
protective  or  vendor  pa3anents  would  be  increased  to  20  percent. 
Third,  in  addition  to  the  protective  and  vendor  paj-ments  which  the 
State  or  local  agency  could  make  subject  to  the  new  20-percent  limita- 
tion. States  would  be  allowed  to  make  payments  to  cover  the  cost  of 
utility  services  or  living  accommodations  in  the  form  of  checks  drawn 
jointly  to  the  order  of  the  recipient  and  the  person  furnishing  the 
services  or  accommodations.  Such  joint  checks  would  have  to  be  re- 
quested by  the  recipient  in  writing,  and  the  request  would  be  effective 
until  revoked  by  the  recipient.  The  amount  of  the  monthly  payment 
which  could  be  made  in  the  form  of  joint  checks  would  be  limited  to 
50  percent.  These  joint  checks  could  be  made  at  the  discretion  of  either 
the  State  or  local  agency  administering  the  State  plan,  and  there 
would  be  no  limit  on  the  number  of  recipients  with  respect  to  whom 
joint  checks  to  pay  for  housing  or  utilities  could  be  written. 

Because  of  the  concern  for  potential  abuse,  the  committee  has 
limited  Federal  matching  for  voluntary,  two-party  vendor  payments 
to  a  period  of  2  years,  or  until  October  1,  1979.  The  committee  expects 
the  Secretary  of  HEW  to  carefully  monitor  the  implementation  of  this 
section  and  to  obtain  from  the  States  such  information  as  he  may  need 
to  report  to  the  committee  on  the  experience  of  the  States  with  the 
voluntar}^  two-party  vendor  arrangement  allowed  under  this  section. 
This  report  should  be  made  available  in  time  for  the  information  to  be 
used  by  the  committee  in  considering  any  legislative  action  that  might 
be  taken  prior  to  the  expiration  date  of  these  provisions. 

In  addition  to  authorizing  increased  numbers  and  forms  of  protec- 
tive and  vendor  payments,  the  committee  bill  would  provide  that  Fed- 
eral matching  funds  could  not  be  denied  to  any  State  for  the  period 
between  January  1,  1968,  and  April  1,  1977:  (1)  because  the  State  ex- 
ceeded the  10-percent  limitation  on  these  payments;  (2)  because  it 
provided  assistance  in  the  form  of  joint  checks;  or  (3)  because  it  did 
not  comply  with  the  State  plan  provisions  described  above  which  limit 
the  conditions  under  which  protective  or  vendor  pa3^ments  may  be 
made.  Testimony  was  presented  at  the  hearings  that  without  this  "for- 
giveness" provision,  New  York  City  might  be  penalized  about  two- 
thirds  of  $1  billion  over  an  8K-year  period. 

MEDICAID  UTILIZATION  CONTROL 

(Section  1(f)  of  the  Bill) 

Present  law. — Present  law  requires  that  States  conduct  regular 
independent  professional  evaluation  of  Medicaid  patients  in  skilled 
nursing  and  intermediate  care  faciUties  and  in  mental  hospitals.  Under 
the  19.72  Social  Security  Amendments,  Federal  matching  payments 
are  to  be  automatically  reduced  by  one-third  for  patients  who  are  in 
skilled  nursing  homes  or  intermediate  care  facilities  for  more  than  60 
days.  The  reduced  matching  does  not  occur  where  a  State  demonstrates 
that  it  is  satisfactorily  undertaking  the  required  regular  independent 
review  of  all  patients  in  all  facilities. 

Committee  provision. — The  Department  of  Health,  Education,  and 
Welfare  plans  to  reduce  medicaid  payments  to  20  States  by  a  total 
of  $250  million  in  the  October-December  1977  quarter  because  of 
noncompliance  with  statutory  requirements  for  independent  medical 
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review  of  medicaid  patients.  The  committee  is  encouraged  that  the 
Department  has  begun  to  aggressively  implement  the  congressional 
mandate.  However,  in  view  of  past  inaction  on  the  part  of  HEW, 
it  feels  that  the  sudden  reduction  in  Federal  funds  for  past  years 
activities  could  have  a  severe  and  unanticipated  impact  on  affected 
State  medicaid  programs.  Further,  Congress  intended  this  program 
to  be  an  incentives  program  to  be  validated  on  a  current  basis  by 
HEW.  The  committee  amendment  would  prevent  any  reduction  in 
Federal  matching  payments  to  States  until  February  1,  1977,  because 
of  any  prior  noncompliance.  This  will  allow  time  to  act  on  substantive 
legislative  changes  now  pending. 

The  States  which  will  be  affected  hy  the  reductions  if  this  provision 
is  not  enacted  and  the  amounts  involved  are  sho\vn  below. 

Penalties  imposed  October  1,  withou  t  legislation 

Alabama   $2,  925,  901 

Alaska   274,  083 

California   30,  718,  446 

Colorado   4,  590,  794 

lUinois   2,  117,346 

Iowa   6,  241,  218 

Kansas   3,  887,  502 

Maryland   2,  236,  487 

Massachusetts   19,  025,  834 

Michigan   9,  196,  973 

Minnesota   5,  290,  508 

Missouri   2,  947,  502 

Montana   737,  379 

Nebraska   1,  386,  147 

New  Jersey   11,  138,  489 

New  York   107,  612,  304 

North  Carolina   2,  687,  131 

North  Dakota   503,  327 

.Ohio   6,  943,  149 

Pennsylvania   13,  593,  459 

Tennessee   8,711,618 

Wisconsin   6,  827,  299 


Total    249,  592,  896 

in.  Budgetary  Impact  of  the  Bill 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganization 
Act  of  1970  and  section  308  of  the  Congressional  Budget  Act  of  1974, 
the  following  statements  are  made  relative  to  the  budgetary  impact 
of  the  bill.  This  bill  is  essentialh^  a  temporary  measure  designed 
to  provide  certain  extensions  and  waivers  pending  enactment  of 
permanent  legislation.  The  only  provision  expected  to  have  a  budg- 
etary impact  is  the  extension  of  the  additional  funding  for  child  care 
services.  The  annual  $200  miUion  increase  in  the  limit  on  social  serv- 
ices enacted  as  part  of  Pubhc  Law  94-401  would  be  extended  for  four 
months.  The  committee  estimates  that  approximately  half  of  the  ad- 
ditional funding  available  under  this  authority  would  actually  be  used 
during  this  period.  On  this  basis  it  is  estimated  that  the  legislation 
would  result  in  increased  Federal  expenditures  of  approximate^^ 
$33  million  in  fiscal  year  1978.  This  increase  is  consistent  with  (and 
less  than)  the  allowance  for  new  legislation  of  this  tyjpe  in  the  budget 
allocation  report  filed  by  the  committee  relative  to  the  second  con- 
current resolution  on  the  budget  for  fiscal  year  1978. 
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IV.  Vote  of  the  Committee  in  Eeporting  the  Bill 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946,  the  following  statement  is  made  relative  to  the  vote  by 
the  committee  to  report  the  bill.  The  bill  was  ordered  reported  by  a 
voice  vote. 

V.  Regulatory  Impact 

In  accordance  with  paragraph  5  of  rule  XXIX  of  the  Standing  Rules 
of  the  Senate,  the  following  statement  of  the  regulatory  impact  of  the 
bill  is  made. 

The  basic  purpose  of  the  bill  is  to  extend  certain  expiring  provisions 
and  relieve  States  from  certain  fiscal  sanctions  which  would  otherwise 
be  imposed.  As  such,  the  bill,  if  anything,  would  tend  to  reUeve  some- 
what the  regulatory  changes  which  might  otherwise  be  required.  One 
provision  dealing  with  vendor  payments  under  the  Aid  to  Families 
with  Dependent  Children  program  will,  if  the  States  choose  to  use  the 
authority  granted  thereby,  require  some  additional  recordkeeping  and 
compliance  with  regulations  designed  to  assure  proper  use  of  the  pro- 
vision. However,  tms  is  entii-ely  voluntary  with  the  States  and  should 
have  a  negligible  impact  on  their  overall  operation  of  the  program. 

VI.  Changes  in  Existing  Law 

In  the  opinion  of  the  committee,  it  is  necessary  in  order  to  expedite 
the  business  of  the  Senate,  to  dispense  with  the  requirements  of  sub- 
section 4  of  rule  XXIX  of  the  Standing  Rules  of  the  Senate  (relating 
to  the  showing  of  changes  in  existing  law  made  by  the  bill,  as  reported). 

o 
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PUBLIC  LAW  95-210— DEC.  13,  1977 


91  STAT.  1485 


^ublic  Law  95-210 
i5th  G)ngress 


An  Act 


0  amend  titles  XVIII  and  XIX  of  the  Social  Security  Act  to  provide  payment 
for  rural  health  clinic  services,  and  for  other  purposes. 


Dec.  13,  1977 
[H.R.  8422] 


42  use  1395/. 


Supra. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
Inited  States  of  America  in  Congress  assembled,  Social  Security 

Act, 

MEDICARE  AMENDMENTS  .amendments. 

Section  1.  (a)  Section  1832(a)  of  the  Social  Security  Act  is  42  USC  1395k. 
mended — 

(1)  by  striking  out  "paragraph  (2)  (B)"  in  paragraph  (1)  and 
inserting  in  lieu  thereof  "subparagraphs  (B)  and  (D)  of  para- 
graph (2)";  and 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (2)  (C) 
and  inserting  in  lieu  thereof  " ;  and"  and  by  adding  the  following 
new  subparagraph  at  the  end  of  paragraph  (2),: 

"  (D)  rural  health  clinic  services." 

( b)  Section  1833  ( a )  of  such  Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (1) ; 

(2)  by  inserting  "(except  those  services  described  in  subpara- 
graph (D)  of  section  1832(a)(2))"  in  paragraph  (2)  after 
"1832(a)(2)"; 

(3)  by  striking  out  the  period  at  the  end  of  paragraph  (2)  and 
inserting  in  lieu  thereof  ",  and" ;  and 

(4)  by  inserting  the  following  new  paragraph  after  paragraph 
(2): 

"  (3)  in  the  case  of  services  described  in  section  1832 (a)  (2)  (D) , 
80  percent  of  costs  which  are  reasonable  and  related  to  the  cost  of 
furnishing  such  services  or  on  such  other  tests  of  reasonableness  as 
the  Secretary  may  prescribe  in  regulations,  including  those  author- 
ized under  section  1861  ( v)  (1)  (A) ." 

(c)  The  Secretary  of  Health,  Education,  and  Welfare  (hereinafter 
ft  this  Act  referred  to  as  the  "Secretary")  shall  conduct  a  study  of  the 
easibility  and  desirability  of  imposing  a  copayment  for  each  visit  to 

rural  health  clinic  for  rural  health  clinic  services  under  part  B  of 
itle  XVIII  of  the  Social  Security  Act,  instead  of  the  deductible  and 
oinsurance  amounts  otherwise  required  under  section  1833  of  such  Act 
dth  respect  to  the  provision  of  such  services.  The  Secretary  shall 
eport  to  the  appropriate  committees  of  Congress,  not  later  than  one 
ear  after  the  date  of  enactment  of  this  Act,  on  such  study  and  on  any 
^commendations  he  may  have  for  changes  in  the  provisions  of  part  B 
►f  title  XVIII  of  the  Social  Security  Act  to  reflect  the  findings  of  such 
tudy. 

(d)  Section  1861  of  such  Act  is  amended  by  adding  at  the  end  thereof 
he  following  new  subsection : 

"Rural  Health  Clinic  Services 

"(*^8»)  (1)  The  term  'rural  health  clinic  services'  means — 

"(A)  physicians'  services  and  such  services  and  supplies  as  are 
covered  under  section  1861  (s)  (2)  (A)  if  furnished  as  an  incident 
to  a  physician's  professional  service, 


42  USC  1395x. 
Study. 

42  use  1395/ 
note. 

42  USC  1395j. 
Supra. 
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"(B)  such  services  furnished  by  a  physician  assistant  or  by  ' 
nurse  practitioner  and  such  services  and  supplies  furnished  as  ai 
incident  to  his  service  as  would  otherwise  be  covered  if  furnisher 
by  a  physician  or  as  an  incident  to  a  physician's  service,  and  j 
"(C)  in  the  case  of  a  rural  health  clinic  located  in  an  area  ii 
which  there  exists  a  shortage  of  home  health  agencies,  part-tim 
or  intermittent  nursing  care  and  related  medical  supplies  (othe 
than  drugs  and  biologicals)  furnished  by  a  registered  professiona 
nurse  or  licensed  practical  nurse  to  a  homebound  individual  unde 
a  written  plan  of  treatment  (i)  established  and  periodicall; 
reviewed  by  a  physician  described  in  paragraph  (2)  (B),  or  (ii' 
established  by  a  nurse  practitioner  or  physician  assistant  ant 
periodically  reviewed  and  approved  by  a  physician  described  ii 
paragraph  (2)  (B), 

when  furnished  to  an  individual  as  an  outpatient  of  a  rural  healtl 

clinic. 

"  (2)  The  term  'rural  health  clinic'  means  a  facility  which —  j 
"(A)  is  primarily  engaged  in  furnishing  to  outpatients  services 
described  in  subparagraphs  (A)  and  (B)  of  paragraph  (1) ;  ! 

"(B)  in  the  case  of  a  facility  which  is  not  a  physician-directe( 
clinic,  has  an  arrangement  (consistent  with  the  provisions  of  Stat< 
and  local  law  relative  to  the  practice,  performance,  and  delivery  o 
health  services)  with  one  or  more  physicians  (as  defined  in  sub 
section  (r)(l))  under  which  provision  is  made  for  the  periodi' 
review  by  such  physicians  of  covered  services  furnished  by  phy 
sician  assistants  and  nurse  practitioners,  the  supervision  an< 
guidance  by  such  physicians  of  physician  assistants  and  nurs< 
practitioners,  the  preparation  by  suclfi  physicians  of  such  medica 
orders  for  care  and  treatment  of  clinic  patients  as  may  be  neces 
sary,  and  the  availability  of  such  physicians  for  such  referral  o: 
and  consultation  for  patients  as  is  necessary  and  for  advice  anc 
assistance  in  the  management  of  medical  emergencies ;  and,  in  th< 
case  of  a  physician- directed  clinic,  has  one  or  more  of  its  stafl 
physicians  perform  the  activities  accomplished  through  such  ar 
arrangement ;  ^ 
"(C)  maintains  clinical  records  on  all  patients ;  ^  ^ 
"(D)  has  arrangements  with  one  or  more  hospitals,  having 
agreements  in  effect  under  section  1866,  for  the  referral  and  admis- 
sion of  patients  requiring  inpatient  services  or  such  diagnostic  oi 
other  specialized  services  as  are  not  available  at  the  clinic; 

"(E)  has  written  policies,  which  are  developed  with  the  advice 
of  (and  with  provision  for  review  of  such  policies  from  time  tc 
time  by)  a  group  of  professional  personnel,  including  one  or  more 
physicians  and  one  or  more  physician  assistants  or  nurse  practi- 
tioners, to  govern  those  services  described  in  paragraph  (1)  which 
it  furnishes; 

"(F)  has  a  physician,  physician  assistant,  or  nurse  practitioner  | 
responsible  for  the  execution  of  policies  described  in  subpara- 
graph (E)  and  relating  to  the  provision  of  the  clinic's  services; 

"(G)  directly  provides  routine  diagnostic  services,  including 
clinical  laboratory  services,  as  prescribed  in  regulations  by  the 
Secretary,  and  has  prompt  access  to  additional  diagnostic  services  j 
from  facilities  meeting  requirements  under  this  title ;  ' 

"(H)  in  compliance  with  State  and  Federal  law,  has  available 
for  administering  to  patients  of  the  clinic  at  least  such  drugs  and 
biologicals  as  are  determined  by  the  Secretary  to  be  necessary  for 
the  treatment  of  emergency  cases  (as  defined  in  regulations)  and 


PUBLIC  LAW  95-210— DEC.  13,  1977  91  STAT.  1487 

has  appropriate  procedures  or  arrangements  for  storing,  admin- 
istering, and  dispensing  any  drugs  and  biologicals ; 

"(I)  has  appropriate  procedures  for  review  of  utilization  of 
clinic  services  to  the  extent  that  the  Secretary  determines  to  be 
necessary  and  feasible ;  and 

"(J)  meets  such  other  requirements  as  the  Secretary  may  find 
necessary  in  the  interest  of  the  health  and  safety  of  the  mdividuals 
who  are  furnished  services  by  the  clinic. 
For  the  purposes  of  this  title,  such  term  includes  only  a  facility  which 
(i)  is  located  in  an  area  that  is  not  an  urbanized  area  (as  denned  by 
the  Bureau  of  the  Census)  and  that  is  designated  by  the  Secretary 
either  (I)  as  an  area  with  a  shortage  of  personal  health  services  under 
section  1302(7)  of  the  Public  Health  Service  Act  or  (II)  as  a  health  42  USC  300e-l. 
manpower  shortage  area  described  in  section  332(a)(1)(A)  of  that  42  USC  256. 
Act  because  of  its  shortage  of  primary  medical  care  manpower,  (ii) 
has  filed  an  agreement  with  the  Secretary  by  which  it  agrees  not  to 
charge  any  individual  or  other  person  for  items  or  services  for  which 
such  individual  is  entitled  to  have  payment  made  under  this  title, 
except  for  the  amount  of  any  deductible  or  coinsurance  amount 
imposed  with  respect  to  such  items  or  services  (not  in  excess  of  the 
amount  customarily  charged  for  such  items  and  services  by  such 
clinic),  pursuant  to  subsections  (a)  and  (b)  of  section  1833,  (iii)   ^nic,  p.  1485. 
employs  a  physician  assistant  or  nurse  practitioner,  and  (iv)  is  not  a 
rehabilitation  agency  or  a  facility  which  is  primarily  for  the  care  and 
treatment  of  mental  diseases.  A  facility  that  is  in  operation  and  quali- 
fies as  a  rural  health  clinic  under  this  title  or  title  XIX  and  that   42  USC  1396. 
subsequently  fails  to  satisfy  the  requirement  of  clause  (i)  shall  be 
considered,  for  purposes  of  this  title  and  title  XIX,  as  still  satisfying 
the  requirement  of  such  clause. 

"  (3)  The  term  ^physician  assistant'  and  the  term  'nurse  practitioner' 
mean,  for  the  purposes  of  paragraphs  (1)  and  (2),  a  physician  assist- 
ant or  nurse  practitioner  who  performs  such  services  as  such  indi- 
vidual is  legally  authorized  to  perform  (in  the  State  in  which  the 
individual  performs  such  services)  in  accordance  with  State  law  (or 
the  State  regulatory  mechanism  provided  by  State  law),  and  who 
neets  such  training,  education,  and  experience  requirements  (or  any 
combination  thereof)  as  the  Secretary  may  prescribe  in  regulations.". 

(e)  Any  private,  nonprofit  health  care  clinic  that —  42  USC  1395x 

(1)  on  July  1, 1977,  was  operating  and  located  in  an  area  which  °ote. 
on  that  date  (A)  was  not  an  urbanized  area  (as  defined  by  the 
Bureau  of  the  Census)  and  (B)  had  a  supply  of  physicians 
insufficient  to  meet  the  needs  of  the  area  (as  determined  by  the 
Secretary),  and 

(2)  meets  the  definition  of  a  rural  health  clinic  under  section 

1861  (aa)  (2)  or  section  1905(1)  of  the  Social  Security  Act,  except  Ante,  p.  1485. 

for  clause  (i)  of  section  1861  (aa)  (2),  Po'^  P-  1*88. 

,hall  be  considered,  for  the  purposes  of  title  XVIII  or  XIX,  respec-  42  USC  1395. 
:ively,  of  the  Social  Security  Act,  as  satisfying  the  definition  of  a  rural 
[lealth  clinic  under  such  section. 

(f)  Section  1862(a)  (3)  of  such  Act  is  amended  by  striking  out  "in  42  USC  1395y. 
such  cases"  and  inserting  in  lieu  thereof  "in  the  case  of  rural  health 

;linic  services,  as  defined  in  section  1861  (aa)  (1),  and  in  such  other    ^»<e.  P- 1485. 
lases"* 

ig)  Section  1861  (s)  (2)  of  such  Act  is  amended—  42  USC  1395x. 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph  (C)  (ii) ; 

(2)  by  inserting  "and"  at  the  end  of  subparagraph  (D) ;  and 
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(3)  by  adding  the  following  new  subparagraph,  at  the  end 
thereof : 

"(E)  rural  health  clinic  services;". 

(h)  The  second  sentence  of  section  1861  (s)  of  such  Act  is  amended 
by  inserting     a  rural  health  clinic,"  after  "physician's  office". 

(i)  Section  1864(a)  of  such  Act  is  amended — 

(1)  by  inserting  "or  whether  a  facility  therein  is  a  rural  healtl? 
clinic  as  defined  in  section  1861  (aa)  (2) ,"  in  the  first  sentence  aftei 
"home  health  agency," ; 

(2)  by  inserting  "rural  health  clinic,"  in  the  second  sentence 
after  "nursing  facility," ; 

(3)  by  inserting  "rural  health  clinic,"  in  the  last  sentence  afteii 
"facility,"  the  first  and  second  times  it  appears ;  and 

(4)  by  striking  out  "such  facility"  in  the  last  sentence  and 
inserting  in  lieu  thereof  "such  health  care  facility,  rural  health 
clinic". 

(j)  The  amendments  made  by  this  section  shall  apply  to  services 
rendered  on  or  after  the  first  day  of  the  third  calendar  month  which 
begins  after  the  date  of  enactment  of  this  Act. 

MEDICAID  AMENDMENTS 

Sec.  2.  (a)  Paragraph  (2)  of  section  1905(a)  of  the  Social  Security 
Act  is  amended  to  read  as  follows : 

"(2)  (A)  outpatient  hospital  services,  and  (B)  consistent  with 
State  law  permitting  such  services,  rural  health  clinic  services  (as 
defined  in  subsection  (1))  and  any  other  ambulatory  services 
which  are  offered  by  a  rural  health  clinic  (as  defined  in  subsection 
(1) )  and  which  are  otherwise  included  in  the  plan;". 

(b)  Section  1905  of  such  Act  is  amended  by  adding  after  subsection 
(k)  the  following  new  subsection : 

"(1)  The  terms  'rural  health  clinic  services'  and  'rural  health  clinic' 
have  the  meanings  given  such  terms  in  section  1861  (aa),  except  that 

(1)  clause  (ii)  of  section  1861  (aa)  (2)  shall  not  apply  to  such  terms, 
and  (2)  the  physician  arrangement  required  under  section  1861  (aa) 

(2)  (B)  shall  only  apply  with  respect  to  rural  health  clinic  services 
and,  with  respect  to  other  ambulatory  care  services,  the  physician 
arrangement  required  shall  be  only  such  as  may  be  required  under  the 
State  plan  for  those  services.". 

(c)  Section  1902 (a)  of  such  Act  is  amended — 

(1)  by  striking  out  the  semicolon  at  the  end  of  paragraph  (13) 
and  inserting  in  lieu  thereof  " ;  and",  and  by  adding  at  the  end  of 
such  paragraph  the  following  new  subparagraph: 

"(F)  for  payment  for  services  described  in  section  1905(a) 
(2)  (B)  provided  by  a  rural  health  clinic  under  the  plan  of 
100  percent  of  costs  which  are  reasonable  and  related  to  the 
cost  of  furnishing  such  services  or  based  on  such  other  tests  of 
reasonableness,  as  the  Secretary  may  prescribe  in  regulations 
under  section  1833(a)  (3),  or,  in  the  case  of  services  to  which 
those  regulations  do  not  apply,  on  such  tests  of  reasonablen 
ness  as  the  Secretary  may  prescribe  in  regulations  under  this 
subparagraph;";  arid 

(2)  by  inserting  ",  or  by  reason  of  the  fact  that  the  plan  provides 
for  payment  for  rural  health  clinic  services  only  if  those  services 
are  provided  by  a  rural  health  clinic"  before  the  semicolon  at  the 
end  of  paragraph  (23). 
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( d )  Section  1910  of  such  Act  is  amended — 

(1)  by  amending  the  heading  to  read  as  follows :  "certitication 

AND  APPROVAL  OP  SKILLED  NURSING  FACILITIES  AND  OP  RURAL  HEALTH 

clinics"  ; 

(2)  by  striking  out  "(a)"  and  inserting  in  lieu  thereof  "(a) 

(1)"; 

(3)  by  striking  out  "(b)"  and  inserting  in  lieu  thereof  "(2)"; 
and 

(4)  by  adding  at  the  end  thereof  the  following  new  subsection : 
"(b)  (1)  Whenever  the  Secretary  certifies  a  facility  in  a  State  to  be 

[qualified  as  a  rural  health  clinic  under  title  XVIII,  such  facility  shall 
i>e  deemed  to  meet  the  standards  for  certification  as  a  rural  health 
clinic  for  purposes  of  providing  rural  health  clinic  services  under  this 
title. 

"  (2)  The  Secretary  shall  notify  the  State  agency  administering  the  Approval 
medical  assistance  plan  of  his  approval  or  disapproval  of  any  facility 
in  that  State  which  has  applied  for  certification  by  him  as  a  qualified 
rural  health  clinic". 

(e)  Section  1866(c)  (2)  of  such  Act  is  amended  by  striking  out  "sec- 
tion 1910"  and  inserting  in  lieu  thereof  "section  1910(a)". 

(f )  (1)  The  amendments  made  by  this  section  shall  (except  as  other- 
wise provided  in  paragraph  (2) )  apply  to  medical  assistance  provided, 
under  a  State  plan  approved  under  title  XIX  of  the  Social  Security 
Act,  on  and  after  the  first  day  of  the  first  calendar  quarter  that  begins 
more  than  six  months  after  the  date  of  enactment  of  this  Act. 

(2)  In  the  case  of  a  State  plan  for  medical  assistance  under  title 
XIX  of  the  Social  Security  Act  which  the  Secretary  determines 
requires  State  legislation  in  order  for  the  plan  to  meet  tne  additional 
requirements  imposed  by  the  amendments  made  by  this  section,  the 
State  plan  shall  not  be  regarded  as  failing  to  comply  with  the  require- 
ments of  such  title  solely  on  the  basis  of  its  failure  to  meet  these  addi- 
tional requirements  before  the  first  day  of  the  first  calendar  quarter 
beginning  after  the  close  of  the  first  regular  session  of  the  State  legis- 
lature that  begins  after  the  date  of  enactment  of  this  Act. 


42  use  1395CC. 
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Sec.  3.  (a)  The  Secretary  shall  provide,  through  demonstration 
projects,  reimbursement  on  a  cost  basis  for  services  provided  by  phj^si- 
cian-directed  clinics  in  urban  medically  underserved  areas  for  which 
payment  may  be  made  under  title  XVIII  of  the  Social  Security  Act 
and,  notwithstanding  any  other  provision  of  such  title,  for  services 
provided  by  a  physician  assistant  or  nurse  practitioner  employed  by 
such  clinics  which  would  otherwise  be  covered  under  such  title  if  pro- 
vided by  a  physician. 

(h)  The  demonstration  projects  developed  under  subsection  (a)  shall  Evaluation 
be  01  sufficient  scope  and  carried  out  on  a  broad  enough  scale  to  allow 
the  Secretary  to  evaluate  fully — 

(1)  the  relative  advantages  and  disadvantages  of  reimburse- 
ment on  the  basis  of  costs  and  fee- for-ser vice  for  physician- 
directed  clinics  employing  a  physician  assistant  or  nurse 
practitioner; 

(2)  the  appropriate  method  of  determining  the  compensation 
for  physician  services  on  a  cost  basis  for  the  purposes  of  reimburse- 
ment of  services  provided  in  such  clinics ; 

(3)  the  appropriate  definition  for  such  clinics ; 
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(4)  the  appropriate  criteria  to  use  for  the  purposes  of  designat- 
ing urban  medically  underserved  areas ;  and 

(5)  such  other  possible  changes  in  the  provisions  of  title  XVIII 
42  use  1395.            of  the  Social  Security  Act  as  might  be  appropriate  for  the  efficient 

and  cost-effective  reimbursement  of  services  provided  in  such 
clinics. 

Expenditures.  (c)  Grants,  payments  under  contracts,  and  other  expenditures  made 

for  demonstration  projects  under  this  section  shall  be  made  in  appro- 
priate part  from  the  Federal  Hospital  Insurance  Trust  Fund  (estab- 
42  use  1395i.  lished  by  section  1817  of  the  Social  Security  Act)  and  the  Federal 
Supplementary  Medical  Insurance  Trust  Fund  (established  by  sec- 
42  use  1395t.  tion  1841  of  the  Social  Security  Act).  Grants  and  payments  under 
contracts  may  be  made  either  in  advance  or  by  way  of  reimbursement, 
as  may  be  determined  by  the  Secretary,  and  shall  be  made  in  such 
installments  and  on  such  conditions  as  the  Secretary  finds  necessary  to 
carry  out  the  purpose  of  this  section.  With  respect  to  any  such  grant, 
payment,  or  other  expenditure,  the  amount  to  be  paid  from  each  trust 
fund  shall  be  determined  by  the  Secretary  giving  due  regard  to  the 
purposes  of  the  demonstration  projects. 
Report  to  (d)  The  Secretary  shall  submit  to  the  Congress,  no  later  than  Janu- 

ary 1,  1981,  a  complete,  detailed  report  on  the  demonstration  projects 
conducted  under  subsection  (b).  Such  report  shall  include  any  recom- 
mendations for  legislative  changes  which  the  Secretary  finds  necessary 
or  desirable  as  a  result  of  carrying  out  such  demonstration  projects. 
Definitions.  (e)  As  used  in  this  section,  the  terms  "physician  assistant"  and 

"nurse  practitioner"  have  the  meanings  given  such  terms  in  section 
Ante,  p.  1485.      1861  (aa)  (3)  of  the  Social  Security  Act. 


42  use  1395// 
note. 


REPORT  BY  THE  SECRETARY  OF  HEALTH,  EDUCATION,  AND  WELFARE  ON 
MENTAL  HEALTH  AND  OTHER  CENTERS 

Sec.  4.  (a)  The  Secretary  shall  submit  to  the  Congress,  no  later  than 
six  months  after  the  date  of  enactment  of  this  Act,  a  report  on  the 
advantages  and  disadvantages  of  extending  coverage  under  title 
XVIII  of  the  Social  Security  Act  to  urban  or  rural  comprehensive 
mental  health  centers  and  to  centers  for  treatment  of  alcoholism  and 
drug  abuse. 

(b)  The  report  submitted  under  subsection  (a)  shall  include  evalua- 
tions of — 

(1)  the  need  for  coverage  under  such  title  of  services  provided 
by  such  centers ; 

(2)  the  extent  of  present  utilization  of  such  centers  by  individ- 
uals eligible  for  benefits  under  such  title ; 

(3)  alternatives  to  services  provided  by  such  centers  presently 
available  to  individuals  eligible  for  benefits  under  such  title; 

(4)  the  appropriate  definition  for  such  centers ; 

(5)  the  types  of  treatment  provided  by  such  centers; 

(6)  present  Federal  and  State  funding  for  such  centers; 

(7)  the  extent  of  coverage  by  private  insurance  plans  for 
services  provided  by  such  centers ;" 

.(8)  present  and  projected  costs  of  services  provided  by  such 
centers ; 

(9)  available  methods  for  assuring  proper  utilization  of  such 
centers ; 

(10)  the  effect  of  allowing  coverage  for  services  provided  by 
such  centers  on  other  providers  and  practitioners;  and 
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(11)  the  need  for  any  demonstration  projects  for  further 
evaluation  of  the  need  for  coverage  for  services  provided  by  such 
centers. 

ACCESS  TO  CERTAIN  TAX  RETURN  INFORMATION  BY  THE  NATIONAL 
INSTITUTE  FOR  OCCUPATIONAL  SAFETY  AND  HEALTH 

Sec.  5.  Subsection  (m)  of  section  6103  of  the  Internal  Revenue  Code 
jf  1954  (relating  to  disclosure  of  taxpayer  identity  information)  is  26  USC  6103. 
amended  to  read  as  follows : 
"(m)  Disclosure  of  Taxpayer  Identity  Information. — 

"(1)  Tax  refunds. — The  Secretary  may  disclose  taxpayer 
identity  information  to  the  press  and  other  media  for  purposes 
of  notifying  persons  entitled  to  tax  refunds  when  the  Secretary, 
after  reasonable  effort  and  lapse  of  time,  has  been  unable  to  locate 
such  persons. 

"(2)  Federal  claims. — Upon  written  request,  the  Secretary 
may  disclose  the  mailing  address  of  a  taxpayer  to  officers  ana 
employees  of  an  ag^ency  personally  and  directly  engaged  in,  and 
solely  for  their  use  in,  preparation  for  any  administrative  or  judi- 
cial proceeding  (or  investigation  which  may  result  in  such  a  pro- 
ceeding) pertaining  to  the  collection  or  compromise  of  a  Federal 
claim  against  such  taxpayer  in  accordance  with  the  provisions  of 
section  3  of  the  Federal  Claims  Collection  Act  of  1966.  31  USC  952. 

"(3)  National  institute  for  occupational  safety  and 
HEALTH. — Upon  written  request,  the  Secretary  may  disclose  the 
mailing  address  of  taxpayers  to  officers  and  employees  of  the 
National  Institute  for  Occupational  Safety  and  Health  solely  for 
the  purpose  of  locating  individuals  who  are,  or  may  have  been, 
exposed  to  occupational  hazards  in  order  to  determine  the  status 
of  their  health  or  to  inform  them  of  the  possible  need  for  medical 
care  and  treatment.". 

TRANSFER  OF  PUBLIC  HEALTH  SERVICE  HOSPITAL  IN  TEXAS 

Sec.  6.  If  the  Secretary  acquires  the  Space  Center  Memorial  Hos- 
pital in  Nassau  Bay,  Texas,  for  the  purpose  of  transferring  to  it  the 
ictivities  and  functions  of  the  Public  Health  Service  hospital  in 
jralveston,  Texas,  the  Secretary  may  close  the  Public  Health  Service 
lospital  in  Galveston,  Texas. 

Approved  December  13,  1977. 
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RURAL  HEALTH  CLINIC  SERVICES 


July  29,  1977. — Ordered  to  be  printed 


Mr.  Ullman,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPOET 

[To  accompany  H.R.  8422] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.R.  8422)  to  amend  title  XVIII  of  the  Social  Security  Act  to  pro- 
vide payment  for  rural  health  clinic  services,  having  considered  the 
same,  report  favorably  thereon  with  amendments  and  recommend 
that  the  bill  as  amended  do  pass. 

The  amendments  (stated  m  terms  of  the  page  and  line  nimibers  of 
the  introduced  bill)  are  as  follows : 

On  the  first  page  line  7,  insert  after  the  semicolon  "and". 

On  the  first  page,  strike  out  line  8  and  all  that  follows  down  through 
line  2  on  page  2. 

Page  2,  line  3,  strike  out  "(3)"  and  insert  in  lieu  thereof  "(2)  ". 

Page  2,  line  15,  strike  out " ;  and"  and  insert  in  lieu  thereof  and". 

Page  3,  line  13,  before  "clinic"  insert  "rural  health". 

Page  3,  line  18,  after  "(B)"  insert  the  following:  "in  the  case  of  a 
facility  which  is  not  a  physician-directed  clinic,". 

Page  3,  line  21,  strike  out  "section  1861"  and  insert  in  lieu  thereof 
"subsection". 

Page  4,  line  6,  strike  out  "except  that"  and  insert  in  lieu  thereof 
"and". 

Page  4,  line  7,  strike  out  "shall  have"  and  insert  in  lieu  thereof 
"has". 

Page  6,  line  19,  strike  out  "clinics,"  and  insert  in  lieu  thereof  "clinic 
sendees,". 

Page  6,  strike  out  line  21  and  all  that  follows  down  tlirough  line  9 
on  page  7,  and  insert  in  lieu  thereof  the  following : 

(e)  Section  1861  (s)  (2)  of  such  Act  is  amended— 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph 

(C)  (ii); 

(2)  by  inserting  "and"  at  the  end  of  subparagraph 

(D)  ;  and 

(3)  by  adding  the  following  new  subparagraph  at 
the  end  thereof : 

"  (E)  rural  health  clinic  services 

(1) 
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Page  8,  line  3,  strike  out  "physician  extenders"  and  insert  "primary 
care  practitioners". 

Page  8,  beginning  in  line  11,  strike  out  "physician  extenders"  and 
insert  "primary  care  practitioner". 

Page  9,  line  10,  strike  out  "grant"  and  insert  in  lieu  thereof  "grant,". 

Page  9,  line  16,  strike  out  "project"  and  insert  in  lieu  thereof 
"projects". 

Page  9,  line  19,  strike  out  "project"  and  insert  in  lieu  thereof 
"projects". 

Page  10,  line  8,  strike  out  "(i)"  and  insert  in  lieu  thereof" (A)". 
Page  10,  line  11,  strike  out  "(ii)"  and  insert  in  lieu  thereof  "(B)". 
Page  11,  line  20,  strike  out  "experiment  or". 
Page  11,  line  25,  strike  out  "experiment  or". 
Amend  the  title  so  as  to  read : 

A  bill  to  amend  title  XVIII  of  the  Social  Security  Act  to 
provide  payment  for  rural  health  clinic  services,  and  for  other 
purposes. 

I.  Purpose  and  BACKGROimD  of  the  Bill 

As  a  result  of  hearings  conducted  in  Appalachia  by  your  commit- 
tee's Subcommittee  on  Health,  it  has  become  evident  that  often  the 
only  types  of  primary  and  emergency  care  services  available  to  resi- 
dents of  isolated  rural  areas  are  not  covered  under  the  medicare  pro- 
gram. Because  of  the  inability  to  support  the  practice  of  a  physician, 
these  communities  have  developed  clinics  where  many  of  the  primary 
care  services  traditionally  performed  by  physicians  are  furnished  by 
specially  trained  nonphysician  personnel  called  primary  care  practi- 
tioners. Under  present  law,  medicare  coverage  is  available  for  these 
types  of  services  only  when  they  are  provided  by  a  physician. 

.  In  recommending  legislation  to  provide  medicare  coverage  for  serv- 
ices furnished  in  these  clinics,  your  committee  is  attempting  to  address 
the  severe  problem  resulting  from  the  lack  of  physicians  in  many  rural 
areas.  Your  committee  believes  that  by  providing  for  reimbursement 
on  the  basis  of  costs  incurred  iji  furnishing  covered  services  and  by 
limiting  eligibility  to  clinics  located  in  areas  of  physician  scarcity, 
the  bill  addresses  the  existing  problem  in  a  cost-effective  and  efficient 
manner. 

II.  Summary  of  the  Bill 

As  reported,  H.R.  8422,  provides  coverage  under  part  B  of  medicare 
for  rural  health  clinic  services  and  requires  the  Secretary  to  conduct 
demonstration  projects  involving  clinics  located  in  medically  under- 
served  urban  areas  and  comprehensive  outpatient  mental  health  cen- 
ters. The  summary  presented  below  briefly  outlines  the  principal 
features  of  the  bill. 

RURAL  HEALTH  CLINIC  SERVICES 

Your  committee's  bill  provides  coverage  for  services  furnished  by 
clinics  located  in  rural,  medically  underserved  areas  if  they  are  staffed 
by  primary  care  practitioners.  Payment  for  covered  services,  includ- 
ing physician  services  provided  in  the  clinic,  would  be  made  directly 
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to  the  clinic  and  would  be  based  on  the  costs  incurred  in  furnishing 
these  services  to  medicare  beneficiaries.  Services  furnished  by  primary 
care  practitioners  would  also  be  covered  if  such  services  are  otherwise 
covered  under  the  medicare  program  when  furnished  by  a  physician 
and  if  they  are  rendered  by  the  primary  care  practitioner  under  the 
general  supervision  of  a  physician. 

DEMONSTRATION  PROJECT  FOR  URBAN  PHYSICIAN-DIRECTED  CLINICS 

The  bill  requires  the  Secretary  to  develop  and  carry  out  demonstra- 
tion projects  to  evaluate  reimbursement  on  a  cost  basis  for  services 
provided  by  phj^sician-directed  clinics  in  urban  medically  underserved 
areas.  The  services  to  be  included  in  these  projects  are  those  which  are 
presently  covered  under  the  medicare  program  and  any  services  pro- 
vided by  primary  care  practitioners  employed  by  such  clinics  which 
would  otherwise  be  covered  if  provided  by  a  physician.  The  Secretary 
is  to  report  to  the  Congress,  no  later  than  January  1, 1981,  on  the  re- 
sults of  these  projects  with  any  recommendations  for  legislative 
changes  which  he  finds  necessary  or  desirable. 

DEMONSTRATION  PROJECT  FOR  COMPREHENSIVE  OUTPATIENT  MENTAL 

HEALTH  CENTERS 

The  bill  requires  the  Secretary  to  develop  and  carry  out  demonstra- 
tion projects  to  evaluate  the  effects  and  imjjlications  of  medicare  re- 
imbursement for  services  furnished  in  organized  centers  offering  com- 
prehensive outpatient  mental  health  services.  The  Secretary  is  to  report 
to  the  Congress,  no  later  than  January  1, 1981,  on  the  results  of  these 
projects  with  any  recommendations  for  legislative  changes  which  he 
finds  necessary  or  desirable. 

III.  General  Statkment 

A.  RURAL  HEALTH  CLINICS 

Many  isolated  rural  communities  which  have  not  been  able  to  attract 
or  retain  a  physician  have  come  to  rely  on  clinics  which  do  not  follow 
the  traditional  model  of  physician  delivery  of  medical  services.  These 
rural  clinics  are  staffed,  not  by  physicians,  but  by  specially  trained 
nurse  practitioners  and  physician  assistants — often  referred  to  as  pri- 
mary care  practitioners — who  are  trained  to  provide  primary  medical 
care  services  traditionally  performed  only  by  physicians.  Although 
there  is  physician  supervision  of  the  services  provided  by  primary  care 
practitioners,  it  is  indirect  rather  than  "over  the  shoulder." 

Other,  more  populated  communities  that  could  financially  support 
the  practice  of  a  physician,  have  also  had  difficulty  in  retaining  physi- 
cians. Physicians  have  often  been  reluctant  to  locate  in  these  communi- 
ties because  of  the  likelihood  of  a  heavy  patient  load  with  no  relief 
available  for  time  off  for  vacation  or  continuing  education.  The  devel- 
opment of  clinics  which  have  a  full-time  physician  but  use  a  primary- 
care  practitioner  to  take  responsibility  for  a  large  part  of  the  physi- 
cian's patient  load,  has  meant  that  many  of  these  communities  are  now 
able  to  retain  a  physician. 
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These  rural  health  clinics  staffed  by  primary  care  practitioners  have 
developed  in  a  variety  of  ways.  Many  were  developed  through  public 
efforts  including  community  f  undraising,  State  and  local  government 
funding,  and  Federal  f undmg  under  the  Office  of  Economic  Opportu- 
nity, the  Public  Health  Service,  or  the  Appalachian  Kegional  Commis- 
sion. In  some  cases,  physicians  in  private  practice  in  a  nearby  urban 
area  have  set  up  a  "satellite  clinic"  m  a  rural  area  which  is  staffed  by  a 
primary  care  practitioner. 

Although  the  services  provided  by  the  physician,  whether  he  is 
present  in  the  clinic  on  a  full-  or  part-time  basis  are  presently  covered, 
the  services  provided  by  the  primary  care  practitioner  in  the  rural 
health  clinics  are  not  eligible  for  any  medicare  reimbursement. 

Under  the  original  medicare  act,  services  of  physicians  practicing 
in  a  clinic  setting  are  covered  under  part  B  of  medicare.  Services  pro- 
vided in  the  clinic  by  personnel  other  than  physicians  and  certain 
medical  supplies  are  also  covered  when  provided  "as  an  incident  to  a 
physician's  service." 

Over  the  years,  this  "incident  to"  requirement  has  been  interpreted 
to  mean  that  two  requirements  must  be  met.  The  first  is  that  there  must 
be  direct  physician  supervision  of  the  services  provided  by  the  non- 
physician  personnel.  The  second  is  that  the  services  provided  by  the 
nonphysician  personnel  cannot  be  physician-type  services,  that  is, 
they  cannot  be  actual  medical  services. 

Primary  care  practitioners,  whether  they  practice  in  clinics  where 
there  is  a  physician  present  full-time  or  in  clinics  where  only  the 
backup  services  of  a  physician  are  available,  meet  neither  of  these 
requirements.  The  services  they  provide  are  medical  care  services  of 
the  type  ordinarily  performed  only  by  physicians  and  the  physician 
supervision  of  the  services  is  only  indirect. 

Since  the  services  provided  by  the  primary  care  practitioner  to 
medicare  beneficiaries  are  not  eligible  for  medicare  reimbursement, 
these  services,  have  either  been  paid  for  out-of-pocket  by  the  bene- 
ficiary, supported  through  a  grant,  or  treated  by  the  clinic  as  a  bad 
debt.  As  a  result  of  these  and  other  factors,  several  rural  health  clinics 
are  now  confronted  with  serious  financial  problems.  Exacerbating  the 
current  situation  is  the  fact  that  Appalachian  Kegional  Commission 
grants  which  have  been  supporting  these  clinics  are  due  to  expire  over 
the  next  several  months.  Your  committee  is  concerned  that,  without 
medicare  funding,  many  of  these  clinics  can  never  become  self-sufficient 
and  may  be  forced  to  close. 

Rural  health  clinic  services 

Your  committee's  bill  provides  coverage  for  services  furnished  by 
primary  care  practitioners  in  rural  health  clinics,  whether  or  not  the 
clinic  is  under  the  full-time  direction  of  a  physician,  provided  the  pri- 
mary care  practitioner  is  legally  authorized  under  State  law  to  per- 
form such  services.  Services  and  supplies  which  are  furnished  incident 
to  a  primary  care  practitioner's  services  in  the  clinic  would  also  be 
covered  if  thejr  are  presently  covered  when  provided  as  an  incident 
to  a  physician  s  service — for  example,  bandages  and  traditional  nurs- 
ing services. 
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Altlioii«>h  clinics  often  provide  a  Avidor  range  of  services,  for  ex - 


these  services  wonld  not  be  covered  since  they  are  not  covered  by  medi- 
care linger  an.y  other  circumstances. 
Rural  health  clhm 

lllirftl  health  clinics  are  defined  as  those  clinics  wliich  are  located  in 
rural  areas  that  have  l)een  desiiniated  by  the  Secretary  as  having  medi- 
cally underserved  populations  under  section  130^(7)  of  the  Public 
Healtli  Service  Act.  Only  tliose  clinics  which  employ  a  primary  care 
practitioner  would  be  eligible. 

Clinical  records 

Your  committee's  bill  rer^uires  that  the  rural  health  clinic  maintain 
medical  records  on  all  patients.  Such  a  requirement  parallels  the  re- 
quirement that  hospitals,  nursing  homes,  and  home  health  agencies  par- 
ticipating in  medicare  maintain  clinical  records  on  all  patients. 

Hospital  arrange'iiients 

Since  the  clinics  serve  as  an  entry  point  into  the  medical  care  system, 
the  bill  requires  that  the  clinic  have  an  arrangement  witli  one  or  more 
hospitals,  meeting  requirements  of  the  medicare  program,  for  referral 
and  admission  of  patients  who  need  inpatient  hospital  services  or  other 
specialized  services  not  available  at  the  clinic. 

In  order  to  help  assure  the  quality  of  the  services  for  vrhich  medi- 
care payment  is  made,  the  bill  requires  iniral  clinics  to  meet  certain 
criteria  as  a  condition  for  payment.  Since  the  clinics  are  of  diverse 
character,  these  criteria  are  very  broad  and  flexible.  For  example,  some 
clinics  have  been  able  to  obtain  relatively  sophisticated  facilities  and 
eciuipment  while  others,  althouoh  providing  quality  care,  have  only 
the  most  basic  facilities  and  equipment.  There  are,  however,  a  number 
of  standards  which  your  committee  believes  should  be  met  by  all 
covered  rural  clinics. 

Physician  supervision  an  angevient 

Although  primary  care  practitioners,  particularl}^  nurse  practition- 
ers, provide  a  broad  range  of  services  such  as  health  education,  preven- 
tive care,  and  counseling,  the  types  of  services  covered  under  the  medi- 
care program  are  services  which  are  necessary  for  the  diagnosis  and 
treatment  of  illness  or  injury.  Since  the  services  covered  under  this 
legislation  would  involve  the  practice  of  medicine,  the  clinic  would 
be  required  to  have  an  arrangement  with  a  physician  under  which  the 
phj^sician  periodically  reviews  the  services  provided  by  the  primary 
care  practitioner,  provides  supervision  and  guidance  of  the  primary 
care  and  treatment  of  patients.  Under  such  an  arrangement,  the  physi- 
cian would  be  required  to  make  himself  available  for  any  necessary 
referral  of  patients  and  for  advice  and  assistance  in  medical  emergen- 
cies. However,  it  vrould  not  be  necessary  for  the  physician  to  be  physi- 
cally present  when  the  primary  care  ])ractitioner  provides  the  services. 

In  the  case  of  clinics  where  there  is  a  physician  present  on  a  full- 
time  basis  the  physician  services  required  under  the  physician  arrange- 
ment would  be  provided  by  one  or  more  of  the  physicians  on  the  staff 
of  the  clinic. 
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Governing  policies 

Vonr  committee's  bill  requires  tl\at  policies  to  govern  the  provision  of 
covered  services  be  developed  with  the  advice  of  a  group  of  profes- 
sional personnel,  includino:  one  or  more  physicians  and  one  or  more 
primary  care  practitionei-s.  (Suc)i  policies  would  have  to  be  periodi- 
cally reviewed.)  A  physician  or  primary  care  practitioner  murt  be 
designated  as  responsible  for  the  execution  of  these  policies. 

Dfognostlc  services 

Clinics  would  be  required  to  provide  routine  diagnostic  services, 
including  routine  clinical  laboratory  services,  as  prescribed  in  regula- 
tions by  the  Secretary,  and  to  have  arrangements  for  prompt  access  to 
additional  diagnostic  services  from  facilities  meeting  medicare  requir- 
ments.  It  is  not  your  committee's  intent  that  the  clinics  be  required  to 
provide  a  broad  range  of  lab  services;  rather,  only  those  tests  which 
must  be  immediately  available  because  of  the  nature  of  the  problem 
under  investigation  would  be  required. 

Drugs  and  hiologieals 

Your  committee's  bill  requires  that  the  clinic  have  available  for  ad- 
ministering at  least  such  drugs  and  biologicals  as  are  needed  in  medical 
emergencies  and  have  appropriate  procedures  or  arrangements  for 
storing,  administering,  and  dispensing  all  drugs  and  biologicals. 

Health  and  safety  standards 

Your  committee's  bill  authorizes  the  Secretary  to  require  clinics  to 
meet  such  other  standards  as  he  finds  necessary  for  the  health  and 
safety  of  patients.  In  developing  standards  to  assure  the  health  and 
safety  of  patients,  the  Secretary  would  be  expected  to  take  in  account 
the  need  for  flexibility  in  standards  for  the  physical  facilities.  Those 
.-standards  which  would  be  most  important  in  the  type  of  clinic  setting 
covered  under  this  bill  would  be  those  pertaining  to  fire  safety,  flood 
protection  and  accessibility  to  the  handicapped. 

Primary  care  practitioner 

Your  committee's  bill  requires  the  Secretary  to  determine  what 
specific  education,  training,  and  experience  requirements — or  any 
combination  thereof — primary  care  practitioners  must  meet.  In  estab- 
lishing these  requirements  your  committee  expects  the  Secretary  to 
take  into  account  the  qualifications  necessary  to  provide  primary  and 
emergency  care  services  with  the  degree  of  independence  from  direct 
]»hysician  sui)ervision  permitted  under  the  bill.  This  provision  reflects 
the  fact  that,  because  of  the  diversity  of  their  education  and  training 
and  the  variations  in  State  laws,  not  all  those  who  may  be  considered 
primary  care  practitioners  may  be  sufficiently  qualified  to  provide 
services  in  a  i-emote  rural  health  clinic  setting. 

The  primai-y  care  practitioner  working  in  an  isolated  clinic  setting 
must  be  capable  of  performing  a  broad  range  of  primary  care  serv- 
ices competently  and  Avithout  the  immediate  supervision  of  a  physi- 
cian. In  common  usage,  however,  the  tenn  ^'primary  care  practitioner" 
is  generic  and  includes  individuals  with  varying  ranges  of  skills.  An 
individual  known  as  a  primary  care  practitioner  could  be  someone  who 
is  capable  only  of  performing  a  limited  number  of  tasks  under  the 
close  supervision  of  a  physician  or  someone  who  is  able  to  exercise 
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judgment  in  diagnosing  and  treating  primary  care  needs  with  only 
the  general  supen-ision  of  a  physician. 

There  is  also  considerable  variation  in  the  definition  of  and  regula- 
tions for  primary  care  practitioners  under  State  law.  Some  States 
have  specifically  ilefined  in  law  and  I'egulations  the  scope  and  type  of 
medical  tasks  physician  assistants  and  nurse  practitioners  may  per- 
form; the  degree  of  physician  supervision  required;  and  the  train- 
ing, education,  and  experience  requirements  necessarj^  for  performing 
such  tasks.  Other  States  have  statutes  which  allow  physicians  to  dele- 
gate medical  tasks  to  "trained  assistants*'  or  others  without  provision 
for  any  qualifications  of  sucli  individuals,  restriction  on  tasks  dele- 
gated, or  reference  to  the  degree  of  physician  supervision  required. 
In  some  States,  there  is  no  legal  recoanition  of  the  primary  care  prac- 
titioner and  State  law  specifically  limits  performance  of  medical  care 
services  to  physicians.  Your  committee  believes,  therefore,  that  it  is 
essential  for  the  Secretary  to  assure  that  appropriate  personnel  re- 
quirements are  applied. 

Reimhurscment  for  rural  health  dime  services 

Your  committee's  bill  would  provide  for  payment  to  rural  clinics 
on  the  basis  of  costs  which  are  reasonable  and  related  to  those  costs 
incurred  by  the  clinics  in  furnishing  covered  services  to  medicare 
beneficiaries.  These  costs  would  include  reasonable  compensation  for 
the  services  of  primary  care  practitioners  and  any  physician  present 
on  a  full-time  basis ;  the  cost  of  services  or  supplies  provided  as  an 
incident  to  the  primaiy  care  practitioner's  sen  ice  or  the  physician's 
service :  and  overhead  costs  related  to  providing  the  covered  services. 
For  those  clinics  which  are  not  physician-directed — that  is,  do  not 
have  a  full-time  physician — ^the  reimbursable  costs  would  include  the 
cost  incurred  by  the  clinic  in  securing  the  required  supervisor^'  serv- 
ices of  a  physician  and  the  cost  of  any  patient  care  services  provided 
by  a  physician  at  the  clinic  on  a  part-time  basis.  AVhere  a  physician 
furnishes  services  at  a  clinic  on  a  part-  or  full-time  basis,  all  services 
furnished  to  clinic  patients  by  the  physician,  including  the  serv'ices 
he  furnished  to  clinic  patients  transierred  to  a  hospital,  would  ho  re- 
imbursed on  a  cost  basis. 

Your  committee  has  developed  this  provision  so  as  to  allow  the  Sec- 
retary maximum  flexibility  in  determining  the  most  efficient  reimburse- 
ment method  given  the  unique  nature  of  these  clinics.  Since  these 
clinics  are  generally  verj^  small — perhaps  employing  as  ,few  as  three 
individuals — and  use  relatively  unsophisticated  accounting  methods, 
it  would  impose  an  undue  hardship  to  mandate  the  same  extensive  cost 
reporting  requirements  imposed  on  hospitals  and  other  health  care 
facilities  participating  in  the  medicare  progiam.  The  bill  allows  the 
Secretary  the  options  of  developing  a  simple  reimbursement  mecha- 
nism based  on  the  actual  costs  which  are  incurred  by  the  clinic ;  using 
a  prospective  method  of  reimbursement  such  as  all-inclusive  rate  per 
visit,  which  is  related  to  cost;  or  using  any  other  method  that  is  deter- 
mined to  be  reasonable  and  equitable  in  this  situation. 

In  determining  the  reasonableness  of  costs  incurred  by  clinics,  your 
committee  expects  the  Secretary  to  establish  guidelines  to  identif}^ 
situations  where  costs  would  not  be  allowed  without  further  investiga- 
tion or  reasonable  justification  by  the  clinic.  The  various  elements  of 
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Cost  which  could  be  used  for  tlie  development  of  such  screens  include: 
the  number  of  primary  care  practitioners  per  supervising  physician; 
patient-staff  latios:  percentage  of  administrative  costs  to  total  costs; 
niinimum  budgeted  capacity;  minimum  physician/primary  care  prac- 
titioner productivity;  and  other  elements  the  Seci'etary  deems  to  be 
appropriate. 

The  actual  payment  to  the  clinic  would  be  for  80  percent  of  the  cost 
or  rate  the  Secretary  determines  is  reasonable.  This  reflects  the  fact 
that  the  services  are  covered  under  the  supplementary  medical  insur- 
ance part  of  the  medicare  program  and  as  such  are  subject  to  the  part 
B  coinsurance  and  deductible.  Clinics  woidd  be  required  to  agree  not  to 
charge  medicare  beneficiaries  for  services  covered  by  medicare  except 
for  the  amount  of  the  applicable  deductible  and  coinsurance.  The 
coinsurance  and  deductible  amount  would  be  based  on  a  charge  ^vhich 
does  not  exceed  the  customary  charge  of  the  clinic  made  ,for  the  par- 
ticular service  furnished. 

!i.  DEMOXSTRATIOX  PROJECTS  FOR  PHYSICIAX-DIRECTED  CLIXIC8  E3IPL0Y- 
IXG  PRIMARY  CARE  PRACTITTOXERS  IX  MEDICALLY  UXDERSERVIED  URBAX 
AREAS 

Although  there  has  been  considerable  interest  in  the  possibility  of 
providing  medicare  reimbursement  on  a  cost-related  basis  for  sei*v- 
ices — including  services  of  primary  care  practitioners — furnished  by 
clinics  located  in  medically  underserved  urban  areas,  your  committee 
was  concerned  that  the  effects  of  providing  such  reimbursement  have 
not  yet  been  sufficiently  examined.  For  example,  it  was  felt  that  there 
would  be  a  substantially  greater  cost  to  the  medicare  program  involved 
in  covering  urban  clinics,  since  their  budgets  are  several  times  larger 
than  those  of  rural  clinics.  Your  committee  was  also  concerned  about 
the  potential  for  uncontrolled  proliferation  of  such  clinics  in  urban 
areas  and  the  resulting  possible  abuse  of  progi*am  funds. 

Your  committee,  therefore,  felt  it  was  more  appi-opriate  to  provide 
cost-related  reimbursement  for  services  furnished  in  urban  clinics 
employing  prinuiry  care  practitioners  only  on  a  demonstration  basis 
so  as  to  allow  the  Secretary  to  evaluate  fully  the  impact  of  such 
reimbursement  and  recommend  any  further  refinements  in  the  legisla- 
tive approach  to  the  reimbursement  of  such  clinics.  It  is  your  com- 
mittee's intent  that  the  demonstration  be  conducted  on  a  broad  scale 
and  include  a  variety  of  urban  in  which  providing  primary  care 
services  are  provided. 

The  bill  requires  the  Seci-etary  to  specifically  evaluate; 

(1)  the  relative  advantages  and  disadvantages  of  reimburse- 
ment on  the  basis  of  costs  and  fee-for-service  for  physician- 
directed  clinics  employing  primary  care  practitioners ; 

(2)  the  appropriate  method  of  determining  the  compensation 
for  physician  services  on  a  cost  basis ; 

(8)  the  appropriate  definition  for  such  clinics; 

(4)  the  appropriate  criteria  for  the  designation  of  urban  and 
rural  medically  underserved  areas ; 

(5)  any  other  changes  as  might  be  appropriate  for  the  efficient 
and  cost-effective  reimbursement  of  services  provided  in  sucli 
clinics. 
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The  bill  i-eqiiires  that  the  Secretary  to  report  to  the  Congress  with 
his  findinfrs  and  anv  legrislative  recommendations  no  later  than 
January  1,  1081. 

C.  DEMONSTRATION  PROJECTS  FOR  COMPREHENSWE  OUTPATIENT  MENTAL 

HEALTH  CEXTET?8 

Your  committee*s  bill  directs  the  Secretary  to  carry  out  demonstra- 
tion projects  to  determine  the  feasibility  of  providing  more  compre- 
hensive coverage  under  the  medicare  program  for  services  provided  by 
outpatient  mental  health  centers. 

Your  comniittee  recognizes  that,  since  19G3,  the  Federal  Government 
has  been  involved  in  efforts  to  develop  centers  which  offer  a  broad 
range  of  outpatient  mental  health  services  in  the  hope  that  the  avail- 
ability of  such  services  would  replace  large  institutions  as  the  primary 
])lace  of  treatment  of  the  mentally  ill.  Your  committee  supports  the 
concept  of  prov  iding  mental  health  services  on  an  outpatient  basis 
vv  herever  possible.  Your  committee  is  also  concerned  about  the  great 
]ieed  for  mental  health  services  among  the  elderly.  Although  coverage 
for  mental  health  services  is  available  under  tlie  medicare  program, 
there  aie  limitations  on  the  types  of  services  covered,  the  dollar 
amounts  of  services  covered,  and  the  types  of  facilities  eligible  to 
provide  the  covered  services. 

Although  your  committee  recognizes  the  positive  aspects  of  expand- 
ing coverage  of  mental  health  services  provided  by  outpatient  centers, 
it  also  has  a  deep  concern  about  the  potential  j>roblems  involved  in 
effectively  controlling  the  utilization  and  the  resulting  cost  of  expand- 
ing present  coverage  for  services. 

Your  committee  believes,  therefore,  that  broad-scale  demonstration 
projects  should  be  developed  for  the  reimbursement  of  outpatient  men- 
tal health  services  in  order  to  evaluate  among  other  things,  the  advan- 
tages of  reimbui-sement  on  a  cost  basis  for  such  services;  whether  a 
change  in  the  medicare  coverage  provisions  would  result  in  more 
economical  and  effective  utilization  of  such  services;  the  appropriate 
definition  for  such  a  center:  and  the  appropriate  qualifications  for 
indiA^i duals  who  provide  covered  services  in  such  a  center  and  their 
appropi'iate  professional  interrelationships. 

Although  a  definition  for  a  comprehensive  mental  health  center  is 
l)reHently  provided  in  the  Federal  Coniniunity  Mental  Health  Centers 
Act,  your  committee  expects  that  the  centers  participating  in  the 
demonstration  projects  will  represent  a  variety  of  settings  which  offei' 
com])rehensiA-e  ser^ces  but  which  may  not  offer  all  of  the  services 
required  of  the  federally  funded  centers. 

Tlie  bill  requires  the  Secretaiy  to  report  his  findings  and  any  rec- 
ommendations for  legislative  changes  to  the  Congress  no  later  than 
January  1, 1981. 

IV.  Cost  of  Carrying  Out  the  Bill  and  Effect  on  the  Rextinues 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  your  connnittce  states  that  the  Social  Seeuritv 
Administration's  Office  of  the  Actuary  (Dcj^artment  of  Health,  Edu*- 
cation,  and  Welfare)  has  supplied  the  committee  with  the  following 
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reason  of  such  individual's  membership  in  a  prepayment  plan  or 
otherwise)  has  a  legal  obligation  to  provide  or  pay  for ; 

(3)  which  are  paid  for  directly  or  indirectly  by  a  governmental 
entity  (other  than  under  this  Act  and  other  than  under  a  health 
benefits  or  insurance  plan  established  for  employees  of  such  an 
entity),  except  [in  such  cases]  in  the  case  of  rural  health  clime 
services,  as  defined  in  section  1861  (aa)  (^),  and  in  other  cases  as 
the  Secretary  may  specify ; 

(4)  which  are  not  provided  within  the  United  States  (except 
for  inpatient  hospital  services  furnished  outside  the  United 
States  under  the  conditions  described  in  section  1814(f)  and,  sub- 
ject to  such  conditions,  limitations,  and  requirements  as  are  pro- 
vided under  or  pursuant  to  this  title,  physicians'  services  and  am- 
bulance services  furnished  an  individual  in  conjunction  with  such 
inpatient  hospital  services  but  only  for  the  period  during  which 
such  inpatient  hospital  services  were  furnished) ; 

(5)  which  are  required  as  a  result  of  war,  or  of  an  act  of  war, 
occurring  after  the  effective  date  of  such  individual's  current 
coverage  under  such  part; 

(6)  which  constitute  personal  comfort  items ; 

(7)  where  such  expenses  are  for  routine  physical  checkups,  eye- 
glasses or  eye  examinations  for  the  purpose  of  prescribing,  fitting, 
or  changing  eyeglasses,  procedures  performed  (during  the  course 
of  any  eye  examination)  to  determine  the  refractive  state  of  the 
eyes,  hearing  aids  or  examinations  therefor,  or  immunizations; 

(8)  where  such  expenses  are  for  orthopedic  shoes  or  other  sup- 
portive devices  for  the  feet; 

(9)  where  such  expenses  are  for  custodial  care ; 

USE  OF  STATE  AGENCIES  TO  DETERMINE  COMPLIANCE  BY  PROVIDERS  OP 
SERVICES  WITH  CONDITIONS  OF  PARTICIPATION 

Sec.  1864.  (a)  The  Secretary  shall  make  an  agreement  with  any 
State  which  is  able  and  willing  to  do  so  under  which  the  services  of  the 
State  health  agency  or  other  appropriate  State  agency  (or  the  ap- 
propriate local  agencies)  will  be  utilized  by  him  for  the  purpose  of 
determining  whether  an  institution  therein  is  a  hospital  or  skilled 
nursing  facility,  or  whether  an  agency  therein  is  a  home  health  agency, 
or  whether  a  facUity  therein  is  a  rural  health  clinic  as  defined  in 
section  1861  {aa)  (2) ;  or  whether  a  laboratory  meets  the  requirements 
of  paragraphs  (10)  and  (11)  of  section  1861  (s),  or  whether  a  clinic, 
rehabilitation  agency  of  public  health  agency  meets  the  requirements  of 
subparagraph  (A)  or  (B),  as  the  case  may  be,  of  section  1861  (p)  (4). 
To  the  extent  that  the  Secretary  finds  it  appropriate,  an  institution  or 
agency  which  such  a  State  (or  local)  agency  certifies  is  a  hospital, 
sfiUed  nursing  facility,  rural  health  clime,  or  home  health  agency 
(as  those  terms  are  defined  in  section  1861)  may  be  treated  as  such  by 
the  Secretary.  Any  State  agency  which  has  such  an  agreement  may 
(subject  to  approval  of  the  Secretary)  furnish  to  a  skilled  nursing  fa- 
cility after  proper  request  by  such  facility,  such  specialized  consulta- 
tive services  (which  such  agency  is  able  and  willinfir  to  furnish  in  a 
manner  satisfactory  to  the  Secretary)  as  such  facility  may  need  to 
meet  one  or  more  of  the  conditions  specified  in  section  186i(j).  Any 
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such  services  furnished  by  a  State  agency  shall  be  deemed  to  have  been 
furnished  pursuant  to  such  agreement.  Within  90  days  following  the 
completion  of  each  survey  of  any  health  care  facility,  rural  health 
clinic^  laboratory,  clinic,  agency,  or  organization  by  the  appropriate 
State  or  local  agency  described  in  the  first  sentence  of  this  subsection, 
the  Secretary  shall  make  public  in  readily  available  form  and  place 
the  pertinent  findings  of  each  such  survey  relating  to  the  compliance 
of  each  such  health  care  facility,  rural. health  clinic^  laboratory,  clinic, 
agency,  or  organization  with  (1)  the  statutory  conditions  of  participa- 
tion imposed  imder  this  title  and  (2)  the  major  additional  conditions 
which  the  Secretary  finds  necessary  in  the  interest  of  health  and  safety 
of  individuals  who  are  furnished  care  or  services  by  any  such  facility, 
rural  health  cZmeV,  laboratory,  clinic,  agency,  or  organization. 
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State  of  the  Union  and  ordered  to  be  printed 


Mr.  Staggers,  from  the  Committee  on  Interstate  and  Foreign 
Commerce,  submitted  the  following 

REPORT 

[Including  Cost  Estimate  of  the  Congressional  Budget  Office] 
[To  accompany  H.R.  8422] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was 
referred  the  bill  (H.R.  8422)  to  amend  title  XVIII  of  the  Social 
Security  Act  to  provide  payment  for  rural  health  clinic  services, 
having  considered  the  same,  report  favorably  thereon  with  amend- 
ments and  recommend  that  the  bill  as  amended  do  pass. 

The  amendments  (stated  in  terms  of  the  page  and  line  numbers 
of  the  bill  as  amended  by  the  Committee  on  Ways  and  Means  and 
as  reported  by  the  Committee  on  Interstate  and  Foreign  Commerce) 
are  as  follows: 

1.  Page  3,  beginning  on  line  16,  strike  out  ^'primary  care  practi- 
tioner'* and  insert  in  lieu  thereof  "physician  assistant  or  b}'  a  nurse 
practitioner*'. 

Page  4,  lines  10  through  13,  strike  out  "primary  care  practitioners" 
each  time  it  occurs  and  insert  in  lieu  thereof  "physician  assistants  and 
nurse  practitioners". 

Page  5,  beginning  on  line  7,  strike  out  "primary  care  practitioners" 
and  insert  in  lieu  thereof  "phj  sician  assistants  or  nurse  practitioners". 

Page  5,  beginning  on  line  11,  strike  out  "or  primary  care  practi- 
tioner," and  insert  in  lieu  thereof  ",  physician  assistant,  or  nurse 
practitioner". 

Page  6,  line  22,  strike  out  "primary  care  practitioner"  and  insert  in 
lieu  thereof  "physician  assistant  or  nurse  practitioner". 

Page  7,  beginning  on  line  7,  strike  out  "  'primary  care  practitioner'  " 
and  all  that  follows  through  "such  services  as  he"  on  line  9  and 
insert  in  lieu  thereof  "  ^physician  assistant'  and  the  term  'nurse  practi- 
tioner' mean,  for  purposes  of  paragraphs  (1)  and  (2),  a  physician 
assistant,  nurse  practitioner,  or  any  similar^practitioner  who  performs 
such  services  as  such  individual". 
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(vi)  persons  essential  (as  described  in  the  second  sentence  of 
this  subsection)  to  individuals  receiving  aid  or  assistance  under 
State  plans  approved  under  title  I,  X,  XIV,  or  XVI,  or 

(vii)  blind  or  disabled  as  defined  in  section  1614,  with  respect 
to  States  not  eligible  to  participate  in  the  State  plan  program 
established  under  title  XVl, 

but  whose  income  and  resources  are  insuflGLcient  to  meet  all  of  such 
cost — 

(1)  inpatient  hospital  services  (other  than  services  in  an  institu- 
tion for  tuberculosis  or  mental  diseases) ; 

outpatient  hoapital  acrviooo ; 

(2)  (A)  outpatient  hospital  services  and  (B)  consistent  with 
State  law  permitting  such  services,  rural  health  clinic  services  (as 
defined  in  subsection  (1))  and  any  other  ambulatory  services 
which  are  offered  by  a  rural  health  clinic  (as  defined  in  subsec- 
tion (1))  and  which  are  otherwise  included  in  the  plan; 

*  *  *  *  «  4c  « 

(k)  Increased  supplemental  security  income  benefits  payable  pur- 
suant to  section  211  of  Public  Law  93-66  shall  not  be  considered 
supplemental  security  income  benefits  paj^able  under  title  XVI. 

(1)  The  terms  ''rural  health  clinic  services"  and  "rural  health 
clinic"  have  the  meanings  given  such  terms  in  section  1861(aa), 
except  that  clause  (ii)  of  section  1861(aa)(2)  shall  not  apply  to  such 
terms. 

m  *****  * 

CERTIFICATION  AND  APPROVAL  OF  SKILLED  NURSING  FACILITIES  AND  OF 

RURAL  HEALTH  CLINICS 

Sec.  1910.  (a)  (1)  Whenever  the  Secretary  certifies  an  institution  in 
a  State  to  be  qualified  as  a  skilled  nursing  facility  under  title  XVIII, 
such  institution  shall  be  deemed  to  meet  the  standards  for  certification 
as  a  skilled  nursing  facility  for  purposes  of  section  1902(a)  (28). 

■(b^  (2)  The  Secretary  shall  notify  the  State  agencA'  administering  the 
medical  assistance  plan  of  his  approval  or  disapproval  of  an}^  institu- 
tion which  has  applied  for  certification  b}^  him  as  a  qualified  skilled 
nursing  facility. 

(b)(1)  Whenever  the  Secretary  certifies  a  facility  in  a  State  to  be 
qualified  as  a  rural  health  clinic  under  title  XVIII,  such  facility  shall 
be  deemed  to  meet  the  standards  for  certification  as  a  rural  health 
clinic  for  purposes  of  providing  rural  health  clinic  services  under  this 
title. 

(2)  The  Secretary  shall  notify  the  State  agency  administering  the 
medical  assistance  plan  of  his  approval  or  disapproval  of  any  facility 
in  that  State  which  has  applied  for  certification  by  him  as  a  qualified 
rural  health  clinic. 
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Strike  out  the  amendment  to  the  title  proposed  by  the  Committee 
on  Ways  and  Means  and  insert  in  lieu  thereof  the  following  : 

Amend  the  title  so  as  to  read:  "A  bill  to  amend  titles  XVIII  and 
XIX  of  the  Social  Security  Act  to  provide  payment  for  rural  health 
clinic  services,  and  for  other  purposes.'*. 

Summary  of  the  Bill  and  Committee  Amendments 

As  reported  by  the  Conmiittee  on  Ways  and  Means,  H.R.  8422 
would : 

(1)  Provide  coverage  under  part  B  of  medicare  for  rural  health 
clinic  services  furnished  by  climes  located  in  rural,  medically  under- 
served  areas  if  they  are  staffed  by  primary  care  practitioners,  rayment 
for  covered  services,  including  physician  services  provided  in  the  clinic, 
would  be  made  directly  to  the  clinic  and  would  be  based  on  the  costs 
incurred  in  furnishing  these  services  to  medicare  beneficiaries.  Services 
furnished  by  primary  care  practitioners  would  also  be  covered  if  such 
services  are  other\vise  covered  under  the  medicare  program  when 
furnished  by  a  physician  and  if  they  are  rendered  by  the  primary  care 
practitioner  under  the  general  supervision  of  a  physician. 

(2)  Require  the  Secretary  to  aevelop  and  carry  out  demonstration 
projects  to  evaluate  reimbursement  on  a  cost  basis  for  services  pro- 
vided by  physician-directed  clinics  in  urban  medically  underserved 
areas.  The  services  to  be  included  in  these  projects  are  those  which 
are  presently  covered  under  the  medicare  program  and  any  services 
provided  by  primary  care  practitioners  employed  by  such  clinics 
which  would  otherwise  be  covered  if  provided  by  a  physician.  The 
Secretary  is  to  report  to  the  Congress,  no  later  than  January  1,  1981, 
on  the  results  of  these  projects  with  any  recommendations  for  legisla- 
tive changes  which  he  finds  necessary  or  desirable. 

(3)  Require  the  Secretary  to  develop  and  carry  out  demonstration 
projects  to  evaluate  the  effects  and  implications  of  medicare  reimburse- 
ment for  services  furnished  in  organized  centers  offering  comprehensive 
outpatient  mental  health  services.  The  Secretary  is  to  report  to  the 
Congress,  no  later  than  January  1,  1981,  on  the  results  of  these  proj- 
ects with  any  recommendations  for  legislative  changes  which  he  finds 
necessary  or  desirable. 

Following  hearings  and  executive  sessions,  the  Committee  on 
Interstate  and  Foreign  Commerce  recommends  passage  of  the  proposal 
with  the  amendments  summarized  below: 

(1)  Requires  the  State  medicaid  plan  of  all  States  which 
authorize  the  medical  practice  of  nurse  practitioners  and  physi- 
cian assistants  to  reimburse  the  services  of  a  rural  health  clinic; 

(2)  Authorizes  reimbursement  for  services  in  clinics  located  in 
any  rural  area  designated  by  the  Secretary  as  a  ''health  manpower 
shortage  area"  in  addition  to  the  Ways  and  Means  Committee 
provision  which  authorizes  reimbursement  for  clinics  in  rural 
areas  designated  as  having  "medically  underserved  populations"; 

(3)  Includes  as  eligibles  for  reimbursement  under  medicare 
and  medicaid  services  in  clinics  which,  as  of  July  1,  1977,  (a) 
employed  physician  assistants  or  nurse  practitioners,  (b)  had  a 
patient  population  of  no  more  than  3,000  ,and  (c)  had  no  physi- 
cian practicing  within  five  miles  of  the  clinic; 


5 

(4)  Authorizes  reimbursement  of  the  services  of  "nurse  prac- 
titioners" and  ''phjrsician  assistants"  in  lieu  of  the  "primary  care 
practitioner"  description  of  such  persons  in  the  Ways  and  Means 
Dill; 

(5)  Provides  that  a  clinic  in  an  area  that  loses  its  designation 
as  a  health  manpower  shortage  area  or  as  an  area  with  a  shortage 
of  personal  health  services  would  nevertheless  remain  certified 
for  5  years; 

(6)  Deletes  the  requirement  that  urban  demonstration  projects 
be  "phj^sician-directed",  thus  authorizing  participation  in  the 
program  by  clinics  with  part-time  physician  coverage;  andp 

(7)  Authorizes  the  transfer  of  tne  Public  Health  Service 
hospital  in  Galveston,  Tex.  to  the  Space  Center  Memorial 
Hospital  in  Nassau  Bay,  Tex. 

Legislative  Background 

Legislation  to  amend  title  XVIII  of  the  Social  Security  Act  to 

Erovide  payment  for  rural  clinic  services,  H.R.  8422,  was  reported 
y  the  Committee  on  Ways  and  Means  on  July  29,  1977,  and  referred 
to  the  Committee  on  Interstate  and  Foreign  Commerce  for  its  con- 
sideration for  a  period  ending  not  later  than  September  19,  1977. 

Similar  legislation,  H.R.  8543,  which  included  amendments  to 
title  XIX  of  the  Social  Security  Act,  was  introduced  by  Mr.  Rogers, 
chairman  of  the  Subcommittee  on  Health  and  the  Environment,, 
and  eight  members  of  the  subcommittee,  on  July  26,  1977,  as  a  vehicle 
for  hearings.  Hearings  were  conducted  on  H.R.  8543  and  all  similar 
or  identical  measures  on  July  29,  1977.  H.R.  8422  was  subsequently 
considered  in  open  executive  session  by  the  Subcommittee  on  Health 
and  the  Environment,  amended,  and  reported  to  the  Committee  oit 
Interstate  and  Foreign  Commerce  on  September  7,  1977.  H.R.  8422 „ 
as  amended,  was  considered,  amended,  and  ordered  reported  b}^  voice 
vote  of  the  committee  on  September  13,  1977. 

Cost  of  Legislation 

The  committee  has  no  basis  on  which  to  challenge  the  cost  estimate 
prepared  by  the  Congressional  Budget  Office  which  appears  else- 
where in  this  report. 

Purpose  and  Background 

The  purpose  and  background  of  the  proposed  legislation  with  respect 
"to  title  XVIII  of  the  Social  Security  Act  (the  medicare  program)  are 
explained  in  Part  I  of  this  report. 

In  part  I,  the  Committee  on  Ways  and  Means  determined  that  serv- 
ices provided  by  specially  trained  nonphysician  personnel  in  isolated 
rural  areas  should  be  reimbursed  under  the  medicare  program  in  order 
to  support  clinics  where  many  of  the  primary  care  services  traditionally 
performed  by  physicians  are  furnished  by  such  primary  care  personnel. 

This  committee  wholeheartedly  concurs  in  the  findings  of  the  Ways 
and  Means  Committee  and  believes  that  coverage  for  appropriate 
services  provided  in  rural  clinics  should  also  be  paid  for  under  title  XIX 
of  the  Social  Security  Act  (the  medicaid  program).  Under  existing  law, 
the  Federal  Government  will  match  the  expenditures  of  States  for 
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reimbursement  of  services  of  nurse  practitioners  or  physician  assist- 
ants ;  however,  this  committee  has  determined  that  approximately  two- 
thirds  of  State  medicaid  plans  do  not  authorize  reimbursement  for  the 
services  of  such  personnel.  Because  many  rural  areas  are  served  by 
clinics  which  utilize  nurse  practitioners  and  physician  assistants,  as 
well  as  physicians,  this  reimbursement  policy  clearly  does  not  enable 
medicaid  recipients  to  gain  adequate  financial  access  to  those  services. 

In  recommending  legislation  to  provide  medicare  and  medicaid 
coverage  for  services  furnished  in  these  clinics,  the  committee  believes 
that  it  is  addressing  a  problem  of  financial  vitality  of  existing  clinics — 
and  contributing  to  the  attractiveness  of  establishing  new  rural 
clinics — thus  better  assuring  the  provision  of  quality  medical  care  in 
rural  areas  served  by  those  clinics.  The  committee  believes  that  by 
providing  for  reimbursement  on  the  basis  of  costs  incurred  in  furnishing 
covered  services  and  by  limiting  eligibility  to  clinics  located  in  areas  of 
physician  scarcity,  the  bill  addresses  the  existing  problem  of  lack  of 
full-time  physician  services  in  such  areas  in  a  cost  effective  and  efiicient 
manner. 

Committee  Proposal 

The  committee  concurs  that  H.R.  8422,  as  reported  by  the  Ways  and 
Means  Committee,  appropriately  addresses  a  health  problem  of  mil- 
lions of  rural  residents.  Many  of  these  residents  live  in  small,  often 
isolated  communities  which  have  been  unable  to  retain  or  attract  a 
physician.  Other  rural  residents  in  larger  commimities  with  suflBcient 

Populations  to  financially  support  the  practice  of  physicians  have  also 
ad  difficulty  in  retaining  their  physicians.  By  reimbursing  the  services 
of  the  clinics  which  now  provide  health  care  to  many  of  these  communi- 
ties through  physicians,  nurse  practitioners,  physician  assistants,  and 
other  lawful  providers,  H.R.  8422  will  help  to  insure  that  the  residents 
of  those  rural  communities  have  access  to  quality  health  care. 

The  committee  believes  that  several  amendments  to  H.R.  8422,  as 
reported  by  the  Ways  and  Means  Committee,  are  warranted.  The 
format  of  this  section  follows  the  format  in  section  III,  part  I. 

Rural  health  clinic  services 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  defines 
rural  health  clinic  services  to  include  those  physician  services  and 
those  services  furnished  as  an  incident  to  a  physician's  services,  which 
are  presently  covered  under  medicare  and  those  services  furnished 
by  a  nurse  practitioner  or  physician  assistant  which  would  otherwise 
be  covered  if  furnished  by  a  physician  or  as  an  incident  to  a  physician's 
service.  This  conmiittee  notes  that  this  bill  does  not  expand  the  serv- 
ices for  which  medicare  will  reimburse  but  that  it  authorizes  reimburse- 
ment to  these  clinics  when  nurse  practitioners  and  physician  assist- 
ants provide  services  (in  accordance  with  State  law)  for  which  physi- 
cians are  now  reimbursed.  This  committee  supports  this  change  in 
medicare  coverage  and  amends  the  bill  to  require  comparable  coverage 
under  medicaid. 

The  committee's  amendment  requires  a  State  medicaid  plan  to 
reimburse  the  services  of  a  rural  health  clinic.  Those  services  include 
rural  health  clinic  services,  as  defined  for  medicare  reimbursement, 
and  any  other  ambulatory  services  which  are  offered  by  the  clinic 
and  otherwise  included  in  the  State  medicaid  plan.  This  expansion  of 
reimbursable  providers  in  State  medicaid  plans  is  mandatory  for  all 
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States  which  authorize  the  medical  practice  of  nurse  practitioners 
and  ph^rsician  assistants.  Other  States  would  be  required  to  include 
the  services  of  a  rural  health  clinic  in  their  medicaid  plan  if  they  alter 
their  law  to  authorize  medical  practice  by  nurse  practitioners  and 
physician  assistants.  Other  States  would  be  reqnuired  to  include  the 
services  of  a  rural  health  clinic  in  their  medicaid  plan  if  they  alter 
their  law  to  authorize  medical  practice  by  nurse  practitioners  end 
physician  assistants. 

The  committee  recognizes  that  State  medicaid  plans  cover  a 
broader  range  of  services  than  medicare.  To  insure  that  medicaid 
patients  of  a  rural  health  clinic  have  access  to  all  medicaid  covered 
services,  the  conmiittee  has  authorized  the  clinic  to  provide  all 
ambulatory  services  included  in  the  State  plan.  The  other  ambulatory 
services  wnich  a  clinic  is  likely  to  proviae  include  family  planning; 
early  periodic  screening,  dia^osis  and  treatment;  drugs;  dental 
services;  home  health  care  services;  and  transportation. 

It  is  the  intent  of  the  committee  that  the  clinic  be  reimbursed 
under  medicare  and  medicaid  when  services  are  furnished  to  a  clinic 
patient  by  the  clinic's  physician,  nurse  practitioner  or  physician 
assistant  at  any  location  needed  by  the  patient.  Whether  the  patient 
is  in  the  clinic,  bedridden  at  home,  in  a  nearby  hospital  or  nursing 
home  or  elsewhere,  the  clinic's  physician  and  nurse  practitioner  and 
physician  assistant  should  be  able  to  care  for  the  patient  at  that 
location  and  be  reimbursed  as  a  clinic  for  that  service. 

The  committee's  amendment  waives  the  Title  XIX  requirement 
that  a  medicaid  recipient  be  able  to  receive  medicaid  covered  services 
from  any  qualified  provider  in  the  State  to  the  extent  that  rural 
health  clinic  services  are  to  be  available  only  to  those  recipients  who 
utilize  rural  health  clinics. 

Rural  health  clinics 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  left 
the  definition  of  "rural"  to  the  Secretary.  This  committee  is  con- 
cerned that  the  term  "rural"  is  susceptible  to  multiple  definitions. 
HEW  testified  before  the  subcommittee  on  Health  and  the  Environ- 
ment in  the  July  29  hearing  on  the  bill  that  it  would  define  "rural" 
to  include  areas  which  are  not  urbanized  and  which  have  less  than 
50,000  population.  The  committee  intends  that  the  Secretary  define 
"rural"  in  this  manner. 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee  author- 
izes reimbursement  for  climes  in  rural  areas  which  are  "designated  by 
the  Secretary  as  having  medically  underserved  populations  under 
section  1302(7)  of  the  Public  Health  Service  Act."  This  committee  is 
concerned  that  the  criteria  for  determining  "medically  underserved 
populations"  may  exclude  some  areas  which  are  also  in  need  of  addi- 
tional personal  health  services.  Because  the  proposed  legislation  is 
designed  to  address  the  problem  of  physician  shortages,  this  committee 
amended  the  definition  of  rural  health  clinic  to  include  facilities 
located  in  rural  areas  designated  by  the  Secretary  as  areas  with 
shortages  of  personal  health  services  under  section  1302(7)  of  the 
Public  Health  Service  Act  or  as  rural  areas  designated  by  the  Secretary 
as  "health  manpower  shortage  area(s)"  as  described  in  section  332(a) 
(1)(A)  of  the  PubUc  Health  Service  Act.  HEW  advised  the  Committee 
that  this  definition  would  enable  approximately  100  additional  areas 
to  be  eUgible  for  reimbursement. 
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H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  does 
not  specifically  address  the  consequences  ■  for  a  rural  health  clinic 
which  is  in  operation  in  an  area  which  loses  its  designation  as  a  shortage 
area.  This  Committee  amended  the  legislation  so  that  such  a  clinic 
will  continue  to  be  reimbursed  as  a  rural  health  clinic  during  a  5-year 
period  beginning  on  the  date  such  designation  is  lost.  This  committee 
IS  particularly  concerned  that  the  loss  of  area  designation  might 
jeopardize  the  financial  viability  of  a  rural  health  clinic.  To  insure  that 
110  clinic  is  closed  due  to  the  loss  of  area  designation,  the  committee 
intends  to  review  rural  clinic  reimbursement  and,  in  particular,  this 
issue  within  five  years  after  enactment  and  before  any  clinic  would  be. 
no  longer  eligible  for  certification  by  the  Secretary. 

This  committee  also  amended  the  bill  to  include  certain  clinics  which 
were  in  operation  on  July  1,  1977,  and  which  would  qualify  as  rural 
health  clinics  under  all  criteria  set  out  by  the  bill  except  that  the 
areas  served  by  the  clinics  are  not  designated  as  shortage  areas.  This 
issue  came  to  the  committee^s  attention  because  of  the  rural  health 
clinic  development  program  being  conducted  by  the  North  Carolina 
Office  of  Rural  Health  Services.  At  least  two  clinics  developed  by 
small  communities,  with  the  assistance  of  that  office,  are  in  sparsely 
populated,  rural  parts  of  counties  in  which  large  metropolitan  areas 
are  also  located.  While  these  communities  are  not  designated  as  medi- 
cally underserved  populations  or  health  manpower  shortage  areas,  the 
communities  and  the  Office  of  Rural  Health  Services  found  that  addi- 
tional health  manpower  was  needed. 

It  is  the  intent  of  this  committee  to  include  private,  not-for-profit 
rural  health  clinics  which,  on  July  1,  1977,  were  in  operation  and  em- 
ployed nurse  practitioners  or  physician  assistants  and  which,  on  the 


except  that  the  areas  served  by  the  clinics  are  not  designated  as  short- 
age areas.  Clinics  eligible  for  participation  under  this  provision  must 
have  a  patient  population,  as  measured  by  the  number  of  people  actu- 
ally served  by  (rather  than  the  number  of  visits  to)  the  clinic,  of  not 
more  than  3,000.  It  also  must  be  in  an  area  within  which  there  is  no 
practicing  ph3"sician  (other  than  the  physician  who  under  a  contrac- 
tural  arrangement  with  the  clinic  provides  backup  for  the  clinic's 
nurse  practitioner  or  physician  assistant)  for  a  distance  of  5  miles. 
Such  a  clinic  will  be  eli^ble  to  participate  as  a  rural  health  clinic  for 
a  period  of  5  years  beginning  on  the  date  of  enactment  of  this  bill. 
Eligibility  is  limited  to  5  years  to  be  consistent  with  potential  limita- 
tions in  other  rural  health  clinics  in  areas  which  lose  their  designation. 
The  committee  intends  to  review  the  impact  of  this  provision  on  these 
clinics  at  the  same  time  it  reviews  the  entire  law. 

Questions  have  been  raised  by  interested  parties  as  to  whether  other 
providers,  such  as  private  physicians  and  migrant  health  centers  could 
qualify  as  rural  health  clinics.  This  committee  intends  that  any  pro- 
vider who  meets  the  requirements  of  this  bill  be  eligible  for  reimburse- 
ment under  the  bill. 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  author- 
izes the  Secretary  to  promulgate  requirements  for  rural  clinics  which 
are  found  to  be  *  ^necessary  [and]  in  the  interest  of  the  health  and 
safety"  of  clinic  patients.  This  committee  recognizes  that  the  facilities 
and  operations  of  rural  health  clinics  differ  greatly  from  those  of  hos- 
pitals and  other  complex  institutional  facilities.  It  is  this  committee's 


•date  of  enactment 


criteria  of  the  bill 


intent  that  any  additional  requirements  take  into  account  the  unique 
circumstances  of  rural  health  clinics  and  that  the  requirements  be 
more  flexible  and  less  complex  than  those  used  for  hospitals  and  large 
institutional  facilities. 

Nurse  practitioners  and  physician  assistants 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  uses 
the  term  "primary  care  practitioner"  to  describe  nurse  practitioners 
and  physician  assistants.  This  conmiittee  believes  that  confusion  could 
result  from  using  the  term  "primary  care  practitioner' '  because  it 
could  be  construed  to  include  physicians.  This  committee  prefers  and, 
thus,  amended  the  bill  to  use  the  terms  "nurse  practitioner' '  and 
"physician  assistant".  This  committee  supports  the  use  of  nurse  prac- 
titioners and  phj'sician  assistants  as  providers  of  primary  health  care 
services.  It  also  supports  other  types  of  nurse  practitioners,  such  as 
nurse  mid-wives,  wno  specialize  in  a  particular  range  of  services.  This 
committee's  intent  is  to  include  in  the  terms  "nurse  practitioner"  and 
"phj^sician  assistant"  any  practitioners  who  have  sufficient  training, 
education,  and  experience,  as  detennined  by  the  Secretary',  to  provide 
quality  health  services  in  a  rural  health  clinic. 

Reimbursement  for  rural  health  clinic  services 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Conmiittee,  au- 
thorizes medicare  reimbursement  at  80  percent  of  the  costs  which 
are  reasonable  and  related  to  the  costs  of  furnishing  services  or  which 
are  determined  on  other  tests  of  reasonableness  prescribed  by  the 
Secretary.  Part  I  of  this  report  explains  what  would  be  included  in 
those  costs.  This  committee's  amendment  to  title  XIX  is  intended  to 
make  medicaid  reimbursement  consistent  with  medicare  reimburse- 
ment when  both  programs  cover  the  same  services.  The  amendment 
requires  that  in  a  rural  health  clinic  which  provides  only  rural  health 
clinic  services,  so  that  medicare  and  medicaid  are  covering  the  same 
services,  the  determination  of  costs  for  medicaid  reimbiu'sement  pur- 
poses will  be  made  using  the  same  tests  of  reasonableness  which  are 
estabUshed  by  this  bill  and  are  used  by  the  Secretary  in  medicare 
reimbursement.  The  medicaid  reimbursement  rate  would  be  100  per- 
cent, rather  than  the  80  percent  used  by  medicare  because  of  the 
medicare  coinsurance  requirement.  For  those  other  ambulatory  serv- 
ices covered  only  by  medicaid,  the  determination  of  costs  for  medicaid 
reimbursement  purposes  would  be  based  on  tests  of  reasonableness 
prescribed  by  the  Secretary.  The  medicaid  reimbursement  rate  would 
be  100  percent,  less  any  amount  paid  as  a  nominal  copayment  re- 
quired under  the  State  plan.  (This  provision  is  not  intended  to  affect 
existing  medicaid  law  which  allows  optional  copayments.)  The  Secre- 
tary^ would  use  for  medicaid  the  same  guidelines  established  for 
medicare  for  identifying  situations  where  costs  would  not  be  allowed 
without  further  investigation.  (See  pt.  I  of  this  report  for  an  explana- 
tion of  these  guidelines.) 

This  committee  recognizes  that  rural  health  clinics  have  a  wide 
variety  of  administrative  capabilities.  By  making  medicare  and  medic- 
aid reimbursement  consistent  when  the  same  services  are  covered, 
the  committee  intends  for  all  reporting  of  costs  of  a  clinic  which 
provides  only  rural  health  clinic  services  to  be  the  same  for  both 
programs.  By  mandating  a  cost-based  payment  with  one  paymient 
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rate  for  a  rural  health  clinic  which  provides  rural  health  clinic  services 
and  other  medicaid-covered  ambulatory  services,  the  committee  in-, 
tends  for  all  medicaid  financial  reporting  for  all  covered  services  to 
be  accomplished  through  one  report.  The  conmiittee  is  aware  that  in 
some  states  which  now  cover  rural  health  clinic  services  clinics  are 
required  to  bill  different  medicaid  fiscal  agents  for  each  of  the  several 
medicaid-covered  services.  The  committee  recognizes  that  such  a 
reimbursement  system  is  costly  and  administratively  complex  for  the 
clinic  and  often  absorbs  limited  clinic  resources  for  administration 
instead  of  patient  care.  The  committee  expects  the  Secretary  to 
evaluate  all  possible  alternatives  and  to  devise  a  system  whereby  the 
state  can  gain  sufficient  data  for  purposes  of  its  match  and  the  clinic 
can  submit  a  single  report  of  its  cost  experience. 

The  committee  also  intends  for  all  reports  and  all  other  documents 
required  to  be  submitted  to  be  designed  so  that  clinics  with  small  or 
part-time  administrative  staffs  which  use  relatively  unsophisticated 
accounting  methods  can  understand  and  complete  them. 

The  committee  is  particularly  concerned  that  abuse,  such  as  that 
which  occurs  in  the  so-called  medicaid  mills  in  urban  areas,  does  not 
occur  in  this  program.  The  committee  expects  the  Secretary  to  care- 
fully review  tne  administrative  mechanisms  utilized  by  medicare  and 
medicaid  fiscal  agents  to  ascertain  that  they  can  detect  such  abuses. 
It  is  the  committee's  belief  that  if  those  agents  carefully  review 
clinic  budgets  and  reports  used  in  determining  reimbursement  rates, 
such  abuses  will  not  occur. 

Certification  of  rural  health  clinics 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  au- 
thorizes the  Secretary  to  make  agreements  with  appropriate  State  and 
local  agencies  to  certify  rural  health  clinics.  The  conmiittee  recognizes 
that  the  facilities  and  operations  of  rural  health  cUnics  differ  greatly 
from  those  of  hospitals  and  other  complex  institutional  facilities; 
thus,  clinic  certification  must  take  into  account  their  unique  circum- 
stances and  must  be  more  flexible  and  less  complex  than  those  used  for 
hospitals  and  large  institutional  faciUties.  It  is  the  committee's  intent 
that  the  Secretary  determine  that  the  State  or  local  certification 
agency  with  which  the  agreement  is  made  has  an  appropriation  plan 
and  personnel  qualified  to  inspect  such  ambulatory  care  facilities. 

The  committee's  amendment  regarding  medicaid  would  allow 
medicare  certification  to  serve  as  certification  for  medicaid  for  the 
purposes  of  providing  rural  health  clinic  services.  For  those  other 
medicaid  ambulatory  services  not  covered  by  medicare  the  committee's 
amendment  requires  rural  health  clinics  to  meet  State  certification 
standards  for  providers  of  those  services.  For  example,  a  rural  health 
clinic  would  have  to  comply  with  all  State  standards  for  family  plan- 
ning providers  before  it  could  be  reimbursed  for  family  planning 
services. 

Demonstration  projects  Jor  urban  health  clinics  in  medically  underserved 
areas 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  author- 
izes the  Secretary  to  carry  out  demonstration  projects  in  which 
physician-du-ected  urban  health  cUnics  in  medically  underserved  areas 
which  employ  nurse  practitioners  and  physician  assistants  would  be 
reimbursed  by  medicare  on  a  cost-related  basb.  Thb  committee  sup- 
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ports  tliis  demonstration  project  but  believes  that  it  should  parallel 
nu*al  health  cHnic  reimbursement.  The  committee  was  concerned  that 
the  term  "physician-directed"  would  preclude  the  Secretary  from  in- 
cluding in  the  demonstration  urban  health  clinics  with  part-time 
physicians,  so  the  bill  was  amended  to  require  the  Secretary  to  include 
such  cUnics.  The  conmiittee  believes  that  section  222  of  the  Social 
Security  Amendments  of  1972  grants  suifficient  authority  to  HEW 
to  include  medicaid  reimbiu^ement  in  this  demonstration.  It  is  the 
committee's  intent  that  medicaid  be  so  included  but  that  implementa- 
tion of  medicare  reimbursement  under  the  demonstration  not  be  de- 
layed while  coordinating  with  States  or  medicaid.  The  committee 
intends  that  medicare  and  medicaid  reimbursement  under  the 
demonstration  be  based  on  the  same  tests  of  reasonableness  as  used 
in  medicare  and  medicaid  reimbiu'sement  of  rural  health  cUnics. 
The  committee  does  not  beheve  that  the  urban  character  of  an  area 
should  be  used  as  a  basis  for  differentials  in  determining  appropriate 
reimbursement. 

The  committee  recognizes  that  the  variety  of  providers  in  urban 
areas  which  utilize  nurse  practitioners  and  physician  assistants  includes 

Erivate  physicians,  small  clinics  with  part-time  physicians,  public 
ealth  clmics,  and  large  federally  funded  clinics  with  several  physicians 
and  other  health  providers.  It  is  the  committee's  intent  that  the 
demonstration  projects  include  these  types  of  providers  so  that  the 
Secretary  can  evaluate  the  impact  on  each  of  these  cost-related 
reimbursements. 

Demonstration  projects  for  comprehensive  outpatient  mental  health 
centers 

H.R.  8422,  as  reported  by  the  Ways  and  Means  Committee,  directs 
the  Secretary  to  develop  and  carry  out  idemonstration  projects  to- 
provide  reimbursement  under  medicare  for  services  provided  in 
organized  centers  offering  comprehensive  outpatient  mental  health 
services.  This  committee  supports  this  demonstration  and  intends  that 
the  Secretary  carefully  evaluate  the  capabihty  of  these  centers  to 
dehver  quaUty  services  before  including  them  in  the  demonstration. 
The  committee  expects  the  Secretary  to  carefully  review  qualifications 
of  the  personnel  used  by  the  center  to  insure  that  they  are  competent 
to  dehver  high  quality  care. 

Demonstration  projects  for  preventive  health  services  in  rural  and 
urban  health  clinics 
The  conmiittee  recognizes  that  our  present  reimbursement  system 
provides  payment  for  the  treatment  of  disease.  The  committee  believes 
that  mechanisms  for  paying  for  preventive  health  care  services  must  be 
tested  to  determine  whether  the  provision  of  such  services  will  re^^ult 
in  improved  health  status  and  will  reduce  health  care  costs.  The 
committee  believes  that  section  222  of  the  Social  Security  Amendments 
of  1972  pro\4des  broad  authority  for  HEW  to  carry  out  demonstra- 
tion projects  to  reimburse  preventive  health  services.  Because  this 
authority  exists  the  committee  did  not  amend  the  bill,  but  it  is  the 
committee's  intent  that  the  Secreta^3^  will  conduct  demonstration 
rojects  in  which  rural  health  clinics  covered  by  the  bill  and  urban 
ealth  clinics  participating  in  the  demonstration  projects  will  be 
reimbursed  on  a  cost  basis  for  providing  preventive  health  care.  The 
committee  intends  for  HEW  to  include  a  broad  range  of  preventive 
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health  services  and  activities  and?  expects  that  those  services  and 
activities  will  include : 

(a)  Physical  exams  and  diagnostic  services  made  in  connection  with 
such  an  exam  for  the  purpose  of  assessing  an  individual's  phvsical 
condition  without  regard  to  whether  such  individual  has  manifested 
symptoms  of  illness; 

(b)  Health  education  and  counseling  designed  to  prevent  nutritional 
or  other  health  problems  of  the  individual,  including  counseling  for 
conditions  of  terminal  illness ; 

(c)  Immunizations  and  services  related  thereto; 

(d)  Services  for  illness  management  designed  to  minimize  hand- 
icapping and  discomforting  conditions  due  to  a  chronic  illness; 

(e)  Preventive  dental  care;  and 

(f)  Other  activities  carried  out  by  clinic  staff  which  promote  health 
and  well-being  regardless  of  whether  those  activities  are  performed 
in  the  clinic,  in  local  schools  or  in  other  pubUc  places  in  the  community. 
The  committee  expects  the  demonstration  project  to  be  carried  out 
on  a  broad  enough  scale  to  allow  the  Secretary  to  evaluate:  (1)  The 
effect  on  health  status  of  providing  such  services;  (2)  the  impact  of 
providing  such  services  on  the  rate  of  hospitalization,  workdays  lost 
and  school  absence;  (3)  the  frequency  and  intensity  of  utilization  of 
such  services;  (4)  the  appropriate  staflSng  requirements  of  rural  and 
urban  health  clinics  for  proper  provision  of  such  services;  (5)  the 
methods  available  for  ensuring  proper  utilization  and  quality  control 
of  such  services;  (6)  the  extent  to  which  services  are  considered  and 
should  be  considered  as  preventive  services ;  (7)  the  desirability  of 
providing  such  services  to  individuals  not  eligible  for  medicare  and 
medicaid;  (8)  the  cost,  including  the  cost  per  patient  per  year,  pro- 
jected cost,  and  cost  effectiveness  of  providing  preventive  services  to 
people  who  utiHze  rural  and  urban  health  climes;  (9)  the  appropriate- 
ness of  cost  base  reimbursement  and  payment  for  such  services;  (10) 
the  extent  of  payments  made  through  private  insurers  for  provision 
of  such  services;  (11)  present  Federal  and  State  fimding  for  provision 
of  such  services;  and  (12)  the  appropriateness  of  includmg  preventive 
services  under  title  XVIII  and  AlX  of  the  Social  Security  Act.  The 
committee  expects  the  Secretary  to  report  to  Congress  no  later  than 
January  1,  1981,  including  any  recommendations  for  legislative  change 
which  the  Secretary  finds  necessary  and  desirable  as  a  result  of  carrying 
out  this  demonstrtion  project. 

Transfer  of  Public  Health  Service  hospital 
The  committee's  amendment  would  authorize  the  transfer  of  the 
Galveston,  Tex.,  Public  Health  Service  Hospital  to  the  Space  Center 
Memorial  Hospital  in  Nassau  Bay,  Tex.  Such  a  transfer  must  be 
approved  by  the  Congress  pursuant  to  Public  Law  93-155  which  pro- 
hibits the  closure  of  rHS  hospitals  without  congressional  consent. 

Section-by-Section  Analysis  op  the  Bill 

Part  I  of  this  report  provides  an  analysis  of  sections  1,  3  and  4  (as 
numbered  in  the  bill  as  ordered  reported  by  this  committee).  That 
analysis  is  complete  with  the  followmg  additions. 
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Section  1.  Medicare  coverage  for  rural  health  clinics 

In  section  1(c):  **niral  health  clinic"  also  includes  a  facility  which 
is  located  in  a  "health  manpower  shortage  area  described  in  section 
332(a)(1)(A)  of  (the  Public  Health  Service]  Act.'' 

In  section  1(c):  a  rural  health  clinic  in  an  area  which  loses  its 
designation  as  having  a  medically  underserved  population  or  as  being 
a  health  manpower  shortage  area  shall  be  allowed  to  continue  to- 
participate  as  a  rural  health  clinic  for  the  5-year  period  beginning  on  the 
date  such  designation  was  lost. 

In  section  1(c):  the  term  "primarj^  care  practitioner"  is  changed  to 
^'physician  assistant"  and  "nurse  practitioner",  but  the  definition  of 
that  term  is  not  substantially  changed. 

Section  2,  Medicaid  coverage  jor  rural  health  clinics 

Section  2(a)  amends  section  1905(a)  of  the  Social  Security  Act 
to  include  the  services  of  rural  health  clinics  within  the  scope  of 
benefits  required  to  be  covered  by  the  State  medicaid  plan.  Those 
services  include  rural  health  clinic  services  (as  defined  in  section  1) 
and  which  are  otherwise  included  in  the  plan. 

Section  2(b)  amends  section  1905  of  the  Social  Security  Act  to  add 
a  new  subsection  which  defines  the  terms  "rural  health  clinic  services" 
and  "rural  health  clinics." 

Section  2(c)  amends  section  1902(a)  of  the  Social  Security  Act  to 
provide  for  payinent  for  the  services  of  a  rural  health  clinic  of  100  per- 
cent of  costs  which  are  reasonable  and  related  to  the  costs  of  furnish- 
ing such  services  or  based  on  such  others  tests  of  reasonableness  as 
the  Secretary  may  prescribe  and  in  the  case  of  service  which  are  not 
covered  by  medicare,  for  100  percent  of  costs  based  upon  such  tests 
of  reasonableness  as  the  Secretary  may  prefecribe.  Section  2(c)  also 
waives  the  statewideness  requirement  under  medicaid  for  rural  health 
clinic  services. 

Section  2(d)  amends  section  1910  of  the  Social  Security  Act  to  pro- 
vide for  certification  and  approval  of  rural  health  clinics.  Certification 
of  a  rural  health  clinic  under  title  XVIII  will  serv6  as  certification  for 
rural  health  clinic  services  provided  by  a  rural  health  clinic  under 
title  XIX.  If  the  clinic  provides  other  ambulatory  services  covered 
by  medicaid  only,  the  clinic  must  meet  state  certification  require- 
ments for  providers  of  those  services. 

Section  2(e)  is  a  conforming  amendment. 

Section  2(f)  provides  that  amendments  made  by  this  section  shall 
apply  to  services  rendered  on  or  after  the  first  day  of  the  first  calendar 
quarter  that  begins  more  than  six  months  after  the  date  of  enactment. 

Section  3.  Demonstration  Projects  for  Clinics  Employing  Nurse  Prac- 
titioners and  Physician  Assistants  in  Urban  Area^  (Section  2  in 
PaH  I) 

Section  3(a)  authorizes  this  demonstration  at  all  clinics  in  urban 
medically  underserved  areas  which  employ  nurse  practitioners  and 
physician  assistants.  (The  requirement  of  "physician-directed"  is 
deleted.) 

Other  Sections 

Section  5  includes  certain  other  clinics  which  comply  with  all 
standards  set  by  the  bill  except  that  the  areas  in  which  these  clinics 
are  located  are  not  medically  underserved  or  health  manpower  short- 
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Mr.  Ullman,  from  the  committee  of  conference, 
submitted  the  following 

CO^TFERENCE  REPORT 

[To  accompany  H.R.  8422] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendment  of  the  Senate  to  the  bill  (H.R.  8422)  to 
amend  titles  XVIII  and  XIX  of  the  Social  Security  Act  to  provide 
paynaent  for  rural  health  clinic  services,  and  for  other  purposes, 
having  met,  after  full  and  free  conference,  have  agreed  to  recommend 
and  do  recommend  to  their  respective  Houses  as  follows: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  and  agree  to  the  same  with  an  amendment  as  follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment insert  the  following: 

MEDICARE  AMENDMENTS 

Section  1.  (a)  Section  lS32{a)  ojthe  Social  Security  Act  is  amended — 

(1)  by  striking  out  paragraph  {2)(By^  in  paragraph  (1)  and 
inserting  in  lieu  thereof  '^subparagraphs  (B)  and  (D)  of  paragraph 
{2y'\and 

{2)  by  striking  out  the  period  at  the  end  oj  paragraph  {2)  ((7)  and 
inserting  in  lieu  thereof  and"  and  by  adding  the  following  new 
subparagraph  at  the  end  of  paragraph  (2): 

"(Z>)  rural  health  clinic  services." 
(b)  Section  1833(a)  of  such  Act  is  amended — 

il)  by  striking  out  ''and"  at  the  end  of  paragraph  (1); 

(2)  by  inserting  "(except  those  services  described  in  subparagraph 
(D)  of  section  1832(a)(2))"  in  paragraph  (2)  after  "1832(a)(2)"; 

(3)  by  striking  out  the  period  at  the  end  of  paragraph  (2)  and 
inserting  in  lieu  thereof     and";  and 

'.  (4)  by  inserting  the  following  new  paragraph  after  paragraph  (2): 
"(3)  in  the  case  of  services  described  in  section  1832(a)  (2)  (D)^ 
80  percent  of  costs  which  are  reasonable  and  related  to  the  cost  of 
furnishing  such  services  or  on  such  other  tests  of  reasonableness  as 
the  Secretary  may  prescribe  in  regulations,  including  those  authorized 
under  section  1861  (v)(l)(A)," 
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(c)  The  Secretary  of  Health,  Education,  and  Welfare  (hereinafter  in 
this  Act  referred  to  as  the  ''Secretary^')  shall  conduct  a  study  of  the  feasi- 
bility and  desirability  of  imposing  a  copayment  for  each  visit  to  a  rural 
health  clinic  for  rural  liealth  clinic  services  under  part  B  of  title  XVIII 
of  the  Social  Security  Act,  instead  of  the  deductible  and  coinsurance 
amounts  otherwise  required  under  section  1833  of  such  Act  with  respect 
to  the  provision  of  such  services.  The  Secretary  shall  report  to  the  appro- 
priate committees  of  Congress,  not  later  than  one  year  after  the  date  of 
enactment  of  this  Act,  on  such  study  and  on  any  recommendations  he  may 
have  for  changes  in  the  provisions  of  part  B  of  title  XVIII  of  the  Social 
Security  Act  to  reflect  the  findings  of  such  study. 

(d)  Section  1861  of  such  Act  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

Rural  Health  Clinic  Services 

^'(aa)(l)  The  term  ^rural  health  clinic  services^  means — 

"(A)  physicians*  services  and  such  services  and  supplies  cw  are 
covered  unaer  section  1861  (s)  {2)  (A)  if  furnished  05  an  incident  to  a 
physician^s  professional  service, 

"(5)  such  services  furnished  by  a  physician  assistant  or  by  a 
nurse  practitioner  and  such  services  and  supplies  furnished  an 
incident  to  his  service  as  would  otherwise  be  covered  if  furnished  by  a 
physician  or     an  incident  to  a  physician* s  service,  and 

"(CO  in  the  case  of  a  rural  health  clinic  located  in  an  area  in 
which  there  exists  a  shortage  of  home  health  agencies,  part-time  or 
intermittent  nursing  care  and  related  medical  supplies  (other  than 
drugs  and  biologicals)  furnished  by  a  registered  professional  nurse 
or  licensed  practical  nurse  to  a  homebound  irtdividual  under  a 
written  plan  of  treatment  (i)  established  and  periodically  reviewed  by 
a  physician  described  in  paragraph  (2)  (B),  or  (ii)  established  by  a 
nurse  practitioner  or  physician  assistant  and  periodically  reviewed 
and  approved  by  a  physician  described  in  paragraph  (2)  (B) , 
when  furnished  to  an  individual  as  an  outpatient  of  a  rural  health  clinic. 
^\2)  The  term  'rural  health  clinic*  means  a  facility  which — 

is  primarily  engaged  in  providing  rural  health  clinic  services; 

'^(B)  in  the  case  of  a  facility  which  is  not  a  physician-directed 
clinic,  ha^  an  arrangement  (consistent  with  the  provisions  of  State 
and  local  law  relative  to  the  practice,  performance,  and  delivery  of 
health  services)  with  one  or  more  physicians  (as  defined  in  subsection 
(r)  (1))  under  which  provision  is  made  for  the  periodic  review  by  such 
physicians  of  covered  services  furnished  by  physician  assistants  and 
nurse  practitioners,  the  supervision  and  guidance  by  such  physicians 
of  physician  assistants  and  nurse  practitioners,  the  preparation  by 
such  physicians  of  such  medical  orders  for  care  arid  treatment  of 
clinic  patients  as  may  be  necessary,  and  the  availability  of  such 
physicians  for  such  referral  of  and  consultation  for  patients  as  is 
necessary  and  for  advice  and  assistance  in  the  management  of  medical 
emergencies;  and  in  the  case  of  a  physician-directed  clinic,  such 
clinic  has  one  or  more  of  its  staf^  physicians  perform  the  aclivities 
accomplished  through  such  an  arrangement; 

*'(U)  maintains  clinical  records  on  all  patients; 

'  (D)  has  arrangements  with  one  or  more  hospitals  having  agree- 
ments in  effect  under  section  1866  for  the  referral  and  admission  of 


JOINT  EXPLANATORY  STATEMENT  OF  THE  COMMITTEE 

ON  CONFERENCE 

The  managers  on  the  part  of  the  House  and  the  Senate  at  the  con- 
ference on  the  disagreemg  votes  of  the  two  Houses  on  the  amendment 
of  the  Senate  to  the  bill  (H.R.  8422)  to  amend  titles  XVIII  and  XIX 
of  the  Social  Security  Act  to  provide  payment  for  rural  health  clinic 
services,  and  for  other  purposes,  submit  the  following  joint  statement 
to  the  House  and  the  Senate  in  explanation  of  the  effect  of  the  action 
agreed  upon  by  the  managers  and  recommended  in  the  accompanying 
conference  report : 

The  Senate  amendment  struck  out  all  of  the  House  bill  after  the 
enacting  clause  and  inserted  a  substitute  text. 

The  House  recedes  from  its  disagreement  to  the  amendment  of  the 
Senate  with  an  amendment  which  is  a  substitute  for  the  House  bill 
and  the  Senate  amendment.  The  differences  between  the  House  bill, 
the  Senate  amendment,  and  the  substitute  agreed  to  in  conference 
are  noted  below,  except  for  clerical  corrections,  conforming  changes 
made  necessary  by  agreements  reached  by  the  conferees,  and  minor 
drafting  and  clarifying  changes. 

1.  Substitution  of  part  B  deductible  with  copayment  for  rural  health 

clinic  services 

House  bill. — The  House  bill  contains  no  comparable  provision. 

Senate  amendment. — The  Senate  amendment  authorizes  the  Secre- 
tary to  waive  the  part  B  deductible  with  respect  to  rural  health  clinic 
services  and  to  require  in  lieu  thereof  copayments  not  to  exceed  $3  a 
visit  and  $60  a  year,  where  he  determines  that  such  an  alternative 
approach  would  be  less  costly. 

Conference  agreement. — The  conference  agreement  requires  the  Sec- 
retar};  of  Health,  Education,  and  Welfare  to  study  the  feasibility  and 
desirability  of  imposing  a  copayment  for  each  visit  to  a  rural  health 
clinic  instead  of  the  medicare  deductible  and  coinsurance.  The  Secre- 
tary is  to  report  to  the  appropriate  committees  of  Congress,  not  later 
than  one  year  after  the  date  of  enactment,  on  such  study  and  on  any 
recommendations.  The  conferees  note  that  the  intent  of  the  study  is 
to  evaluate  approaches  to  the  use  of  copayment  that  will  not  result 
in  additional  cost  either  to  beneficiaries  or  rural  clinics. 

2.  Primary  care  practitioner 

House  bill. — The  House  bill  uses  the  term  "primary  care  practi- 
tioner" to  describe  the  nurse  practitioners,  phj^sician  assistants,  medex 
and  other  practitioners  whose  services  would  be  covered  under  the  bill. 

Senate  amendment. — The  Senate'  amendment  deletes  the  term  "pri- 
mary care  practitioner"  and  uses  in  lieu  thereof  the  terms  "nurse 
practitioner"  and  "physician  assistant". 

Conference  agreement. — The  conference  agreement  accepts  the  Senate 
amendment.  It  is  the  intent  of  the  conferees  that  the  services  of  a 
nurse  midwife  furnished  through  an  otherwise  eligible  rural  health 
clinic  be  covered  as  rural  health  clinic  services. 

(») 
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3.  Coverage  of  home  health  services  furnished  by  certain  clinics 
House  hill. — The  House  bill  contains  no  comparable  provision. 
Senate  amendment. — The  Senate  amendment  provides  that,  where 

there  exists  a  shortage  of  home  health  agencies,  the  rural  health 
clinic  services  covered  under  medicare  and  medicaid  could  include 
any  or  all  of  the  services  presently  covered  by  a  home  health  agency 
regardless  of  whether  a  clinic  could  offer  any  of  the  skilled  services 
(nursing  care,  speech  therapy  or  physical  therapy)  presently  required 
of  home  health  agencies. 

Conference  agreement. — The  conference  agreement  provides  that, 
where  there  exists  a  shortage  of  home  health  agencies,  the  rural 
clinic  services  covered  under  medicare  and  medicaid  could  include 
part-time  or  intermittent  nursing  services  and  related  supplies,  to 
the  extent  permitted  in  regulations,  furnished  by  a  registered  nurse 
or  a  licensed  practical  nurse  to  homebound  patients,  provided  such 
services  are  furnished  under  a  written  plan  of  treatment  (i)  established 
and  periodically  reviewed  by  a  phjrsician,  or  (ii)  established  by  a 
nurse  practitioner  or  physician  assistant  and  periodically  reviewed 
and  approved  by  a  physician.  It  is  the  intent  of  the  conferees  that 
licensed  vocational  nurses  shall  be  considered  as  licensed  practical 
nurses  for  the  purposes  of  this  provision. 

4.  Physician  supervision  arrangement 

House  hill. — The  House  bill  requires  the  rural  health  clinic  to  have 
an  arrangement  with  one  or  more  physicians  under  which  the  physician 
periodically  reviews  the  services  furnished  by  the  nurse  practitioner 
or  physician  assistant  and  prepares  such  medical  orders  for  care  and 
treatment  of  clinic  patients  as  is  necessary. 

Senate  amendment. — The  Senate  amendment  modifies  the  House 
bill  by  providing  that  the  medical  orders  are  to  be  prepared  jointly 
by  the  physician  and  the  nurse  practitioner  or  physician  assistant. 

Conference  agreement. — The  conference  agreement  accepts  the  House 
provision.  The  conferees  note  that  medical  orders  are  appropriately 
prepared  by  a  physician.  However,  patient  care  plans,  which  involve 
nursing  functions,  are  ordinarily  prepared  in  consultation  with  the 
nurse  practitioner  and  physician  assistant. 

5.  Clinic  policies 

House  hill. — The  House  bill  requires  a  rural  health  clinic  to  have 
policies  to  govern  the  provision  of  covered  services  which  are  developed 
(and  periodically  reviewed)  with  the  advice  of  a  group  of  professional 
personnel,  including  one  or  more  physicians  and  one  or  more  nurse 
practitioners  or  physician  assistants. 

Senate  amendment. — The  Senate  amendment  substitutes  for  the 
House  provision  the  requirement  that  the  clinic  have  written  policies 
to  govern  the  management  of  the  clinic  and  the  services  it  furnishes. 

Conference  agreement. — The  conference  agreement  accepts  the  House 
provision  with  a  modification  to  clarify  that  the  policies  are  to  be 
written. 

6.  Execution  of  policies 

House  hill. — The  House  bill  requires  a  rural  health  clinic  to  have  a 
physician  or  primary  care  practitioner  responsible  for  the  execution  of 
policies  relating  to  the  provision  of  the  clinic's  services. 
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Senate  amendment. — The  Senate  amendment  has  no  comparable 
provision. 

Conjerence  agreement. — The  conference  agreement  accepts  the  House 
provision. 

7.  Clinical  laboratory  services 

House  bill. — The  House  bill  requires  each  clinic  to  provide  routine 
diagnostic  services,  including  such  cUnical  laboratory  services  as  are 
prescribed  b}^  the  Secretary.  The  House  bill  also  provides  that  a 
clinic's  laboratory  shall  be  treated  as  a  physician's  office  for  the  purpose 
of  licensure  and  meeting  any  health  and  safety  standards  for  clinical 
laboratories  established  by  the  Secretary. 

Senate  amendment. — The  Senate  amendment  modifies  the  House  bill 
to  delete  the  requirement  with  respect  to  the  provision  of  clinical 
laboratory  services. 

Conference  agreement. — The  conference  agreement  accepts  the  House 
provision. 

8.  Emergency  drugs 

Hovse  bill. — The  House  bill  requires  the  clinic  to  have  available  for 
administration  at  least  such  drugs  and  biologicals  as  are  determined  by 
the  Secretary  to  be  necessary  for  the  care  and  treatment  of  emergency 
cases. 

Senate  amendment. — The  Senate  amendment  has  no  comparable 
provision. 

Conference  agreement. — The  conference  agreement  provides  that  a 
clinic  is  to  have  such  drugs  and  biologicals  available  as  are  determined 
by  the  Secretary  to  be  necessary  for  treatment  of  emergency  cases  to 
the  extent  allowed  by  State  and  Federal  law. 

9.  Utilization  review 

House  bill. — The  House  bill  contains  no  comparable  provision. 

Senate  amendment. — The  Senate  amendment  requires  a  rural  health 
clinic  to  have  appropriat  procedures  for  utilization  review. 

Conference  agreement. — The  conference  agreement  requires  clinics 
to  have  procedures  for  the  review  of  utilization  of  services  to  the  extent 
the  Secretary  determines  necessary  and  feasible. 

10.  Eligible  clinics 

House  bill. — The  House  bill  defines  a  rural  health  clinic  as  one 
located  in  a  rural  area  designated  by  the  Secretary  as  having  medically 
underserved  populations  under  section  1302(7)  of  the  Public  Health 
Service  Act. 

Senate  amendment. — The  Senate  amendment  defines  a  rural  health 
clinic  as  a  facility  located : 

(1)  in  a  rural  area  designated  by  the  Secretary  as  having  medi- 
cally underserved  populations  under  section  1302(7)  of  the  Public 
Health  Service  Act, 

(2)  in  an  area  (other  than  an  urbanized  area  as  defined  by  the 
Bureau  of  the  Census)  in  which  the  supply  of  medical  services  is 
not  sufficient  to  meet  the  needs  of  individuals  therein,  or 

(3)  in  an  urbanized  area  (so  defined)  if  the  majority  of  patients 
served  by  such  facility  reside  in  an  area  described  in  paragraph  (1) 
or  (2). 

Conference  agreement. — The  conference  agreement  provides  that 
clinics  are  eligible  which  are  located  in  areas  which  are  not  urbanized 
and  which  have  been  designated  by  the  Secretary  as — 
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(1)  having  medically  underserved  populations  (under  title  XIII 
of  the  Public  Health  Service  Act) ,  or 

(2)  primary  medical  care  manpower  shortage  areas  (under  title 
III  of  the  Public  Health  Service  Act). 

The  agreement  also  provides  for  the  eligibility  of  any  private,  non- 
rofit  health  care  clinic  which  meets  the  requirements  for  a  rural 
ealth  clinic,  except  that  it  is  not  located  in  either  of  the  shortage 
areas  described  above,  and  on  July  1,  1977 — 

(A)  was  located  in  a  nonurbanized  area,  and 

(B)  was  located  in  an  area  where  the  supply  of  physicians  was 
insufficient  (as  determined  by  the  Secretary). 

1 1 .  Grandfathering  of  clinics 

House  bill. — The  House  bill  provides  that  a  clinic  which  qualifies 
as  a  rural  health  clinic  and  is  located  in  an  area  which  subsequently 
loses  its  designation  as  a  rural  or  medically  underserved  area  would 
continue  to  be  eligible  for  medicare  and  medicaid  reimbursement  as 
a  rural  health  clinic. 

Senate  amendment. — The  Senate  amendment  has  no  comparable 
provision. 

Conference   agreement. — The   conference   agreement   accepts  the 
House  provision. 

12.  Review  of  capital  expenditures 

House  bill. — The  House  bill  contains  no  comparable  provision. 

Senate  amendment. — The  Senate  amendment  provides  that  rural 
health  clinics  would  be  subject  to  review  of  capital  expenditures 
under  programs  established  pursuant  to  section  1122  of  the  Social 
Security  Act. 

Conference   agreement. — The   conference   agreement  accepts   the " 
House  position  with  the  understanding  that  review  of  capital  expendi- 
tures in  ambulatory  settings  will  be  considered  at  a  later  date. 

13.  Comprehensive  outpatient  mental  health  centers 

House  bill. — The  House  bill  requires  the  Secretary  to  carry  out  a 
demonstration  project  to  provide  reimbursement  for  services  furnished 
in  organized  centers  offering  comprehensive  mental  health  services. 

Senate  amendment. — The  Senate  amendment  requires  the  Secretary 
to  submit  a  report,  not  later  than  April,  1978,  on  the  advantages  and 
disadvantages  of  extending  medicare  coverage  to  mental  health 
centers. 

Conference  agreement. — The  conference  agreement  accepts  the 
Senate  provision  with  the  modifications  that  the  report  is  to  be  sub- 
mitted within  6  months  after  enactment  and  the  study  is  to  include, 
with  separate  evaluations,  centers  for  treatment  of  alcoholism  and 
drug  abuse.  The  conferees  expect  the  Secretary  to  conduct  demon- 
stration projects,  under  the  authority  of  section  222  of  Public  Law 
92-603,  to  provide  coverage  for  preventive  services  furnished  by  rural 
health  clinic  services. 

14.  Arrangements  for  clinics  under  medicaid 

House  bill. — The  House  bill  clarifies  that  the  requirement  that 
clinics  must  agree  not  to  charge  medicare  patients  for  covered  items 
or  services  except  for  the  amount  of  the  medicare  part  B  deductible 
or  coinsurance  is  not  applicable  for  the  purposes  of  reimbursement 
under  medicaid.  The  House  bill  also  clarifies  that  services  offered  by 
a  clinic  which  are  covered  only  under  the  medicaid  program  are  to 
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be  subject  to  title  XIX  requirements  for  physician  arrangements  for 
supervision  and  related  activities. 

Senate  amendment. — The  Senate  amendment  contains  no  compara- 
ble provision. 

Conference  agreement. — The  conference  agreement  accepts  the  House 
provision. 

15.  Medicaid  effective  date 

House  hill. — The  House  bill  provides  that  the  State  medicaid  plan 
of  all  States  which  authorize  the  medical  practice  of  nurse  practi- 
tioners or  physician  assistants  is  to  provide  reimbursement  for  rural 
health  clinic  services  beginning  the  first  calendar  quarter  beginning 
more  than  six  months  after  the  date  of  enactment. 

Senate  amendment. — The  Senate  amendment  further  provides  that, 
if  legislation  is  required  to  conform  the  State  plan,  the  requirement 
is  to  be  effective  the  first  calendar  quarter  beginning  after  the  close 
of  the  State  legislative  session. 

Conference  agreement. — The  conference  agreement  accepts  the  Senate 
amendment. 

16.  Disclosure  of  mailing  addresses  to  National  Institute  for  Occupational 

Safety  and  Health 

House  hill. — The  House  bill  contains  no  comparable  provision. 

Senate  amendment. — The  Senate  amendment  would  authorize  the 
Secretary  of  the  Treasury,  upon  written  request,  to  disclose  mailing 
addresses  to  officers  and  employees  of  the  National  Institute  for 
Occupational  Safety  and  Health  (NIOSH)  solely  for  the  purposes  of 
locating  and  determining  the  vital  status  of  persons  who,  in  their 
occupations,  are,  or  may  have  been,  exposed  to  a  hazardous  sub- 
stance and  referring  sick  or  injured  workers  for  medical  care  and 
treatment. 

Conference  agreement. — The  conference  agreement  includes  the  sub- 
stance of  the  Senate  amendment  with  a  technical  amendment  which 
clarifies  the  language  of  the  Senate  amendment  and  which  restructures 
the  pertinent  section  (6103(m))  of  the  Internal  Revenue  Code.  The 
conference  agreement  is  not  intended  to  allow  the  disclosure  of  the 
mailing  addresses  of  any  taxpayer  for  any  other  studies  that  have 
been  or  will  be  undertaken  by  NIOSH,  except  for  the  specific  purpose 
stated  in  the  conference  report. 

Al  Ullman, 
Harley  O.  Staggers, 
Dan  Rostenkowski, 
Paul  G.  Rogers, 
James  C.  Gorman, 
Richardson  Preyer, 
John  J.  Duncan  of  Tennessee, 
Tim  Lee  Carter, 

Managers  on  the  Part  of  the  House. 
Russell  Long, 
Herman  E.  Talmadge, 
William  D.  Hathaway, 
Bob  Dole, 
Bob  Packwood, 

Managers  on  the  Part  of  the  Senate. 
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Widower's  Benefits — 
Effective  Date— Offset- 
Delayed  Retirement 

Widower's  Benefits- 
Effective  Date — 
(Technical  Amendment) 

Widower's  Benefits- 
Effective  Date 

Widower's  Benefits — 
Marriage  After  Age  60 — 
Effective  Date 

Widower's  Benefits — 
(Technical  Amendment) 

Mother's  Benefits — 
Offset  for  Public 
Service  ikoployment 

Mother's  Benefits- 
Offset  for  Public 
Service  Employment 

Limit  on  Retroactive 
Benefits 

Limit  on  Retroactive 
Benefits 

Minimum  Benefit 
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Requirement — 
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Widower's  Benefits — 
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Reduction  of  Benefits 
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Entitlement 

Reduction  of  Husband's 
or  Wife's  Benefits— 
(Technical  Amendment) 

Modify  Cost-of-Living 
Benefit  Increases  As 
Applied  to  Actuarial 
Reduction 

Modify  Cost-of-Living 
Benefit  Increases  As 
Applied  to  Actuarial 
Reduction — Applies 
After  12/77 


202(f)C3XA)  33U(d)(3)  15¥ 

202(f)(3)C&)  336(bXl)  15U7 

202(f)(3XBXi)  20l+(d)  1528 

202(f)(i+)  336(bX2)  151+7  U5 


202(f)(5)  336(bX3)  15U7  12,  1I, 
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202(g)(2)  33li(eXl)  15U6  - 

202(g)(l|)  33l+(eX2)  15U6 

202(0  )(1)  332(aXl)  I5i;2  16 

202(j)(l;)  332(aX2)  15U3  I6 

202(m)(l)  205(a)  1528  31-33 

202(p)(l)  33i+(dX5)  15U6 

202(qX3XH)  331  (cX2)  15U2 
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Amendment) 
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91 


H.Rep. 
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Earnings  Limitation  Ends 
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Effective  for  Tax  Years 
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Age  70  Instead  of  72— 
Effective  for  Tax  Years 
Ending  After  12/21/81 

Earnings  Limitation  Ends 
Age  70  Instead  of  72— 
Effective  for  Tax  Years 
After  12/31/81 


Earnings  Limitation  Ends 
Age  70  Instead  of  72— 
Effective  for  Tax  Years 
Ending  After  12/31/81 

Change  in  Earnings 
Test— Age  65  and  Older 

Change  in  Earnings 
Test— Age  65  and  Older 

Eliminating  Monthly 
Earnings  Test 

Change  to  Age  70 
Earnings  Test 

Change  in  Earnings 
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Change  in  Earnings 
Test 

Change  in  Earnings 
Test 

Exempt  Amount 
(Technical  Amendment) 
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303(a)  1531 

302(h)  1531 
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301(a)  1530 

301  (bXl)  1530 

301  (bX2)  1530 


8,  30 

8,  30 

8,  30 

8,  30 
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302(a)     1531  49-50 
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Combined  SS  and  Income 
Tax  Annual  Reporting 
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Tax  Azmual  Reporting 
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Applicability  of  Prior 
Provisions 
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203(fX8)^)?i) 
203(fX8XD) 
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353(fX2Xc)i555 
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35i(aX3X^i5i+9 
35l(aX3)(^)l549 

351 (aXl)  15U9 

351  (aXl)  15U9 

313(a)  1535 

351(b)  l5i+9 

351(c)  1550 

352(a)  1552 

352(b)  1552 
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201(b)  1517 
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Application  of  Prior 
Provisions  to  old-age 

insurance  beneficiaries    2l5(d)(i+)        2Ol(d)0+)   1520        7,  22  —  —  66 
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Prior  to  1978 
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Amendment) 

Becomputation  (Technical  215(f)(8)        20l(f)C+)  l521 
Amendment) 
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Amendment) 
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Amendment) 
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Increase  in  Earnings        2l5(iX2XDXv)     103(dX2)   l5lU  —  ~  —  — 
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Coverage— N.J.  Split  2l8(dX6Xc) 
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(Technical  Amendment) 

WC  Offset  DIB  22i+(f)(2) 
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Reduced  Benefits  for  226CIiXiXb) 
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Government  Pensions 
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for  HIB  (Technical 
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E.E.I.S.A.  Nexus  230(d)  103(cXl)    151U  — 

International  Agree-  233  317(a)      1538  ~  —  ~  70 

ments  (Totalization) 

Access  to  Wage  Infoima-  U02(a)(29)  U03(c)      l56l  —  ~  1+6  76 

tion  by  AIDC  Agencies 

Fiscal  Relief  for  U03(a)  UOl(l)      1559  ~  ~  37  75 

Welfare  Costs 

Fiscal  Relief  for  U03(i)  U0l(2)      1559  —  —  37  75 

Welfare  Costs 

Fiscal  Incentives  to  i+03(j)  U02(a)      1560  ~  —  1^  75 

Lower  AFDC  Error 

Access  to  Wa«e  1+11  l;03(a)      1561  —  ~  U6  76 

Information  (AFDC) 
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Checks 

State  Demonstration  1115(b)  kOh{3)      1562  —  —  1+7  76 

Projects  (AFDC) 

Conforming  Amendment  1839(cX3Xb)  205(e)      1529  —  — 

(Medicare  Premium  Rate) 

Coverage  Under  l6U2(b)(3)  50l(b)      1565  —  ~  —  78 

Medicare  of  Power- 
Operated  Wheelchairs 

Coverage  Under  1861(3) (6)  50l(a)      156U  ~  — 

Medicare  of  Pover- 
Operated  Wheelchairs 
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Public  Law  95-216 
95th  Congress 

An  Act 


To  amend  the  Social  Security  Act  and  the  Internal  Revenue  Code  of  1954  to 


Dec.  20,  1977 


strengthen  the  financing  of  the  social  security  system,  and  for  other  purposes.  [H.R.  9346] 

Be  it  enacted  hy  the  Senate  and  Home  of  Representatives  of  the 

United  States  of  America  in  Congress  assembled^  That  this  Act,  with  Social  Security 
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Sec.  358.  Computation  of  employee  annuities. 

Part  F — National  Commission  on  Social  Security 

Sec.  361.  Establishment  of  Commission. 

Part  G — Miscellaneous  Provisions 

Sec.  371.  Appointment  of  hearing  examiners.  i 
Sec.  372.  Report  of  Advisory  Council  on  Social  Security. 

TITLE  IV— PROVISIONS  RELATING  TO  CERTAIN  STATE  WELFARE 
AND  SERVICE  PROGRAMS  RECEIVING  FEDERAL  FINANCIAL 
ASSISTANCE 

Sec.  401.  Fiscal  relief  for  States  and  political  subdivisions  with  respect  to  costs 
of  welfare  programs. 

Sec.  402.  Incentive  adjustments  for  quality  control  in  Federal  financial  partici- 
pation in  aid  to  families  with  dependent  children  programs. 

Sec.  403.  Access  to  wage  information. 

Sec.  404.  State  demonstration  projects. 

Sec.  405.  Reimbursement  for  erroneous  State  supplementary  payments. 
TITLE  V— MISCELLANEOUS 

Sec.  501.  Coverage  under  medicare  of  certain  power-operated  wheelchairs. 
Sec.  502.  Federal  Election  Campaign  Act  amendments. 

TITLE  I— PROVISIONS  RELATING  TO  THE  FINANCING 
OF  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY 
INSURANCE  PROGRAM 

I 

ADJUSTMENTS  IN  TAX  RATES 

Sec.  101.  (a)  (1)  Section  3101(a)  of  the  Internal  Revenue  Code  of 
26  use  3101.       1954  (relating  to  rate  of  tax  on  employees  for  purposes  of  old-age, 
survivors,  and  disability  insurance)  is  amended  by  striking  out  para- 
graphs (1)  and  (2)  and  inserting  in  lieu  thereof  the  following: 

"  ( 1 )  with  respect  to  wages  received  during  the  calendar  years 
1974  through  1977,  the  rate  shall  be  4.95  percent ; 

"(2)  with  respect  to  wages  received  during  the  calendar  year 
1978,  the  rate  shall  be  6.05  percent ; 

"(3)  with  respect  to  wages  received  during  the  calendar  years 
1979  and  1980,  the  rate  shall  be  5.08  percent ; 

"(4)  with  respect  to  wages  received  during  the  calendar  year 
 .  _  _ .  .    1981.  the  rate  shall  be  5.35  Dercent :     ^1 
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"(5)  with  respect  to  wages  received  during  the  calendar  yeai-s 
1982  through  1984,  the  rate  shall  be  5.40  percent ; 

"(6)  with  respect  to  wages  receive^  during  the  calendar  years 
1985  through  1989,  the  rate  shall  be  5.70  percent ;  and 

"(7)  with  respect  to  wages  received  ^fter  December  31,  1989, 
the  rate  shall  be  6.20  percent.". 

(2)  Section  3111(a)  of  such  Code  (relating  to  rate  of  tax  on   Post,  p.  1537. 

■  nployers  for  purposes  of  old-age,  survivors,  and  disability  insur-   26  USC  3111. 
ice)  is  amended  by  striking  out  paragraphs  (1)  and  (2)  and  insert- 
ig  in  lieu  thereof  the  following : 

"(1)  with  respect  to  wages  paid  during  the  calendar  years 
1974  through  1977,  the  rate  shall  be  4.95  percent ; 

"(2)  with  respect  to  wages  paid  during  the  calendar  year  1978, 
the  rate  shall  be  5.05  percent ; 

"(3)  with  respect  to  wages  paid  during  the  calendar  years 
1979  and  1980,  the  rate  shall  be  5.08  percent ; 

"(4)  with  respect  to  wages  paid  during  the  calendar  year  1981, 
the  rate  shall  be  5.35  percent ; 

"(5)  with  respect  to  wages  paid  during  the  calendar  years 
1982  through  1984,  the  rate  shall  be  5.40  percent ; 

"(6)  with  respect  to  wages  paid  during  the  calendar  years 
1985  through  1989,  the  rate  shall  be  5.70  percent ;  and 

"(7)  with  respect  to  wages  paid  after  December  31,  1989,  the 
rate  shall  be  6.20  percent.". 

(3)  Section  1401(a)  of  such  Code  (relating  to  rate  of  tax  on  self-  26  USC  1401. 
nployment  income  for  purposes  of  old-age,  survivors,  and  disability 

Lsurance)  is  amended  by  striking  out  "a  tax"  and  all  that  follows  and 
iserting  in  lieu  thereof  the  following :  "a  tax  as  follows : 

"(1)  in  the  case  of  any  taxable  year  beginning  before  January  1, 
1978,  the  tax  shall  be  equal  to  7.0  percent  of  the  amount  of  the 
self -employment  income  for  such  taxable  year ; 

"(2)  in  the  case  of  any  taxable  year  beginning  after  Decem- 
ber 31, 1977,  and  before  January  1,  1979,  the  tax  shall  be  equal  to 
7.10  percent  of  the  amount  of  the  self-employment  income  for 
such  taxable  year ; 

"(3)  in  the  case  of  any  taxable  year  beginning  after  December 
31, 1978,  and  before  January  1, 1981,  the  tax  shall  be  equal  to  7.05 
percent  of  the  amount  of  the  self -employment  income  for  such 
taxable  ^ear ; 

"(4)  m  the  case  of  any  taxable  year  beginning  after  December 
31,  1980,  and  before  January  1,  1982,  the  tax  shall  be  equal  to 
8.00  percent  of  the  amount  of  the  self -employment  income  for 
such  taxable  year ; 

"(5)  in  the  case  of  any  taxable  year  beginning  after  December 
31,  1981,  and  before  January  1,  1985,  the  tax  shall  be  equal  to 
8.05  percent  of  the  amount  of  the  self -employment  income  for 
such  taxable  year ; 

"(6)  in  the  case  of  any  taxable  year  beginning  after  December 
31,  1984,  and  before  January  1,  1990,  the  tax  shall  be  equal  to 
8.55  percent  of  the  amount  of  the  self -employment  income  for 
such  taxable  year ;  and 

"(7)  in  the  case  of  any  taxable  year  beginning  after  December 
31,  1989,  the  tax  shall  be  equal  to  9.30  percent  of  the  amount  of 
the  self -employment  income  for  such  taxable  year.", 
(b)  (1)  Section  3101(b)  of  such  Code  (relating  to  rate  of  tax  on  Hospital 
aployees  for  purposes  of  hospital  insurance)  is  amended  by  striking  insurance. 
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ALLOCATIONS  TO  DISABILITY  INSURANCE  TRUST  FUND 

Sec.  102.  (a)(1)  Section  201(b)(1)  of  the  Social  Security  Act  is  42  USC  401. 
amended  by  striking  out  clauses  (G)  through  (J)  and  inserting  in  lieu 
thereof  the  following:  "(G)  1.55  per  centum  of  the  wages  (as  so 
defined)  paid  after  December  31,  1977,  and  before  January  1,  1979, 
and  so  reported,  (H)  1.50  per  centum  of  the  wages  (as  so  defined)  paid 
after  December  31,  1978,  and  before  January  1,  1981,  and  so  reported, 
(I)  1.65  per  centum  of  the  wages  (as  so  defined)  paid  after  Decem- 
ber 31, 1980,  and  before  January  1, 1985,  and  so  reported,  (J)  1.90  per 
centum  of  the  wages  (as  so  defined)  paid  after  December  31, 1984,  and 
before  January  1,  1990,  and  so  reported,  and  (K)  2.20  per  centum  of 
ihe  wages  (as  so  defined)  paid  after  December  31,  1989,  and  so 
reported.". 

(2)  Section  201  (b)(2)  of  such  Act  is  amended  by  striking  out  clauses 
(G)  through  (J)  and  inserting  in  lieu  thereof  the  following:  "(G) 
L090  per  centum  of  the  amount  of  self -employment  income  (as  so 
iefined)  so  reported  for  any  taxable  year  beginning  after  Decem- 
ber 31, 1977,  and  before  January  1, 1979,  (H)  1.0400  per  centum  of  the 
amount  of  self -employment  income  (as  so  defined)  so  reported  for  any 
taxable  year  beginning  after  December  31,  1978,  and  before  Janu- 
ary 1,  1981,  (I)  1.2375  per  centum  of  the  amount  of  self-emplojment 
income  (as  so  defined)  so  reported  for  any  taxable  year  beginning 
after  December  31,  1980,  and  before  January  1,  1985,  (J)  1.4250  per 
centum  of  the  amount  of  self -employment  income  (as  so  defined)  so 
reported  for  any  taxable  year  beginning  after  December  31, 1984,  and 
before  January  1,  1990,  and  (K)  1.650  per  centum  of  the  amount  of 
self -employment  income  (as  so  defined)  so  reported  for  any  taxable 
year  beginning  after  December  31, 1989,". 

INCREASES  IN  EARNINGS  BASE 

Sec.  103.  (a)(1)  Section  230(a)  of  the  Social  Security  Act  is   42  USC  430. 
imended  by  inserting  "or  (c)"  after  "determined  under  subsection 
(b)". 

(2 )  Section  230  (b)  of  such  Act  is  amended  by  striking  out  "shall  be" 
in  the  matter  preceding  paragraph  (1)  and  inserting  m  lieu  thereof 
•^shall  (subject  to  subsection  (c) )  be".  Infra. 

( b )  Section  230  ( c )  of  such  Act  is  amended —  Contribution  and 

(1)  by  inserting  "(1)"  immediately  before  "the  'contribution  benefit  base, 
and  benefit  base' " ;  and 

(2)  by  striking  out  "section."  and  inserting  in  lieu  thereof  the 
following : 

'section,  and  (2)  the  'contribution  and  benefit  base'  with  respect  to 
remuneration  paid  (and  taxable  years  beginning) — 

"  (A)  in  1978  shall  be  $17,700, 

"(B)  in  1979  shall  be  $22,900, 

"(C)  in  1980  shall  be  $25,900,  and 

"(D)  in  1981  shall  be  $29,700. 
H'or  purposes  of  determining  under  subsection  (b)  the  'contribution 
ind  benefit  base'  with  respect  to  remuneration  paid  (and  taxable  years 
beginning)  in  1982  and  subsequent  years,  the  dollar  amounts  specified 
n  clause  (2)  of  the  preceding  sentence  shall  be  considered  to  have 
esulted  from  the  application  of  such  subsection  (b)  and  to  be  the 
amount  determined  (with  respect  to  the  years  involved)  under  that 
mbsection.  For  purposes  of  determining  employer  tax  liability  under 
ection  3221  (a)  of  the  Internal  Revenue  Code  of  1954,  for  purposes  of  26  USC  3221. 
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determining  the  portion  of  the  employee  representative  tax  liabilitj 
26  use  3211.  under  section  3211(a)  of  such  Code  which  results  from  the  applica 
tion  of  the  9.5  percent  rate  specified  therein,  and  for  purposes  of  com- 
puting average  monthly  compensation  undei;  section  3(j)  of  tht 
45  use  231b.  Railroad  Retirement  Act  of  1974,  except  with  respect  to  annuity 
amounts  determined  under  section  3(a)  or  (3)(f)(3)  of  such  Act. 
clause  (2)  and  the  preceding  sentence  of  this  subsection  shall  be 
disregarded.". 

42  use  430.  (c)  (1)  Section  230  of  such  Act  is  further  amended  by  adding  at  the 

end  thereof  the  following  new  subsection : 

"(d)  Notwithstanding  any  other  provision  of  law,  the  contribution 
and  benefit  base  determined  under  this  section  for  any  calendar  year 
after  1976  for  purposes  of  section  4022(b)(3)(B)  of  Public  Law 

29  use  1322.  93-406,  with  respect  to  any  plan,  shall  be  the  contribution  and  benefit 
base  that  would  have  been  determined  for  such  year  if  this  section  as 
in  effect  immediately  prior  to  the  enactment  of  the  Social  Security 
Amendments  of  1977  had  remained  in  effect  without  change.". 

Effective  date.  (2)  The  amendment  made  by  paragraph  (1)  shall  apply  with 

42  use  430  note,  respect  to  plan  terminations  occurring  after  the  date  of  the  enactment 
of  this  Act. 

(d)(1)  The  second  sentence  of  section  215(i)  (2)  (D)  (v)  of  such 
42  use  415.        Act  is  amended  by  striking  out  "is  equal  to  one-twelfth  of  the  new 
contribution  and  benefit  base"  and  inserting  in  lieu  thereof  "is  equal 
to,  or  exceeds  by  less  than  $5,  one-twelfth  of  the  new  contribution  and 
benefit  base". 

(2)  The  third  sentence  of  section  215(i)  (2)  (D)  (v)  of  such  Act 
is  amended  by  striking  out  all  that  follows  "clause  (iv)"  and  insert- 
ing in  lieu  thereof  "plus  20  percent  of  the  excess  of  the  second  figure! 
in  the  last  line  of  column  III  as  extended  under  the  preceding  sen- 
tence over  such  second  figure  for  the  calendar  year  in  which  the  tablei 
of  benefits  is  revised.". 

EFFECTIVE  DATE 

26  use  1401  Sec.  104.  The  amendments  made  by  this  title  shall  apply  with  respect 

to  remuneration  paid  or  received,  and  taxable  years  beginning,  after 
1977. 

TITLE  II— STABILIZATION  OF  REPLACEMENT  RATES  IN 
THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSUR- 
ANCE PROGRAM 


COMPUTATION  OF  PRIMARY  INSURANCE  AMOUNT 

42  use  415.  Sec.  201.  (a)  Section  215(a)  of  the  Social  Security  Act  is  amended 

to  read  as  follows : 

"(a)  (1)  (A)  The  primary  insurance  amount  of  an  individual  shall 
(except  as  otherwise  provided  in  this  section)  be  equal  to  the  sum 
of— 

"(i)  90  percent  of  the  individual's  average  indexed  monthly 
earnings  (determined  under  subsection  (b))  to  the  extent  that 
such  earnings  do  not  exceed  the  amount  established  for  purposes 
of  this  clause  by  subparagraph  (B) , 

"(ii)  32  percent  of  the  individual's  average  indexed  monthly 
earnings  to  the  extent  that  such  earnings  exceed  the  amount  estab- 
lished for  purposes  of  clause  (i)  but  do  not  exceed  the  amoimt 
established  for  purposes  of  this  clause  by  subparagraph  (B),  and 
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"(iii)  15  percent  of  the  individual's  average  indexed  montlily 
earnings  to  the  extent  that  such  earnings  exceed  the  amount 
established  for  purposes  of  clause  ( ii ) , 
rounded  in  accordance  with  subsection  (g) ,  and  thereafter  increased 
IS  provided  in  subsection  (i) . 

"(B)  (i)  For  individuals  who  initially  become  eligible  for  old-age 
)r  disability  insurance  benefits,  or  who  die  (before  becoming  eligible 
)f  such  benefits),  in  the  calendar  year  1979,  the  amount  established 
for  purposes  of  clause  (i)  and  (ii)  of  subparagraph  (A)  shall  be  $180 
md  $1,085,  respectively. 

"(ii)  For  individuals  who  initially  become  eligible  for  old-age  or 
Usability  insurance  benefits,  or  who  die  (before  becoming  eligible  for 
5uch  benefits),  in  any  calendar  year  after  1979,  each  of  the  amounts  so 
established  shall  equal  the  product  of  the  corresponding  amount  estab- 
ished  with  respect  to  the  calendar  year  1979  under  clause  (i)  of  this 
lubparagraph  and  the  quotient  obtained  by  dividing — 

"(I)  the  average  of  the  total  wages  (as  defined  in  regulations 
of  the  Secretary  and  computed  without  regard  to  the  limitations 
specified  in  section  209  (a) ^  reported  to  the  Secretary  of  the  Treas-  42  USC  409. 
ury  or  his  delegate  for  the  second  calendar  year  preceding  the 
calendar  year  for  which  the  determination  is  made,  by 
"(II)  the  average  of  the  total  wages  (as  so  defined  and  com- 
uted)  reported  to  the  Secretary  of  the  Treasury  or  his  delegate 
or  the  calendar  year  1977. 
"(iii)  Each  amount  established  under  clause  (ii)  for  any  calendar 
^ear  shall  be  rounded  to  the  nearest  $1,  except  that  any  amounts  so 
established  which  is  a  multiple  of  $0.50  but  not  of  $1  shall  be  rounded 
o  the  next  higher  $1. 

"(C)  (i)  No  primary  insurance  amount  computed  under  subpara- 
graph (A)  may  be  less  than — 

"  (I)  the  dollar  amount  set  forth  on  the  first  line  of  column  IV 
in  the  table  of  benefits  contained  in  (or  deemed  to  be  contained  in) 
this  subsection  as  in  effect  in  December  1978,  rounded  (if  not  a 
multiple  of  $1 )  to  the  next  higher  multiple  of  $1,  or 

"(II)  an  amount  equal  to  $11.50  multiplied  by  the  individual's 
years  of  coverage  in  excess  of  10,  or  the  increased  amount  deter- 
mined for  purposes  of  this  subdivision  under  subsection  (i), 
vhichever  is  gi-eater.  No  increase  under  subsection  (i),  except  as  pro- 
dded in  subsection  (i)(2)(A),  shall  apply  to  the  dollar  amount 
ipecified  in  subdivision  (1)  of  this  clause. 

"(ii)  For  purposes  oi  clause  (i)  (II),  the  term  ^years  of  coverage'   "Years  of 
^ith  respect  to  any  individual  means  the  number  (not  exceeding  30)  coverage." 
squal  to  the  sum  of  (I)  the  number  (not  exceeding  14  and  disregarding 
my  fraction)  determined  by  dividing  (a)  the  total  of  the  wa^es 
Tedited  to  such  individual  (including  wages  deemed  to  be  paid  prior 
0  1951  to  such  individual  under  section  217,  compensation  under  the  Post,  p.  1529. 
iailroad  Retirement  Act  of  1937  prior  to  1951  which  is  creditable  to   45  USC  228a. 
uch  individual  pursuant  to  this  title,  and  wages  deemed  to  be  paid 
»rior  to  1951  to  such  individual  under  section  231)  for  years  after   42  USC  431. 
936  and  before  1951  by  (b)  $900,  plus  (II)  the  number  equal  to 
he  number  of  years  after  1950  each  of  which  is  a  computation  base 
ear  (within  the  meaning  of  subsection  (b)  (2)  (B)  (ii))  and  in  each 
'f  which  he  is  credited  with  wages  (including  wages  deemed  to  be  paid 
0  such  individual  under  scetion  217.  compensation  under  the  Railroad 
iletirement  Act  of  1937  or  1974  which  is  creditable  to  such  individual   45  USC  228a, 
)ursuant  to  this  title,  and  wages  deemed  to  be  paid  to  such  individual  231. 
mder  section  229)  and  self-employment  income  of  not  less  than  25    Post,  p.  1554. 
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percent  of  the  maximum  amount  which,  pursuant  to  subsection  (e), 
may  be  counted  for  such  year,  or  of  not  less  than  25  percent  of  the 
maximum  amount  which  could  be  so  counted  for  such  year  (in  the  case 
Ante,  p.  1513;       of  a  year  after  1977)  if  section  230  as  in  effect  immediately  prior  to  the 
Post,  p.  1554.       enactment  of  the  Social  Security  Amendments  of  1977  had  remained 

in  effect  without  change. 
Publication  in  In  each  calendar  year  after  1978  the  Secretary  shall  publish 

Federal  Register,  the  Federal  Register,  on  or  before  November  1,  the  formula  for 
computing  benefits  under  this  paragraph  and  for  adjusting  wages  and 
self -employment  income  under  subsection  (b)  (8)  in  the  case  of  an 
individual  who  becomes  eligible  for  an  old-age  insurance  benefit,  or 
(if  earlier)  becomes  eligible  for  a  disability  insurance  benefit  or  dies, 
in  the  following  year,  and  the  average  of  the  total  wages  (as  described 
Publication  in  in  subparagraph  (B)  (ii)  (I))  on  which  that  formula  is  based.  With 
Federal  Register,  the  initial  publication  required  by  this  subparagraph,  the  Secretary 
shall  also  publish  in  the  Federal  Register  the  average  of  the  total 
wages  (as  so  described)  for  each  calendar  year  after  1950. 

"(2)  (A)  A  ^ear  shall  not  be  counted  as  the  year  of  an  individual's 
death  or  eligibility  for  purposes  of  this  subsection  or  subsection  (i) 
in  any  case  where  such  individual  was  entitled  to  a  disability  insur- 
ance benefit  for  any  of  the  12  months  immediately  preceding  the  month 
of  such  death  or  eligibility  (but  there  shall  be  counted  instead  the  year 
of  the  individual's  eligibility  for  the  disability  insurance  benefit  or 
benefits  to  which  he  was  entitled  during  such  12  months) . 

"(B)  In  the  case  of  an  individual  who  was  entitled  to  a  disability 
insurance  benefit  for  any  of  the  12  months  before  the  month  in  which 
he  became  entitled  to  an  old-age  insurance  benefit,  became  reentitled  to 
a  disability  insurance  benefit,  or  died,  the  primary  insurance  amount 
for  determining  any  benefit  attributable  to  that  entitlement,  reentitle- 
ment,  or  death  is  the  greater  of — 

"(i)  the  primary  insurance  amount  upon  which  such  disability 
insurance  benefit  was  based,  increased  by  the  amount  of  each  gen- 
eral benefit  increase  (as  defined  in  subsection  (i)  (3)),  and  each 
increase  provided  under  subsection  (i)(2),  that  would  have 
applied  to  such  primary  insurance  amount  had  the  individual 
remained  entitled  to  such  disability  insurance  benefit  until  the 
month  in  which  he  became  so  entitled  or  reentitled  or  died,  or 
"(ii)  the  amount  computed  under  paragraph  (1)(C). 
"(C)  In  the  case  of  an  individual  who  was  entitled  to  a  disability 
insurance  benefit  for  any  month,  and  with  respect  to  whom  a  primary 
insurance  amount  is  required  to  be  computed  at  any  time  after  the 
close  of  the  period  of  the  individual's  disability  (whether  because  of 
such  individual's  subsequent  entitlement  to  old-age  insurance  benefits 
or  to  a  disability  insurance  benefit  based  upon  a  subsequent  period  of 
disability,  or  because  of  such  individual's  death),  the  primary  insur- 
ance amount  so  computed  may  in  no  case  be  less  than  the  primary 
insurance  amount  with  respect  to  which  such  former  disability  insur- 
ance benefit  was  most  recently  determined. 

"(3)  (A)  Paragraph  (1)  applies  only  to  an  individual  who  was  not 
eligible  for  an  old-age  insurance  benefit  prior  to  January  1979  and  , 
who  in  that  or  any  succeeding  month — 

"  ( i )  becomes  eligible  tor  such  a  benefit, 

"(ii)  becomes  eligible  for  a  disability  insurance  benefit,  or 

"(iii)  dies, 

and  (except  for  subparagraph  (C)(i)(II)  thereof)  it  applies  to  every 
such  individual  except  to  the  extent  otherwise  provided  by  paragraph 
(4). 
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"(B)  For  purposes  of  this  title,  an  individual  is  deemed  to  be  Eligibility, 
eligible — 

"(i)  for  old-age  insurance  benefits,  for  months  beginning  with 
the  month  in  which  he  attains  age  62,  or 

"(ii)  for  disability  insurance  benefits,  for  months  beginning 
with  the  month  in  which  his  period  of  disability  began  as  pro- 
vided under  section  216 (i)  (2)  (C),  42  USC  416. 
except  as  provided  in  paragraph  (2)  (A)  in  cases  where  fewer  than  12 
months  have  elapsed  since  the  termination  of  a  prior  period  of 
disability. 

"(4)  Paragraph  (1)  (except  for  subparagraph  (C)  (i)  (II)  thereof)  Limitations, 
does  not  apply  to  the  computation  or  recomputation  of  a  primary 
insurance  amount  for — 

"(A)  an  individual  who  was  eligible  for  a  disability  insurance 
benefit  for  a  month  prior  to  January  1979  unless,  prior  to  the 
month  in  which  occurs  the  event  described  in  clause  (i),  (ii),  or 
(iii)  of  paragraph  (3)  (A),  there  occurs  a  period  of  at  least  12 
consecutive  months  for  which  he  was  not  entitled  to  a  disability 
insurance  benefit,  or 
"(B)  an  individual  who  had  wages  or  self -employment  income 
credited  for  one  or  more  years  prior  to  1979,  and  who  was  not  eligibl© 
for  an  old-age  or  disability  insurance  benefit,  and  did  not  die,  prior 
to  January  1979,  if  in  the  year  for  which  the  computation  or  recom- 
mendation would  be  made  the  individuaPs  primary  insurance  amount 
would  be  greater  if  computed  or  recomputed — 

"(i)  under  section  215(a)  as  in  effect  in  December  1978,  for 
purposes  of  old-a^e  insurance  benefits  in  the  case  of  an  individual 
who  becomes  eligible  for  such  benefits  prior  to  1984,  or 

"  (ii)  as  provided  by  section  215  (d) ,  in  the  case  of  an  individual  Post,  pp.  1519, 
to  whom  such  section  applies.  1^20. 
In  determining  whether  an  individual's  primary  insurance  amount 
would  be  greater  if  computed  or  recomputed  as  provided  in  subpara- 
graph CB),  (I)  the  table  of  benefits  in  effect  in  December  1978  shall 
be  applied  without  regard  to  any  increases  in  that  table  which  may 
become  effective  (in  accordance  with  subsection  (i)  (4) )  for  years  after 
1978  (subject  to  clause  (iii)  of  subsection  (i)  (2)  (A)  but  without 
regard  to  clauses  (iv)  and  (v)  thereof)  and  (II)  such  individual's 
average  monthly  wage  shall  be  computed  as  provided  by  sub- 
section (b)(4). 

"(5)  For  purposes  of  computinsr  the  primary  insurance  amount 
(after  December  1978)  of  an  individual  to  whom  paragraph  (1)  does 
not  applv  (other  than  an  individual  described  in  paragraph  (4)  (B) ), 
this  section  as  in  effect  in  December  1978  shall  remain  in  effect,  except 
that,  effective  for  January  1979,  the  dollar  amount  specified  in  para- 
graph (3)  of  subsection  (a)  shall  be  increased  to  $11.50.  The  table 
for  determining  primary  insurance  amounts  and  maximum  family 
benefits  contained  in  this  section  in  December  1978  shall  be  revised  as 
provided  bv  subsection  (i)  for  each  year  after  1978.". 

(b)  Section  215(b)  of  such  Act  is  amended  to  read  as  follows:         42  USC  415. 

"Average  Indexed  Monthly  Earnings;  Average  Monthly  Wage 

"(b)  (1)  An  individual's  average  indexed  monthly  earnings  shall  be 
equal  to  the  auotient  obtained  bv  dividing — 

"(A)  the  total  ( after  adjustment  under  paragraph  (3) )  of  his 
wages  paid  in  and  self -employment  income  credited  to  his  bene- 
fit computation  years  (determined  under  paragraph  (2) ),  by 
"(B)  the  number  of  months  in  those  years. 
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"(2)  (A)  The  number  of  an  individual's  benefit  computation  years 
equals  the  number  of  elapsed  years,  reduced  by  five,  except  that  the 
number  of  an  individual's  benefit  computation  years  may  not  be  less 
than  two. 

Definitions.  "(B)   For  purposes  of  this  subsection  with  respect  to  any 

individual — 

"(i)  the  term  'benefit  computation  years'  means  those  computa- 
tion base  years,  equal  in  number  to  the  number  determined  under 
subparagraph  ( A) ,  for  which  the  total  of  such  individual's  wages 
and  self -employment  income,  after  adjustment  under  paragraph 
(3),  is  the  largest ; 

"(ii)  the  term  'computation  base  years'  means  the  calendar 
years  after  1950  and  before — 

"(I)  in  the  case  of  an  individual  entitled  to  old-age  insur- 
ance benefits,  the  year  in  which  occurred  (whether  by  reason 
Post,  p.  1542.  of  section  202(j)  (1)  or  otherwise)  the  first  month  of  that 

entitlement ;  or 

"(II)  in  the  case  of  an  individual  who  has  died  (without 
having  become  entitled  to  old-age  insurance  benefits),  the 
year  succeeding  the  year  of  his  death ; 
except  that  such  term  excludes  any  calendar  year  entirely 
included  in  a  period  of  disability ;  and 

"(iii)  the  term  'number  of  elapsed  years'  means  (except  as 
otherwise  provided  by  section  104:(j)  (2)  of  the  Social  Security 
42  use 414  note.         Ajnendments  of  1972)  the  number  of  calendar  years  after  1950 
(or,  if  later,  the  year  in  which  the  individual  attained  age  21)  and 
before  the  year  in  which  the  individual  died,  or,  if  it  occurred 
earlier  (but  after  1960),  the  year  in  which  he  attained  age  62; 
except  that  such  term  excludes  any  calendar  year  any  part  of 
which  is  included  in  a  period  of  disability. 
"(3)  (A)  Except  as  provided  by  subparagraph  (B) ,  the  wages  paid 
in  and  self -employment  income  credited  to  each  of  an  individual's  com- 
putation base  years  for  purposes  of  the  selection  therefrom  of  benefit 
computation  years  under  paragraph  (2)  shall  be  deemed  to  be  equal 
to  the  product  of — 

"  (i)  the  wages  and  self -employment  income  paid  in  or  credited 
to  such  year  (as  determined  without  regard  to  this  subparagraph) , 
and 

"  (ii)  the  quotient  obtained  by  dividing — 

"(I)  the  average  of  the  total  wages  (as  defined  in  regula- 
tions of  the  Secretary  and  computed  without  regard  to  the 
42  use  409.  limitations  specified  in  section  209(a) )  reported  to  the  Secre- 

tary of  the  Treasury  or  his  delegate  for  the  second  calendar 
year  (after  1976)  preceding  the  earliest  of  the  year  of  the 
individual's  death,  eligibility  for  an  old-age  insurance  bene- 
fit, or  eligibility  for  a  disability  insurance  benefit  (except 
that  the  year  in  which  the  individual  dies,  or  becomes  eligible, 
shall  not  be  considered  as  such  year  if  the  individual  was 
entitled  to  disability  insurance  benefits  for  any  month  in 
the  12-month  period  immediately  preceding  such  death  or 
eli^bility,  but  there  shall  be  counted  instead  the  year  of  the 
individual's  eligibility  for  the  disability  insurance  benefit  to 
which  he  was  entitled  in  such  12-month  period) ,  by 

"(II)  the  average  of  the  total  wages  (as  so  defined  and 
computed)  reported  to  the  Secretary  of  the  Treasury  or  his 
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delegate  for  the  computation  base  year  for  which  the  deter- 
minaition  is  made.  ,  j-   j  . 

"(B)  Wages  paid  in  or  self -employment  mcome  credited  to  an 
ndividual's  computation  base  year  which — 

"(i)  occurs  after  the  second  calendar  year  specified  m  subpara- 

^"(^U)^^^a  year  treated  under  subsection  (f )  (2)  (C)  as  though 
it  were  the  last  year  of  the  period  specified  in  paragraph  (2) 

3hal/S*  available  for  use  in  determining  an  individual's  benefit  com- 
putation years,  but  without  applying  subparagraph  (A)  of  this 
paragraph. 

"  (4)  For  purposes  of  determining  the  average  monthly  wage  of  an 
individual  whose  primary  insurance  amount  is  computed  (after  1978) 
under  section  215  (a)  or  215 (d)  as  in  effect  (except  with  respect  to  the 
table  contained  therein)  in  December  1978,  by  reason  of  subsection  (a) 
(4)  (B) ,  this  subsection  as  in  effect  in  December  1978  shall  remain  in 
effect,  except  that  paragraph  (2)  (C)  (as  then  in  effect)  shall  be 
deemed  to  provide  that  ^computation  base  years'  include  only  calendar 
years  in  the  period  after  1950  (or  1936,  if  applicable)  and  prior  to  the 
year  in  which  occurred  the  first  month  for  which  the  individual  was 
eligible  (as  defined  in  subsection  (a)  (3)  (B)  as  in  effect  in  January 
1979)  for  an  old-age  or  disability  insurance  benefit,  or,  if  earlier,  the 
year  in  which  he  died.  Any  calendar  year  all  of  which  is  included  in  a 
period  of  disability  shall  not  be  included  as  a  computation  base  year 
for  such  purposes.". 

(c)  Section  215  (c)  of  such  Act  is  amended  to  read  as  follows : 

"Application  of  Prior  Provisions  in  Certain  Cases 

"(c)  This  subsection  as  in  effect  in  December  1978  shall  remain  in 
effect  with  respect  to  an  individual  to  whom  subsection  (a)  (1)  does 
not  apply  by  reason  of  the  individual's  eligibility  for  an  old-age  or  dis- 
ability insurance  benefit,  or  the  individual's  death,  prior  to  1979.". 

(d)  (1)  The  matter  in  the  text  of  section  215  (d)  of  such  Act  which 
precedes  paragraph  (1)  (C)  is  amended  to  read  as  follows : 

"(d)  (1)  For  purposes  of  column  I  of  the  table  appearing  in  sub- 
section (a)  ,  as  that  subsection  was  in  effect  in  December  1977,  an  indi- 
vidual's primary  insurance  benefit  shall  be  computed  as  follows : 

"(A)  The  individual's  average  monthly  wage  shall  be  deter- 
mined as  provided  in  subsection  (b),  as  in  effect  in  December  1977 
(but  without  regard  to  paragraph  (4)  thereof),  except  that  for 
purposes  of  paragraphs  (2)  (C)  and  (3)  of  that  subsection  (as  so 
in  effect)  1936  shall  be  used  instead  of  1950. 

"(B)  For  purposes  of  subparagraphs  (B)  and  (C)  of  subsec- 
tion (b)  (2)  (as  so  in  effect) — 

"(i)  the  total  wages  prior  to  1951  (as  defined  in  subpara- 
graph (C)  of  this  paragraph)  of  an  individual  who  attained 
age  21  after  1936  and  prior  to  1950  shall  be  divided  by  the 
number  of  years  (hereinafter  in  this  subparagraph  referred 
to  as  the  *di visor')  elapsing  after  the  year  in  which  the 
individual  attained  age  20  and  prior  to  1951 ;  and 

"(ii)  the  total  wages  prior  to  1951  (as  defined  in  subpara- 
graph (C)  of  this  paragraph)  of  an  individual  who  attained 
age  21  after  1949  shall  be  divided  by  the  number  of  years 
(hereinafter  in  this  subparagraph  referred  to  as  the  ^divisor') 
elapsing  after  1949  and  prior  to  1951. 


Ante,  p.  1514. 
Post,  p.  1520. 
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The  quotient  so  obtained  shall  be  deemed  to  be  the  individual's; 

wages  credited  to  each  of  the  years  which  were  used  in  computing 

the  amount  of  the  divisor,  except  that — 

"(iii)  if  the  quotient  exceeds  $3,000,  only  $3,000  shall  be 
deemed  to  be  the  individual's  wages  for  each  of  the  years 
which  were  used  in  computing  the  amount  of  the  divisor,  and 
the  remainder  of  the  individual's  total  wages  prior  to  1951 
(I)  if  less  than  $3,000,  shall  be  deemed  credited  to  the  year 
immediately  preceding  the  earliest  year  used  in  computing 
the  amount  of  the  divisor,  or  (II)  if  $3,000  or  more,  shall  be 
deemed  credited,  in  $3,000  increments,  to  the  year  imme- 
diately preceding  the  earliest  year  used  in  computing  the 
amount  of  the  divisor  and  to  each  year  consecutively  preced- 
ing that  year,  with  any  remainder  less  than  $3,000  being 
credited  to  the  year  immediately  preceding  the  earliest  year 
to  which  a  full  $3,000  increment  was  credited ;  and 

"(iv)  no  more  than  $42,000  may  be  taken  into  account,  for 
purposes  of  this  subparagraph,  as  total  wages  after  1936  and 
prior  to  1951.". 

(2)  Section  215(d)  (1)  (D)  of  such  Act  is  amended  to  read  as  fol- 
lows: 

"(D)  The  individual's  primary  insurance  benefit  shall  be  40 
percent  of  the  first  $50  of  his  average  monthly  wage  as  computed 
under  this  subsection,  plus  10  percent  of  the  next  $200  of  his 
average  monthly  wage,  increased  by  1  percent  for  each  increment 
year.  The  number  of  increment  years  is  the  number,  not  more  than 
14  nor  less  than  4,  that  is  equal  to  the  individual's  total  wages  prior 
to  1951  divided  by  $1,650  (disregarding  any  fraction).". 

(3)  Section  215(d)(3)  of  such  Act  is  amended  (A)  by  striking 
out  "in  the  case  of  an  individual"  and  all  that  follows  and  inserting  in 
lieu  thereof  the  following  "in  the  case  of  an  individual  who  had  a 
period  of  disability  which  began  prior  to  1951,  but  only  if  the  primary 
insurance  amount  resulting  therefrom  is  higher  than  the  primary 
insurance  amount  resulting  from  the  application  of  this  section  (as 
amended  by  the  Social  Security  Amendments  of  1967)  and  section 
220.". 

(4)  Section  215(d)  of  such  Act  is  further  amended  by  adding  at 
the  end  thereof  the  following  new  paragraph : 

"  (4)  The  provisions  of  this  subsection  as  in  effect  in  December  1977 
shall  be  applicable  to  individuals  who  become  eligible  for  old-age  or 
disability  insurance  benefits  or  die  prior  to  1978.". 

(e)  Section  215  (e)  of  such  Act  is  amended — • 

(1)  by  striking  out  "average  monthly  wage"  each  place  it 
appears  and  inserting  in  lieu  thereof  "average  indexed  monthly 
earnings  or,  in  the  case  of  an  individual  whose  primary  insurance 
amoimt  is  computed  under  section  215(a)  as  in  effect  prior  to 
January  1979,  average  monthly  wage,"  and 

(2)  by  inserting  immediately  before  "of  (A)"  in  paragraph  (1) 
the  following:  "(before  the  application,  in  the  case  of  average 
indexed  monthly  earnings,  of  subsection  (b)  (3)  (A) )". 

(f )  (1)  Section  215(f)  (2)  of  this  Act  is  amended  to  read  as  follows : 
"(2)  (A)  If  an  individual  has  wages  or  self-employment  income  for 

a  year  after  1978  for  any  part  of  which  he  is  entitled  to  old-age  or 
disability  insurance  benefits,  the  Secretary  shall,  at  such  time  or  times 
and  within  such  period  as  he  may  by  regulation  prescribe,  recompute 
the  individual's  primary  insurance  account  for  that  year. 
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(B)  For  the  purpose  of  applying  subparagraph  (A)  of  subsection 
a)  (1)  to  the  average  indexed  monthly  earnings  of  an  individual  to 
vhom  that  subsection  applies  and  who  receives  a  recomputation  under 
his  paragraph,  there  shall  be  used,  in  lieu  of  the  amounts  established 
y  subsection  (a)  (1)  (B)  for  purposes  of  clauses  (i)  and  (ii)  of 
ubsection  (a)  (1)  (A),  the  amounts  so  established  that  were  (or,  in 
he  case  of  an  individual  described  in  subsection  (a)(4)(B),  would 
lave  been)  used  in  the  computation  of  such  individual's  primary  insur- 
,nce  amount  prior  to  the  application  of  this  subsection. 

"  (C)  A  recomputation  of  any  individual's  primary  insurance  amount 
mder  this  paragraph  shall  be  made  as  provided  in  subsection  (a)  (1) 
LS  though  the  year  with  respect  to  which  it  is  made  is  the  last  year  of 
he  period  specified  in  subsection  (b)  (2)  (B)  (ii) ;  and  subsection 
[b)  (3)  (A)  shall  apply  with  respect  to  an;^  such  recomputation  as  it 
ipplied  in  the  computation  of  such  individual's  primary  insurance 
tmount  prior  to  the  application  of  this  subsection. 

"(D)  A  recomputation  under  this  paragraph  with  respect  to  any 
'^ear  shall  be  effective — 

"(i)  in  the  case  of  an  individual  who  did  not  die  in  that  year, 
for  monthly  benefits  beginning  with  benefits  for  January  of  the 
following  year ;  or 

"(ii)  in  the  case  of  an  individual  who  died  in  that  year,  for 
monthly  benefits  beginning  with  benefits  for  the  month  in  which 
he  died.". 

( 2 )  Section  215(f)(3)  of  such  Act  is  repealed.  Repeal. 

(3)  Section  215(f)  (4)  of  such  Act  is  amended  to  read  as  follows:  42  USC  415. 
"(4)  A  recomputation  shall  be  effective  under  this  subsection  only 

f  it  increases  the  primary  insurance  amount  by  at  least  $1.". 

(4)  Section  215  (f )  of  such  Act  is  further  amended  by  adding  at  the 
nd  thereof  the  following  new  para^aphs : 

"(7)  This  subsection  as  in  effect  in  December  1978  shall  continue  to 
Lpply  to  the  recomputation  of  a  primary  insurance  amount  computed 
mder  subsection  (a)  or  (d)  as  in  effect  (without  regard  to  the  table 
n  subsection  (a))  in  that  month,  and,  where  appropriate,  under  sub- 
ection  (d)  as  in  effect  in  December  1977.  For  purposes  of  recomputing 
I  primary  insurance  amount  determined  under  subsection  (a)  or  (d) 
as  so  in  effect)  in  the  case  of  an  individual  to  whom  those  subsections 
PPly  by  reason  of  subsection  (a)(4)(B)  as  in  effect  after  Decem- 
>er  1978,  no  remuneration  shall  be  taken  into  account  for  the  year  in 
v^hich  the  individual  initially  became  eligible  for  an  old-age  or  dis- 
ibility  insurance  benefit  or  died,  or  for  any  year  thereafter. 

"(8)  The  Secretary  shall  recompute  the  primary  insurance  amounts 
ipplicable  to  beneficiaries  whose  benefits  are  based  on  a  primary  insur- 
mce  amount  which  was  computed  under  subsection  (a)  (3)  effective 
)rior  to  January  1979,  or  would  have  been  so  computed  if  the  dollar 
mount  specified  therein  were  $11.50.  Such  recomputation  shall  be 
ffective  January  1979,  and  shall  include  the  effect  of  the  increase  in 
he  dollar  amount  provided  by  subsection  (a)  (1)  (C)  (i)  (II).  Such 
)rimary  insurance  amount  shall  be  deemed  to  be  provided  under  such 
ection  for  purposes  of  subsection  (i) .". 

(g)  (1)  Section  215  (i)  (2)  (A)  (ii)  of  such  Act  is  amended  to  read  as  Cost-of-living 

"Ollows :  computation 

"(ii)  If  the  Secretary  determines  that  the  base  quarter  in  any  year  quarter, 
s  a  cost-of-living  computation  quarter,  he  shall,  effective  with  the 
nonth  of  June  of  that  year  as  provided  in  subparagraph  (B), 
ncrease — 
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"(I)  the  benefit  amount  to  which  individuals  are  entitled  foi) 
42  use  427,  that  month  under  section  227  or  228, 

4'28.  "(II)  the  primary  insurance  amount  of  each  other  individual 

on  which  benefit  entitlement  is  based  under  this  title  (includins 
a  primary  insurance  amount  determined  under  subsection  (alij 
QUCUi)(I),  but  subject  to  the  provisions  of  such  subsection  (a)  ' 
(iWC)  (i)  and  clauses  (iv)  and  (v)  of  this  subparagraph),  and!' 
"(Ill)  the  amount  of  total  monthly  benefits  based  on  any  pri-l ' 
Post,  p.  1524.  mary  insurance  amount  which  is  permitted  under  section  20Z  ' 

(and  such  total  shall  be  increased,  unless  otherwise  so  increased  ^ 
under  another  provision  of  this  title,  at  the  same  time  as  such 
primary  insurance  amount)  or,  in  the  case  of  a  primary  insurance', 
amount  computed  under  subsection  (a)  as  in  eiffect  (without! 
regard  to  the  table  contained  therein)  prior  to  January  1979,  the 
amoimt  to  which  the  beneficiaries  may  be  entitled  under  section! 
203  as  in  effect  in  December  1978,  except  as  provided  by  section 
Post,  pp.  1526,  203(a)  (6)  and  (7)  as  in  effect  after  December  1978. 

1527.  The  increase  shall  be  derived  by  multiplying  each  of  the  amounts 

described  in  subdivisions  (I),  (II),  and  (III)  (including  each  of 
those  amounts  as  previously  increased  under  this  subparagraph)  by 
the  same  percentage  (rounded  to  the  nearest  one-tenth  of  1  percent) 
as  the  percentage  by  which  the  Consumer  Price  Index  for  that  cost-of-  [ 
living  computation  quarter  exceeds  such  index  for  the  most  recent  | 
prior  calendar  (quarter  which  was  a  base  quarter  under  paragraph: 
(1)  (A)  (ii)  or,  if  later,  the  most  recent  cost-of-living  computation 
(quarter  under  paragraph  (1)  (B) ;  and  any  amoimt  so  increased  that 
is  not  a  multiple  of  $0.10  shall  be  increased  to  the  next  higher  multiple 
of  $0.10.  Any  increase  under  this  subsection  in  a  primary  insurance 
amount  determined  under  subparagraph  (C)  (i)  fll)  of  subsection 
(a)  (1)  shall  be  applied  after  the  initial  determination  of  such  pri- 
mary insurance  amount  under  that  subparagraph  (with  the  amount  of 
such  increase,  in  the  case  of  an  individual  who  becomes  eligible  for 
old-age  or  disability  insurance  benefits  or  dies  in  a  calendar  ;7ear  after 
1979,  being  determined  from  the  range  of  possible  primary  insurance 
amounts  published  by  the  Secretary  under  the  last  sentence  of  sub- 
paragraph (D)).". 

42  use  415.  (2)  Section  215  (i)  (2)  (A)  of  such  Act  is  amended  by  adding  at  the 

end  thereof  the  following  new  clauses : 

"(iii)  In  the  case  of  an  individual  who  becomes  eligible  for  an  old- 
a2:e  or  disability  insurance  benefit,  or  who  dies  prior  to  becoming  so 
eligible,  in  a  year  in  which  there  occurs  an  increase  provided  under 
clause  (ii),  the  individual's  primary  insurance  amount  (without 
regard  to  the  time  of  entitlement  to  that  benefit)  shall  be  increased 
(unless  otherwise  so  increased  under  another  provision  of  this  title  and, 
with  respect  to  a  primary  insurance  amount  determined  under  subsec- 
Ante,  p.  1514.  tion  (a)  (1)  (C)  (i)  (I),  subiect  to  the  provisions  of  subsection  (a)  (1) 
(C)  (i)  and  clauses  (iv)  and  (v)  of  this  subparagraph)  by  the  amount 
of  that  increase  and  subsequent  applicable  increases,  biit  only  with 
respect  to  benefits  payable  for  months  after  May  of  that  year. 

"(iv)  (I)  In  the  case  of  an  individual  who  is  entitled  to  an  old-age 
insurance  benefit  that  is  based  on  a  primary  insurance  amount  deter- 
mined under  subsection  (a)  (1)  (C)  (i)  (I),  such  primary  insurance 
amount  shall  not  be  increased  under  this  subsection  for  any  year  before 
the  year  in  which  occurs  the  first  month  with  respect  to  which  there  is 
payable  to  such  individual  all  or  some  part  of  such  benefit  after 
application  of  the  provisions  of  section  203  relating  to  deductions  on 
account  of  work,  or,  if  earlier,  the  year  in  which  he  attains  age  65. 
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"(II)  In  the  case  of  an  individual  who  is  entitled  to  an  insurance 
benefit  under  subsection  (e)  or  (f)  of  section  202  that  is  based  on 
a  primary  insurance  amount  determined  under  subsection  (a)  (1)  (C) 
(i)  (I),  such  primary  insuraLnce  amount  shall  not  be  increased  under 
this  subsection  for  smj  year  (except  as  provided  in  subdivision  (III) ) 
before  the  year  in  which  occurs  the  first  month  with  respect  to  which 
there  is  payable  to  such  individual  all  or  some  part  of  such  benefit 
after  application  of  the  provisions  of  section  203  relating  to  deduc- 
tions on  account  of  work,  or,  if  earlier,  the  year  in  which  he  attains 
ige  65. 

"(Ill)  Any  increase  under  this  subsection  which  would  otherwise 
be  applied  to  a  primary  insurance  amount  except  for  the  provisions 
of  subdivision  (II)  of  this  clause,  shall  apply  to  such  primary  insur- 
ance amount  if,  during  any  month  of  the  year  in  which  the  increase 
occurs,  any  individual  is  entitled  to  a  benefit  under  subsection  (d), 
(g),  or  (h)  of  section  202  based  on  such  primary  insurance  amount, 
and  such  primary  insurance  amount  is  based  upon  the  wages  and  self- 
Bmployment  income  of  a  deceased  individual. 

"(IV)  No  primary  insurance  amount  determined  under  subsection 
(a)  (1)  (C)  (i)  (I)  shall  be  increased  under  this  subsection  for  any  year 
during  which  no  individual  was  entitled  to  any  benefit  based  thereon 
under  section  202  or  223  for  any  month  of  such  year. 

"(V)  In  any  case  in  which  an  increase  under  this  subsection  which 
occurs  during  any  year  applies  to  a  primary  insurance  amount  deter- 
mined under  subsection  (a)(l)(C)(i)(I),  and  such  an  increase  occur- 
ring in  a  later  year  does  not  apply  to  such  primary  insurance  amount 
on  account  of  the  provisions  of  this  clause,  any  such  increase  which 
occurs  in  a  later  year  which  is  applicable  to  such  primary  insurance 
amount  shall  be  based  upon  such  primary  insurance  amount  as  pre- 
viously increased  under  this  subsection. 

"(v)  Notwithstanding  clause  (iv),  no  primary  insurance  amount 
shall  be  less  than  that  provided  under  section  216(a)(1)  without 
regard  to  subparagraph  (C)  (i)  (I)  thereof,  as  subsequently  increased 
by  applicable  increases  under  this  section.". 

(3)  Section  215(i)  (2)(D)  of  such  Act  (as  amended  by  section 
103(d)  of  this  Act)  is  further  amended  by  striking  out  all  that  fol- 
lows the  first  sentence  and  inserting  in  lieu  thereof  the  following :  "He 
shall  also  publish  in  the  Federal  Kegister  at  that  time  (i)  a  revision 
of  the  range  of  the  primary  insurance  amounts  which  are  possible 
after  the  application  of  this  subsection  based  on  the  dollar  amount 
specified  in  subparagraph  (C)  (i)  (II)  of  subsection  (a)  (1)  (with  such 
revised  primary  insurance  amounts  constituting  the  increased  amounts 
determined  for  purposes  of  such  subparagraph  (C)  (i)  (II)  under  this 
subsection) ,  or  specified  in  subsection  (a)  (3)  as  in  effect  prior  to  1979, 
and  (ii)  a  revision  of  the  range  of  maximum  family  benefits  which 
correspond  to  such  primary  insurance  amounts  (with  such  maximum 
benefits  being  effective  notwithstanding  section  203(a)  except  for 
paragraph  (3)  (B)  thereof  (or  paragraph  (2)  thereof  as  in  effect  prior 
to  1979)).". 

(4)  Section  215 (i)  of  such  Act  is  further  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph : 

"(4)  This  subsection  as  in  effect  in  December  1978  shall  continue  to 
apply  to  subsections  (a)  and  (d),  as  then  in  effect,  for  purposes  of 
computing  the  primary  insurance  amount  of  an  individual  to  whom 
subsection  (a),  as  in  effect  after  December  1978,  does  not  apply 
(including  an  individual  to  whom  subsection  (a)  does  not  apply  in 
any  year  by  reason  of  paragraph  (4)  (B)  of  that  subsection  (out  the 
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application  of  this  subsection  in  such  cases  shall  be  modified  by  the 
application  of  subdivision  (I)  in  the  last  sentence  of  para^aph  (4) 
of  that  subsection)).  For  purposes  of  computing  primary  insurance 
amounts  and  maximum  family  benefits  (other  than  primary  insurance 
amounts  and  maximum  family  benefits  for  individuals  to  whom  such 
Publication  in  paragraph  (4)  (B)  applies) ,  the  Secretary  shall  publish  in  the  Federal 
Federal  Register.  Register  revisions  of  the  table  of  benefits  contained  in  subsection  (a), 
as  m  effect  in  December  1^78,  as  required  by  paragraph  (2)  (D)  of 
this  subsection  as  then  in  effect.". 


MAXIMUM  BENEFITS 


Sec.  202.  The  text  of  section  203(a)  of  the  Social  Security  Act  is 
amended  to  read  as  follows : 
"(a)(1)  In  the  case  of  an  individual  whose  primary  insurance 
4nte,  p.  1514.       amount  has  been  computed  or  recomputed  under  section  215(a)  (1) 
4nte,  p.  1519.       or  (4),  or  section  215(d),  as  in  effect  after  December  1978,  the  total 
monthly  benefits  to  which  beneficiaries  may  be  entitled  under  section 
Post,  pp.  1544,      202  or  223  for  a  month  on  the  basis  of  the  wages  and  self -employment 
1547.  income  of  such  individual  shall,  except  as  provided  by  paragraph  (3) 

(but  prior  to  an^  increases  resulting  from  the  application  of  para- 
Ante,  p.  1521.      graph  (2)  (A)  (ii)  (III)  of  section  215 (i)),  be  reduced  as  necessary 
so  as  not  to  exceed — 

"(A)  150  percent  of  such  individual's  primary  insurance 
amount  to  the  extent  that  it  does  not  exceed  the  amount  estab- 
lished with  respect  to  this  subparagraph  by  paragraph  (2), 

"(B)  272  percent  of  such  individual's  primary  insurance 
amount  to  the  extent  that  it  exceeds  the  amount  established  with 
respect  to  subparagraph  (A)  but  does  not  exceed  the  amount 
established  with  respect  to  this  subparagraph  hy  paragraph  (2), 
"(C)  134  percent  of  such  individual's  primary  insurance 
amount  to  the  extent  that  it  exceeds  the  amount  estaolished  with 
respect  to  subparagraph  (B)  but  does  not  exceed  the  amount 
established  with  respect  to  this  subparagraph  by  paragraph  (2), 
and 

"(D)  175  percent  of  such  individual's  primary  insurance 
amount  to  the  extent  that  it  exceeds  the  amount  established  with 
respect  to  subparagraph  (C) . 
Any  such  amount  that  is  not  a  multiple  of  $0.10  shall  be  increased  to 
the  next  higher  multiple  of  $0.10. 

"(2)  (A)  For  individuals  who  initially  become  eligible  for  old-age 
or  disability  insurance  benefits,  or  who  die  (before  becoming  so  eligible 
for  such  benefits),  in  the  calendar  year  1979,  the  amounts  established 
with  respect  to  subparagraphs  (A),  (B),  and  (C)  of  paragraph  (1) 
shall  be  $230,  $332,  and  ^33,  respectively. 

"(B)  For  individuals  who  initially  become  eligible  for  old-age  or 
disability  insurance  benefits,  or  who  die  (before  becoming  so  eligible 
for  such  benefits) ,  in  any  calendar  year  after  1979,  each  of  the  amounts 
so  established  shall  equal  the  product  of  the  corresponding  amount 
established  for  the  calendar  year  1979  by  subparagraph  (A)  of  this 
paragraph  and  the  quotient  obtained  under  subparagraph  (B)  (ii)  of 
Ante,  p.  1514.      section  215(a)  (1),  with  such  product  being  rounded  in  the  manner 

prescribed  by  section  215(a)  (1)  (B)  (iii). 
Publication  in         "(C)  In  each  calendar  year  after  1978  the  Secretary  shall  publish 
Federal  Register,  in  the  Federal  Register,  on  or  before  November  1,  the  formula  which 
Ante,  p.  1523.      (except  as  provided  in  section  215  (i)  (2)  (D) )  is  to  be  applicable  under 
this  paragraph  to  individuals  who  become  eligible  for  old-age  or  dis- 
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ability  insurance  benefits,  or  who  die  (before  becoming  eligible  for 
such  benefits ) ,  in  the  following  calendar  year. 

"  (D)  A  year  shall  not  be  counted  as  the  year  of  an  individual's  death 
or  eligibility  for  purposes  of  this  paragraph  or  paragraph  (7)  in  any 
case  where  such  individual  was  entitled  to  a  disability  insurance  bene- 
fit for  any  of  the  12  months  immediately  preceding  the  month  of  such 
death  or  eligibility  (but  there  shall  be  counted  instead  the  year  of  the 
individual's  eligibility  for  the  disability  insurance  benefits  to  which  he 
was  entitled  during  such  12  months) . 

"(3)  (A)  When  an  individual  who  is  entitled  to  benefits  on  the  basis 
of  the  wages  and  self-employment  income  of  any  insured  individual 
and  to  whom  this  subsection  applies  would  (but  for  the  provisions  of 
section  202 (k)  (2)  (A) )  be  entitled  to  child's  insurance  benefits  for  a  42  USC  402. 
month  on  the  basis  of  the  wages  and  self -employment  income  of  one 
3r  more  other  insured  individuals,  the  total  monthly  benefits  to  which 
all  beneficiaries  are  entitled  on  the  bases  of  such  wages  and  self- 
Bmployment  income  shall  not  be  reduced  under  this  subsection  to  less 
than  the  smaller  of — 

"(i)  the  sum  of  the  maximum  amounts  of  benefits  payable  on 
the  basis  of  the  wages  and  self-employment  income  of  all  such 
insured  individuals,  or 

"(ii)  an  amount  equal  to  the  product  of  1.75  and  the  primary 
insurance  amount  that  would  be  computed  under  section  215(a) 
(1)  for  that  month  with  respect  to  average  indexed  monthly   Ante,  p.  1514. 
earnings  equal  to  one-twelfth  of  the  contribution  and  benefit  base 
determined  for  that  year  under  section  230.  Ante,  p.  1513; 

"(B)  When  two  or  more  persons  were  entitled  (without  the  appli-   Post,  p.  1554. 
sation  of  section  202(j)  (1)  and  section  223(b))  to  monthly  benefits  Post,  p.  1542. 
under  section  202  or  223  for  January  1971  or  any  prior  month  on  the  42  USC  423. 
3asis  of  the  wages  and  self -employment  income  of  such  insured  indi- 
ddual  and  the  provisions  of  this  subsection  as  in  effect  for  any  such 
nonth  were  applicable  in  determining  the  benefit  amount  of  any  per- 
sons on  the  basis  of  such  wages  and  self -employment  income,  the  total 
)f  benefits  for  any  month  after  January  1971  shall  not  be  reduced  to 
ess  than  the  largest  of — 

"(i)  the  amount  determined  under  this  subsection  without 
regard  to  this  subparagraph, 

"(ii)  the  largest  amount  which  has  been  determined  for  any 
month  under  this  subsection  for  persons  entitled  to  monthly 
benefits  on  the  basis  of  such  insured  individual's  wages  and  self- 
employment  income,  or 

"(iii)  if  any  persons  are  entitled  to  benefits  on  the  basis  of  such 
wages  and  self -employment  income  for  the  month  before  the  effec- 
tive month  (after  September  1972)  of  a  general  benefit  increase 
under  this  title  (as  defined  in  section  215  (i)  (3))  or  a  benefit  42  USC  415. 
increase  under  the  provisions  of  section  215  (i),  an  amount  equal  Ante,  pp.  1514, 
to  the  sum  of  amounts  derived  by  multiplying  the  benefit  amount  1521. 
determined  under  this  title  (excluding  any  part  thereof  deter- 
mined, under  section  202(w) )  for  the  month  before  such  effective  Post,  pp.  1527, 
month  (including  this  subsection,  but  without  the  application  of  1529. 
section  222(b),  section  202 (q),  and  subsections  (b),  (c),  and  (d)    42  USC  422. 
of  this  section),  for  each  such  person  for  such  month,  by  a  per-         P-  ^541. 
centage  equal  to  the  percentage  of  the  increase  provided  under 
such  benefit  increase  (with  any  such  increased  amount  which  is 
not  a  multiple  of  $0.10  being  rounded  to  the  next  higher  multiple 
of  $0.10); 
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but  in  any  such  case  (I)  subparagraph  (A)  of  this  paragraph  shall  not.i 
be  applied  to  such  total  of  benefits  after  the  application  of  clause  (ii)  il 
42  use  402.  or  (iii),  and  (II)  if  section  202 (k)  (2)  (A)  was  applicable  in  the  case'li 
of  any  such  benefits  for  a  month,  and  ceases  to  apply  for  a  month  after  | 
such  month,  the  provisions  of  clause  (ii)  or  (iii)  shall  be  applied,  fort  i 
and  after  the  month  in  which  section  202 (k)  (2)  (A)  ceases  to  apply,  | 
as  though  subparagraph  (A)  of  this  paragraph  had  not  been  appli- 1 
cable  to  such  total  of  benefits  for  the  last  month  for  which  clause 
(ii)  or  (iii)  was  applicable. 

"(C)  When  any  of  such  individuals  is  entitled  to  monthly  benefits  as 
a  divorced  spouse  under  section  202  (b)  or  (c)  or  as  a  surviving 
divorced  spouse  under  section  202  (e)  or  (f )  for  any  month,  the  bene- 
fit to  which  he  or  she  is  entitled  on  the  basis  of  the  wages  and  self-  ; 
employment  income  of  such  insured  individual  for  such  month  shall 
be  determined  without  regard  to  this  subsection,  and  the  benefits  of  all 
other  individuals  who  are  entitled  for  such  month  to  monthly  benefits 
under  section  202  on  the  wages  and  self -employment  income  of  such 
insured  individual  shall  be  determined  as  if  no  such  divorced  spouse  i 
or  surviving  divorced  spouse  were  entitled  to  benefits  for  such  month. 

"(4)  In  any  case  in  which  benefits  are  reduced  pursuant  to  the  pre- 
ceding provisions  of  this  subsection,  the  reduction  shall  be  made  after 
any  deductions  under  this  section  and  after  any  deductions  under  sec- 
42  use  422.  tion  222(b).  Whenever  a  reduction  is  made  under  this  subsection  in 
the  total  of  monthly  benefits  to  which  individuals  are  entitled  for  any 
month  on  the  basis  of  the  wages  and  self-employment  income  of  an 
insured  individual,  each  such  benefit  other  than  the  old-age  or  dis- 
ability insurance  benefit  shall  be  proportionately  decreased. 
"  (5)  Notwithstanding  any  other  provision  of  law,  when — 

"(A)  two  or  more  persons  are  entitled  to  monthly  benefits  for  a 
particular  month  on  the  basis  of  the  wages  and  self-employment 
income  of  an  insured  individual  and  (for  such  particular  month) 
the  provisions  of  this  subsection  are  applicable  to  such  monthly 
benefits,  and 

"(B)  such  individual's  primary  insurance  amount  is  increased 
for  the  following  month  under  any  provision  of  this  title, 
then  the  total  of  monthly  benefits  for  all  persons  on  the  basis  of  such 
wages  and  self-employment  income  for  such  particular  month,  as 
determined  under  the  provisions  of  this  subsection,  shall  for  purposes 
of  determining  the  total  monthly  benefits  for  all  persons  on  the  basis 
of  such  wages  and  self -employment  income  for  months  subsequent  to 
such  particular  month  be  considered  to  have  been  increased  by  the 
smallest  amount  that  would  have  been  required  in  order  to  assure  that 
the  total  of  monthly  benefits  payable  on  the  basis  of  such  wages  and 
self-employment  income  for  any  such  subsequent  month  will  not  be 
less  (after  the  application  of  the  other  provisions  of  this  subsection 
Post,  p.  1541.  and  section  202 (q))  than  the  total  of  monthly  benefits  (after  the 
application  of  the  other  provisions  of  this  subsection  and  section  202 
(q) )  payable  on  the  basis  of  such  wages  and  self -employment  income 
for  such  particular  month. 

"(6)  In  the  case  of  any  individual  who  is  entitled  for  any  month, 
to  benefits  based  upon  the  primary  insurance  amounts  of  two  or  more  ' 
insured  individuals,  one  or  more  of  which  primary  insurance  amounts 
Ante,  pp.  1514,     were  determined  under  section  215(a)  or  215(d)  as  in  effect  (without 
151^-  regard  to  the  table  contained  therein)  prior  to  January  1979  and  one 

or  more  of  which  primary  insurance  amounts  were  determined  under 
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section  215(a)  (1)  or  (4),  or  section  215(d),  as  in  effect  after  Decem- 
ber 1978,  the  total  benefits  payable  to  that  individual  and  all  other 
individuals  entitled  to  benefits  for  that  month  based  upon  those  pri- 
mary insurance  amounts  shall  be  reduced  to  an  amount  equal  to  the 
product  of  1.75  and  the  primary  insurance  amount  that  would  be  com- 
puted under  section  215(a)  (1)  for  that  month  with  respect  to  average 
indexed  monthly  earnings  equal  to  one-twelfth  of  the  contribution 
and  benefits  base  determmed  under  section  230  for  the  year  in  which 
that  month  occurs. 

"  (7)  Subject  to  paragraph  (6) ,  this  subsection  as  in  effect  in  Decem- 
ber 1978  shall  remain  in  effect  with  respect  to  a  primary  insurance 
amount  computed  under  section  215  (a)  or  (d),  as  in  effect  (without 
regard  to  the  table  contained  therein)  in  December  1978,  except  that  a 
primary  insurance  amount  so  computed  with  respect  to  an  individual 
who  first  becomes  eligible  for  an  old-age  or  disability  insurance  benefit, 
or  dies  (before  becoming  eligible  for  such  a  benefit) ,  after  December 
1978,  shall  instead  be  govern^  by  this  section  as  in  effect  after  Decem- 
ber 1978.". 

INCREASE  IN  OLD-AGE  BENEFIT  AMOUNTS  FOR  DELAYED  RETIREMENT 

Sec.  203.  Section  202 (w)  (1)  of  Social  Security  Act  is  amended — 

(1)  by  striking  out  "If  the  first  month"  and  all  that  follows 
down  through  "to  such  individual"  in  the  matter  preceding  sub- 
paragraph (A)  and  inserting  in  lieu  thereof  "The  amount  of  an 
old-age  insurance  benefit  (other  than  a  benefit  based  on  a  primary 
insurance  amount  determined  under  section  215(a)  (3) )  which  is 
payable  without  regard  to  this  subsection  to  an  inaividual" ;  and 

(2)  by  inserting  after  "such  amount,"  in  subparagraph  (A)  the 
following :  "or,  in  the  case  of  an  individual  who  first  biecomes  eli- 
gible for  an  old-age  insurance  benefit  after  December  1978,  one- 
quarter  of  1  percent  of  such  amount,". 

widow's  and  widower  S  INSURANCE  BENEFITS  IN  CASES  OF 
DELAYED  RETIREMENT 

Sec.  204.  (a)  Section  202(e)  (2)  (A)  of  the  Social  Security  Act  is  Post,  p.  1545. 
amended  (1)  by  inserting  "(as  determined  after  application  of  the 
following  sentence)"  after  "primary  insurance  amount",  and  (2)  by 
adding  at  the  end  thereof  the  following  new  sentence :  "If  such  deceased 
individual  was  (or  upon  application  would  have  been)  entitled  to  an 
old-age  insurance  benefit  which  was  increased  (or  subject  to  being 
increased)  on  account  of  delayed  retirement  under  the  provisions  of 
subsection  (w) ,  then,  for  purposes  of  this  subsection,  such  individual's  Supm. 
primary  insurance  amount,  if  less  than  the  old-age  insurance  benefit 
(increased,  where  applicable,  under  section  215(f)  (5)  or  (6)  and   42  USC  415. 
under  section  215  (i)  as  if  such  individual  were  still  alive  in  the  case  of  Ante,  pp.  1514, 
an  individual  who  has  died)  which  he  was  receiving  (or  would  upon  1^21. 
application  have  received)  for  the  month  prior  to  the  month  in  which 
he  died,  shall  be  deemed  to  be  e<jual  to  such  old-age  insurance  benefit, 
and  (notwithstanding  the  provisions  of  paragraph  (3)  of  such  sub- 
section (w)  the  number  of  increment  months  shall  include  any  month 
in  the  months  of  the  calendar  year  in  which  he  died,  prior  to  the 
month  in  which  he  died,  which  satisfy  the  conditions  in  paragraph 
(2)  of  such  subsection  (w).". 


Ante,  pp.  1514, 
1520. 


Ante,  p.  1513; 
Post,  p.  1554. 


42  USC  402. 


Ante,  p.  1514. 
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42  use  402.  (b)  Section  202(e)  (2)  (B)  (i)  of  such  Act  is  amended  by  inserting 

42  use  415.  "and  section  215(f)  (5)  or  (6)  were  applied,  where  applicable,"  after 
"living". 

Post,  pp.  1546,  (c)  Section  202(f)  (3)  (A)  of  such  Act  is  amended  (1)  by  inserting 
"(as  determined  after  application  of  the  following  sentence)"  after 

42  use  402.  "primary  insurance  amount",  and  (2)  by  adding  at  the  end  thereof 
the  following  new  sentence :  "If  such  deceased  individual  was  (or  upon 
application  would  have  been)  entitled  to  an  old-age  insurance  benefit 
which  was  increased  (or  subject  to  being  increased)  on  account  of 
delayed  retirement  under  the  provisions  of  subsection  (w),  then,  for 
purposes  of  this  subsection,  such  individual's  primary  insurance 
amount,  if  less  than  the  old-age  insurance  benefit  (increased,  where 

42  use  415.        applicable,  under  section  215(f)  (5)  or  (6)  and  under  section  215 (i) 

Ante,  pp.  1514,  jf  such  individual  were  still  alive  in  the  case  of  an  individual  who 
has  died)  which  she  was  receiving  (or  would  upon  application  have 
received)  for  the  month  prior  to  the  month  in  which  she  died,  shall  be 
deemed  to  be  equal  to  such  old-age  insurance  benefit,  and  (notwith- 
standing the  provisions  of  paragraph  (3)  of  such  subsection  (w))  the 
number  of  increment  months  shall  include  any  month  in  the  months 
of  the  calendar  year  in  which  she  died,  prior  to  the  month  in  which 
she  died,  which  satisfy  the  conditions  in  paragraph  (2)  of  such  sub- 
section (w).". 

42  use  402.  (d)  Section  202  (f )  (3)  (B)  (i)  of  such  Act  is  amended  by  inserting 

"and  section  215(f)  (5)  or  (6)  were  applied,  where  applicable,"  after 
"living". 

(e)  Section  203(a)  of  such  Act  (as  amended  by  section  202  of  this 
Ante,  p.  1524.       Act)  is  further  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph : 
"(8)  When— 

"(A)  one  or  more  persons  were  entitled  (without  the  applica- 
Po5i,  p7l542.  tion  of  section  202(j)  (1))  to  monthly  benefits  under  section  202 

for  May  1978  on  the  basis  of  the  wages  and  self -employment 
income  of  an  individual, 

"(B)  the  benefit  of  at  least  one  such  person  for  June  1978  is 
increased  by  reason  of  the  amendments  made  by  section  204  of 
the  Social  Security  Amendments  of  1977 ;  and 

"(C)  the  total  amount  of  benefits  to  which  all  such  persons  are 
42  use  402.  entitled  under  such  section  202  are  reduced  under  the  provisions 

of  this  subsection  (or  would  be  so  reduced  except  for  the  first 
Ante,  p.  1526.  sentence  of  section  203(a)  (4) ), 

then  the  amount  of  the  benefit  to  which  each  such  person  is  entitled 
for  months  after  May  1978  shall  be  increased  (after  such  reductions 
are  made  under  this  subsection)  to  the  amount  such  benefits  would 
have  been  if  the  benefit  of  the  person  or  persons  referred  to  in  subpara- 
Supra.  graph  (B)  had  not  been  so  increased.". 

CONFORMING  AMENDMENTS 

42  use  402.  Sec.  205.  (a)  Section  202(m)(l)  of  the  Social  Security  Act  is 

amended  to  read  as  follows : 

"(1)  In  any  case  in  which  an  individual  is  entitled  to  a  monthly 

benefit  under  this  section  on  the  basis  of  a  primary  insurance  amount 
Ante,  pp.  1514,  computed  under  section  215  (a)  or  (d),  as  in  effect  after  December 
1^20.  1978,  on  the  basis  of  the  wages  and  self-employment  income  of  a 

deceased  individual  for  any  month  and  no  other  person  is  (without 
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42  use  417. 


Post,  p.  1553. 
42  use  424. 


42  use  1395r. 


the  application  of  subsection  (j)(l))  entitled  to  a  monthly  benefit  Post,  p.  1542. 
under  this  section  for  that  month  on  the  basis  of  such  wages  and 
self-employment  income,  the  individual's  benefit  amount  for  that 
month,  prior  to  reduction  under  subsection  (k)  (3),  shall  not  be  less 
than  that  provided  by  subparagraph  (C)(i)(I)  of  section  215(a)  (1) 
and  increased  under  section  215 (i)  for  months  after  May  of  the  year 
in  which  the  insured  individual  died  as  though  such  benefit  were  a 
primary  insurance  amount.". 

(b)  Section  202 (w)  of  such  Act  (as  amended  by  section  203  of  this 

Act)  is  further  amended —  Ante,  p.  1527. 

(1)  by  inserting  after  "section  215(a)(3)"  in  paragraph  (1) 
(in  the  matter  preceding  subparagraph  (A))  the  following:  "as 

in  effect  in  December  1978  or  section  215(a)  (l)(C)(i)(II)  as  in   Ante,  p.  1514. 
effect  thereafter" ; 

(2)  by  inserting  "as  in  effect  in  December  1978,  or  section  215 
(a)  (1)  (C)  (i)  (II)  as  in  effect  thereafter,"  after  "paragraph  (3) 
of  section  215(a)"  in  paragraph  (5) ;  and 

(3)  by  inserting  "  (whether  before,  in,  or  after  December  1978) " 
after  "determined  under  section  215(a)"  in  paragraph  (5). 

(c)  Section  217  (b)  (1)  of  such  Act  is  amended  by  inserting  "as  in 
effect  in  December  1978"  after  "section  215(c)"  each  place  it  appears, 
and  after  "section  215  (d) ". 

(d)  Section  224(a)  of  such  Act  is  amended  by  inserting  "(deter- 
mined under  section  215(b)  as  in  effect  prior  to  January  1979)"  after 
"(A)  the  average  monthly  wage"  in  the  sentence  immediately  follow- 
ing paragraph  (8). 

(e)  Section  1839(c)(3)(B)  of  such  Act  is  amended  to  read  as 
follows : 

"(B)  the  monthly  premium  rate  most  recently  promulgated  by 
the  Secretary  under  this  paragraph,  increased  hy  a  percentage 
determined  as  follows :  The  Secretary  shall  ascertain  the  primary 
insurance  amount  computed  under  section  215(a)  (1),  based  upon 
average  indexed  monthly  earnings  of  $900,  that  applied  to  indi- 
viduals who  became  eligible  for  and  entitled  to  old-age  insurance 
benefits  on  May  1  of  the  year  of  the  promulgation.  He  shall 
increase  the  monthly  premium  rate  by  the  same  percentage  by 
which  that  primary  insurance  amount  is  increased  when,  by  reason 
of  the  law  in  effect  at  the  time  the  promulgation  is  made,  it  is  so 
computed  to  apply  to  those  individuals  on  the  following  May  1.". 

EFFECnVE  DATE 

Sec.  206.  The  amendments  made  by  the  provisions  of  this  title  other  42  USC  402  note, 
than  sections  201(d),  204,  and  205(a)  shall  be  effective  with  respect  to 
monthly  benefits  under  title  II  of  the  Social  Security  Act  payable  for  42  USC  401. 
months  after  December  1978  and  with  respect  to  lump-sum  death  pay- 
ments with  respect  to  deaths  occurring  after  such  month.  The  amend- 
ments made  by  section  201  (d)  shall  be  effective  with  respect  to  monthly 
benefits  of  an  individual  who  becomes  eligible  for  an  old-age  or  dis- 
ability insurance  benefit,  or  dies,  after  December  1977.  The  amend- 
ments made  by  section  204  shall  be  effective  with  respect  to  monthly 
benefits  for  months  after  May  1978.  The  amendment  made  by  section 
205(a)  shall  be  effective  with  respect  to  monthly  benefits  payable  for 
months  after  December  1978  based  on  the  wages  and  self -employment 
income  of  individuals  who  die  after  December  1978. 
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TITLE  III— OTHER  CHANGES  IN  PROVISIONS  RELATING 
TO  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  IN- 
SURANCE PROGRAM 

Part  A — ^Changes  in  Earnings  Test 

LIBERALIZATION  OF  EARNINGS  TEST  FOR  INDIVIDUALS  AGE  6  5  AND  OVER 

42  use  403.  Sec.  301.  (a)  Section  203(f)  (8)  (A)  of  the  Social  Security  Act  ie 

amended  by  striking  out  "a  new  exempt  amount  which  shall  be  effective 
(unless  such  new  exempt  amount  is  prevented  from  becoming  effective 
by  subparagraph  (C)  of  this  paragraph)  with  respect  to  any  individ- 
ual's taxable  year  which  ends  after  the  calendar  year"  and  inseitinjg 
in  lieu  thereof  "the  new  exempt  amounts  (separately  stated  for  indi- 
viduals described  in  subparagraph  (D)  and  for  other  individuals) 
which  are  to  be  applicable  (unless  prevented  from  becoming  effective 
by  subparagraph  (C))  with  respect  to  taxable  years  ending  in  (oi 
with  the  close  of)  the  calendar  year  after  the  calendar  year". 

(b)  (1)  Section  203(f)  (8)  (B)  of  such  Act  is  amended  by  striking 
out  "The  exempt  amount  for  each  month  of  a  particular  taxable  yeai 
shall  be"  in  the  matter  preceding  clause  (i)  and  inserting  in  lieu  thereoi 
"Except  as  otherwise  provided  in  subparagraph  (D),  the  exempt 
amount  which  is  applicable  to  individuals  described  in  such  subpara 
graph  and  the  exempt  amount  which  is  applicable  to  other  individ 
uals,  for  each  month  of  a  particular  taxable  year,  shall  each  be". 

Post,  p.  1552.  (2)  Section  203(f)  (8)  (B)  (i)  of  such  Act  is  amended  by  striking 

out  "the  exempt  amount"  and  inserting  in  lieu  thereof  "the  corre 
sponding  exempt  amount". 

(3)  The  last  sentence  of  section  203(f)(8)(B)  of  such  Act  i; 
amended  by  striking  out  "the  exempt  amount"  and  inserting  in  liei 
thereof  "an  exempt  amount". 

(c)  (1)  Section  203(f)  (8)  of  such  Act  is  further  amended  by  add 
ing  ait  the  end  thereof  the  following  new  subparagraph : 

"(D)  Notwithstanding  any  other  provision  of  this  subsection 
the  exempt  amount  which  is  applicable  to  an  individual  who  haj 
attained  age  65  before  the  close  of  the  taxable  year  involved— 
"(i)  shall  be  $333,331/^  for  each  month  of  any  taxable  yeai 
ending  after  1977  and  before  1979, 

"(ii)  shall  be  $375  for  each  month  of  any  taxable  yeai 
ending  after  1978  and  before  1980, 

"  (iii)  shall  be  $il6.66%  for  each  month  of  any  taxable  yeai 
ending  after  1979  and  before  1981, 

"  (iv)  shall  be  $458.33l^  for  each  month  of  any  taxable  yeai 
ending  after  1980  and  before  1982,  and 

"(v)  shall  be  $500  for  each  month  of  any  taxable  year  end 
ing  after  1981  and  before  1983.". 
42  use  403  note.       (2)  No  notification  with  respect  to  an  increased  exempt  amount  foi 
individuals  described  in  section  203(f)  (8)  (D)  of  the  Social  Security 
Supra.  Act  (as  added  by  paragraph  (1)  of  this  subseJction)  shall  be  requirec 

Supra.  under  the  last  sentence  of  section  203(f)  (8)  (B)  of  such  Act  in  1977 

1978,  1979, 1980,  or  1981 ;  and  section  203(f)  (8)  (C)  of  such  Act  shal 
not  prevent  the  new  exempt  amount  determined  and  published  undei 
Supra.  section  203(f)  (8)  (A)  in  1977  from  becoming  effective  to  the  exten 

that  such  new  exempt  amount  applies  to  individuals  other  than  thos( 
described  in  section  203(f)  (8)  (D)  of  such  Act  (as  so  added). 

(d)  Subsections  (f)(1),  (f)(3),  (f)(4)(B),  and  (h)(1)(A)  o: 
section  203  of  such  Act  are  each  amended  by  striking  out  "$200  or  th( 
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xempt  amount"  and  inserting  in  lieu  thereof  "the  applicable  exempt 
mount". 

(e)  The  amendments  made  by  this  section  shall  apply  with  respect 
0  taxable  years  ending  after  December  1977. 


Effective  date. 
42  use  403  note. 


REPEAL  OF  EARNINGS  LIMITATION  FOR  INDIVIDUALS  AGE  70  AND  OVER 

Sec.  302.  (a)  Subsections  (c)(1),  (d)(1),  (f)  (1)  (B),  and  (j)  of 
ection  203  of  the  Social  Security  Act  are  each  amended  by  striking  42  USC  403. 
ut  "seventy-two"  and  inserting  in  lieu  thereof  "seventy". 

(b)  Subsection  (f )  (3)  of  section  203  of  such  Act  is  amended  by 
brikmg  out  "age  72"  and  inserting  in  lieu  thereof  "age  70". 

(c)  Subsection  (h)(1)(A)  of  section  203  of  such  Act  is  amended  by 
briking  out  "the  age  of  72"  and  "age  72"  and  inserting  in  lieu  thereof 
Q  each  instance  "age  70". 

(d)  The  heading  of  subsection  (j)  of  section  203  of  such  Act  is 
mended  by  striking  out  "Seventy-two"  and  inserting  in  lieu  thereof 
Seventy". 

(e)  The  amendments  made  by  this  section  shall  apply  only  with 
espect  to  taxable  years  ending  after  December  31, 1981. 


Effective  date. 
42  USC  403  note. 


ELIMINATION  OF  MONTHLY  EARNINGS  TEST 

Sec.  303.  (a)  Clause  (E)  of  the  last  sentence  of  section  203(f)  (1) 
f  the  Social  Security  Act  (as  amended  by  section  301(d)  of  this  Act) 
5  further  amended  by  inserting  before  the  period  at  the  end  thereof 
he  following:  ",  if  such  month  is  in  the  taxable  year  in  which  occurs 
tie  first  month  that  is  both  (i)  a  month  for  which  the  individual  is 
ntitled  to  benefits  under  subsection  (a),  (b),  (c),  (d),  (e),  (f),  (g), 
r  (h)  of  section  202  (without  having  been  entitled  for  the  preceding 
lonth  to  a  benefit  under  any  other  of  such  subsections),  and  (ii)  a 
lonth  in  which  the  individual  did  not  engage  in  self -employment  and 
id  not  render  services  for  wages  (determined  as  provided  in  para- 
raph  (5))  of  more  than  the  applicable  exempt  amount  as  deter- 
lined  under  paragraph  (8) ". 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  only  with 
espect  to  monthly  benefits  payable  for  months  after  December  1977. 

Part  B — Coverage 


Ante,  p.  1530. 


42  USC  402. 


Effective  date. 
42  USC  403  note. 


STUDY  OP  UNIVERSAL  COVERAGE 


42  USC  902  note. 


Sec.  311.  (a)  The  Secretary  of  Health,  Education,  and  Welfare  is 
irected  to  undertake,  as  soon  as  possible  after  the  date  of  the  enact- 
lent  of  this  Act,  a  thorough  study  with  respect  to  the  extent  of  the  cov- 
[*age  under  the  old-age,  survivors,  and  disability  insurance  programs 
nd  under  the  programs  established  by  title  XVIII  of  the  Social 
ecurity  Act.  The  study  shall  examine  the  feasibility  and  desirability  42  USC  1395. 
f  covering,  under  such  social  security  programs,  Federal  employees, 
tate  and  local  governmental  employees,  and  employees  of  non-profit 
rganizations  who  are  not  now  covered.  The  study  shall  include  alter- 
ative methods  of  accomplishing  such  coverage  together  with  any 
ppropriate  alternatives  to  extending  coverage  to  such  employees. 

(b)  With  respect  to  each  major  alternative  method  or  proposal 
icluded  in  the  study  described  in  subsection  (a) ,  such  study  shall  also 
iclude  an  analysis  of  the  changes  which  would  be  required  in  the  pro- 
rams  established  by  the  Social  Security  Act  and  in  any  other  systems  42  USC  1305. 
r  programs  (such  as  retirement,  survivorship,  disability,  and  health 
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programs)  affecting  the  individuals  who  would  be  covered  under  such; 
social  security  programs  under  such  alternative  method  or  proposal. 
Such  analysis  shaU  include  the  structural  changes  required  in  suchj 
programs,  the  financial  impact  of  such  changes,  and  the  effect  of  such 
changes  on  the  benefit  rights  and  contribution  liabilities  of  the  affectedl 
individuals.  i 

(c)  In  conducting  the  study  required  by  subsection  (a),  the  Secre- 
tary of  Health,  Education,  and  Welfare  snail  consult,  as  appropriateji 
with  the  Secretary  of  the  Treasury,  the  Director  of  the  Office  of  Man- 
agement and  Budget,  and  the  Chairman  of  Civil  Service  Commission,! 
and  those  officials  shall  provide  him  with  such  information  and  assist- 
ance as  he  may  require.  The  Secretary  shall  also  solicit  the  views  of; 
other  appropriate  officials  and  organizations. 

(d)  The  Secretary  of  Health,  Education,  and  Welfare  shall  submit' 
to  the  President  and  the  Congress,  not  later  than  2  years  after  the  date 
of  the  enactment  of  this  Act,  a  report  of  the  findings  of  the  study 
required  by  subsection  (a)  together  with  his  recommendations  for  any 
appropriate  legislative  changes.  U 


COVERAGE  OF  NONPROFIT  ORGANIZATIONS  WHICH  FAILED  TO  FILE  WAIVER  I 

CERTIFICATES  I 

Sec.  312.  (a)  (1)  Section  3121  (k)  (5)  of  the  Internal  Kevenue  Code 
26  use  3121.      of  1954  (relating  to  constructive  tiling  of  certificate  where  refund  or 
credit  has  been  made  and  new  certificate  is  not  filed)  is  amended — 

(A)  by  striking  out  "prior  to  the  expiration  of  180  days  after 
the  date  of  the  enactment  of  this  paragraph,"  in  subparagraph 
(B)  and  inserting  in  lieu  thereof  "prior  to  April  1,  1978,";  and 

(B)  by  striking  out  "the  181st  day  after  the  date  of  the  enact- 
ment of  this  paragraph,"  and  "such  181st  day"  in  the  matter 
following  subparagraph  (B)  and  inserting  in  lieu  thereof  in 
each  instance  "April  1, 1978,". 

(2)  Section  3121  (k)  (7)  of  such  Code  (relating  to  payment  of  both 
employee  and  employer  taxes  for  retroactive  period  by  organization 
in  cases  of  constructive  filing)  is  amended — 

(A)  by  striking  out  "prior  to  the  expiration  of  180  days  after 
the  date  of  the  enactment  of  this  paragraph"  and  inserting  in  lieu 
thereof  "prior  to  April  1, 1978," ; 

(B)  by  striking  out  "the  181st  day  after  such  date,"  and 
inserting  in  lieu  thereof  "April  1,  1978,";  and 

(C)  by  striking  out  "pnor  to  the  first  day  of  the  calendar 
quarter  in  which  such  181st  day  occurs"  and  inserting  in  lieu 
thereof  "prior  to  that  date". 

(3)  Section  3121  (k)  (8)  of  such  Code  (relating  to  extended  period 
for  payment  of  taxes  for  retroactive  coverage)  is  amended — 

(A)  by  striking  out  "by  the  end  of  the  180-day  period  follow- 
ing the  date  of  the  enactment  of  this  paragraph"  and  inserting 
in  lieu  thereof  "prior  to  April  1, 1978," ; 

(B)  by  striking  out  "within  that  period"  and  inserting  in  lieu 
thereof  "prior  to  April  1, 1978" ;  and 

(C)  by  striking  out  "on  the  181st  day  following  that  date" 
and  inserting  in  lieu  thereof  "on  that  date". 

(b)  (1)  Section  3121  (k)  (4)  of  such  Code  (relating  to  constructive 
filing  of  certificate  where  no  refund  or  credit  of  taxes  has  been  made) 
is  amended  by  adding  at  the  end  thereof  the  following  new  sub- 
paragraph: 


PUBLIC  LAW  95-216— DEC.  20,  1977 


91  STAT.  1533 


"(C)  In  the  case  of  any  organization  which  is  deemed  under  Waiver 
this  paragraph  to  have  filed  a  valid  waiver  certificate  under  certificate,  fiHng. 
paragraph  (1), if — 

"(i)  the  period  with  respect  to  which  the  taxes  imposed 
by  sections  3101  and  3111  were  paid  by  such  organization  Ante,  p.  1510; 
(as  described  in  subparagraph  (A)  (ii) )  terminated  prior  to  Post,  p.  1540. 
October  1,  1976,  or  P- 
"(ii)  the  taxes  imposed  by  sections  3101  and  3111  were  ^^PP' 
not  paid  during  the  period  referred  to  in  clause  (i) 
(whether  such  period  has  terminated  or  not)  with  respect 
to  remuneration  paid  by  such  organization  to  individuals 
who  became  its  employees  after  the  close  of  the  calendar 
quarter  in  which  such  period  began, 
taxes  under  sections  3101  and  3111 — 

"(iii)  in  the  case  of  an  organization  which  meets  the 
requirements  of  this  subparagraph  by  reason  of  clause 

(i)  ,  with  respect  to  remuneration  paid  by  such  organization 
after  the  termination  of  the  period  referred  to  in  clause  (i) 
and  prior  to  July  1, 1977 ;  or 

"(iv)  in  the  case  of  an  organization  which  meets  the 
requirements  of  this  subparagraph  by  reason  of  clause 

(ii)  ,  with  respect  to  remuneration  paid  prior  to  July  1, 
1977,  to  individuals  who  became  its  employees  after  the 
close  of  the  calendar  quarter  in  which  the  period  referred 
to  in  clause  (i)  began, 

which  remain  unpaid  on  the  date  of  the  enactment  of  this 

subparagraph,  or  which  were  paid  after  October  19,  1976,  but 

prior  to  the  date  of  the  enactment  of  this  subparagraph,  shall 

not  be  due  or  payable  (or,  if  paid,  shall  be  refunded) ;  and 

the  certificate  which  such  organization  is  deemed  under  this 

paragraph  to  have  filed  shall  not  apply  to  any  service  with  respect 

to  the  remuneration  for  which  the  taxes  imposed  by  sections  3101 

and  3111  (which  remain  impaid  on  the  date  of  the  enactment  of 

this  subparagraph,  or  were  paid  after  October  19, 1976,  but  prior 

to  the  date  of  the  enactment  of  this  subparagraph)  are  not  due 

and  payable  (or  are  refunded)  by  reason  of  the  preceding 

provisions  of  this  subparagraph.  In  applying  this  subparagraph 

for  purposes  of  title  II  of  the  Social  Security  Act,  the  period   42  USC  401. 

during  which  reports  of  wages  subject  to  the  taxes  imposed  by 

sections  3101  and  3111  were  made  bv  any  organization  may  be 

conclusively  treated  as  the  period  (described  in  subparagraph 

(A)  (ii) )  during  which  the  taxes  imposed  by  such  sections  were 

paid  bv  such  organization.". 

(2)  Section  3121  (k)  (4)  (A)  of  such  Code  is  amended  by  inserting  26  USC  3121. 
'(subject  to  subparagraph  (C))"  after  "effective"  in  the  matter  fol- 

owing  clause  (ii). 

(3)  Section  3121  (k)  (6)  of  such  Code  (relating  to  application  of 
lertain  provisions  to  cases  of  constructive  filing)  is  amended  by  insert- 
ng  "(except  as  provided  in  paragraph  (4)(C))"  after  "services 
nvolved"  in  the  matter  preceding  subparagraph  (A). 

(4)  Section  3121  (k)  (4)  of  such  Code  is  amended  by  striking  out 
date"  in  subparagraph  (B)  (ii)  and  inserting  in  lieu  thereof  "first 
lay  of  the  calendar  quarter". 

(c)  In  any  case  where —  26  USC  3121 

(1)  an  individual  performed  service,  as  an  employee  of  an 
organization  which  is  deemed  under  section  3121(k)(4)  of  the 
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Internal  Revenue  Code  of  1954  to  have  filed  a  waiver  certificate 
under  section  3121  (k)  (1)  of  such  Code,  on  or  after  the  first  daj 
of  the  applicable  period  described  in  subparagraph  (A)  (ii)  oJ 
such  section  3121  (k)  (4)  and  before  July  1,  1977;  and 

(2)  the  service  so  performed  does  not  constitute  employ meni 
(as  defined  in  section  210(a)  of  the  Social  Security  Act  and  sec 
tion  3121(b)  of  such  Code)  because  the  waiver  certificate  whicl 
the  organization  is  deemed  to  have  filed  is  made  inapplicable  t( 
such  service  by  section  3121  (k)  (4)  (C)  of  such  Code,  but  woulc 
constitute  employment  (as  so  defined)  in  the  absence  of  such  sec 
tion3121(k)(4)(C), 
the  remuneration  paid  for  such  service  shall,  upon  the  request  of  sucl 
individual  (filed  on  or  before  April  15, 1980,  in  such  manner  and  form 
and  with  such  official,  as  maj  be  prescribed  by  regulations  made  undei 
title  II  of  the  Social  Security  Act)  accompanied  by  full  payment  o: 
all  of  the  taxes  which  would  have  been  paid  under  section  3101  of  sucl 
Code  with  respect  to  such  remuneration  but  for  such  section  3121  (k) 
(4)  (C)  (or  by  satisfactory  evidence  that  appropriate  arrangement 
have  been  made  for  the  payment  of  such  taxes  in  installments  as  pro 
vided  in  section  3121  (k)  (8)  of  such  Code),  be  deemed  to  constitut< 
remuneration  for  employment  as  so  defined.  In  any  case  where  remu 
neration  paid  by  an  organization  to  an  individual  is  deemed  undei 
the  preceding  sentence  to  constitute  remuneration  for  employment 
such  organization  shall  be  liable  (notwithstanding  any  other  provisioi 
of  such  Code)  for  payment  of  the  taxes  which  it  would  have  beei 
required  to  pay  under  section  3111  of  such  Code  with  respect  to  sucl 
remuneration  in  the  absence  of  such  section  3121  (k)  (4)  (C). 

(d)  Section  3121  (k)  (8)  of  the  Internal  Revenue  Code  of  195^ 
(relating  to  extended  period  for  payment  of  taxes  for  retroactiv< 
coverage) ,  as  amended  by  subsection  (a)  (3)  of  this  section,  is  amendec 
to  read  as  follows : 

"(8)  Extended  period  for  payment  of  taxes  for  retroactivi 
COVERAGE.^ — Notwithstanding  any  other  provision  of  this  title,  ii 
any  case  where — 

"(A)  an  organization  is  deemed  under  paragraph  (4)  t< 
have  filed  a  valid  waiver  certificate  under  paragraph  (1) 
but  the  applicable  period  described  in  paragraph  (4)  (A)  (ii' 
has  terminated  and  part  or  all  of  the  taxes  imposed  by  sec 
tions  3101  and  3111  with  respect  to  remuneration  paid  b: 
such  organization  to  its  employees  after  the  close  of  sucl 
period  remains  payable  notwithstanding  paragraph  (4)  (C)' 
or 

"(B)  an  organization  described  in  paragraph  (5)  (A)  file 
a  valid  waiver  certificate  under  paragraph  (1)  by  March  31 
1978,  as  described  in  paragraph  (5)  (B),  or  (not  having  filec 
such  a  certificate  by  that  date)  is  deemed  under  paragrapl 
(5)  to  have  filed  such  a  certificate  on  April  1,  1978,  or 

"(C)  an  individual  files  a  request  under  section  3  of  Publi< 
Law  94-563,  or  under  section  312(c)  of  the  Social  Securitj 
Amendments  of  1977,  to  have  service  treated  as  constituting 
remuneration  for  employment  (as  defined  in  section  3121  (b) 
and  in  section  210 (a)  of  the  Social  Security  Act), 
the  taxes  due  under  sections  3101  and  3111  with  respect  to  servicej 
constituting  employment  by  reason  of  such  certificate  for  an^ 
period  prior  to  the  first  day  of  the  calendar  quarter  in  which  tb 
date  of  such  filing  or  constructive  filing  occurs,  or  with  respect  t< 
service  constituting  employment  by  reason  of  such  request,  ma^ 
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be  paid  in  installments  over  an  appropriate  period  of  time,  as 
determined  under  regulations  prescribed  by  the  Secretary,  rather 
than  in  a  lump  sum.". 

(e)  The  first  sentence  of  section  3  of  Public  Law  94-563  (in  the  26  USC  3121 
Qatter  following  paragraph  (3) )  is  amended —  note. 

(1)  by  inserting  "on  or  before  April  15, 1980,"  after  "filed" ;  and 

(2)  by  inserting  "(or  by  satisfactory  evidence  that  appropriate 
arrangements  have  been  made  for  the  repayment  of  such  taxes  in 
installments  as  provided  in  section  3121  (k)  (8)  of  such  Code)"  Ante,  p.  1534. 
after  "so  refunded  or  credited". 

(f)  Section  3121  (k)  (4)  (A)  (i)  of  the  Internal  Kevenue  Code  of 

954  (relating  to  constructive  filing  of  certificate  where  no  refund  or   26  USC  3121. 
Tedit  of  taxes  has  been  made)  is  amended  by  striking  out  "or  any 
ubsequent  date"  and  inserting  in  lieu  thereof  "(or,  if  later,  as  of  the 
larliest  date  on  which  it  satisfies  clause  (ii)  of  this  subparagraph.)". 

(g)  Section  3121  (k)  (4)  (B)  of  such  Code  (relating  to  constructive 
iling  of  certificate  where  no  refund  or  credit  of  taxes  has  been  made)  is 
mended — 

(1)  by  striking  out  the  period  at  the  end  of  clause  (ii)  and 
inserting  in  lieu  thereof  ",  or" ;  and 

(2)  by  adding  after  clause  (ii)  the  following  new  clause: 
"(iii)  the  organization,  prior  to  the  end  of  the  period 

referred  to  in  clause  (ii)  of  such  subparagraph  (and,  in 
the  case  of  an  organization  organized  on  or  before  Octo- 
ber 9,  1969,  prior  to  October  19,  1976),  had  applied  for  a 
ruling  or  determination  letter  acknowledging  it  to  be  exempt 
from  income  tax  under  section  501  (c)  (3) ,  and  it  subsequently   26  USC  501. 
received  such  ruling  or  determination  letter  and  did  not  pay 
any  taxes  under  sections  3101  and  3111  with  respect  to  any  Ante,  p.  1510; 
employee  with  respect  to  any  quarter  ending  after  the  twelfth         p.  1540. 
month  following  the  date  of  mailing  of  such  ruling  or  deter-  "p^^^'  P- 
mination  letter  and  did  not  pay  any  such  taxes  with  respect  j^^^q'^^' 
to  any  quarter  beginning  after  the  later  of  (I)  December 
31,  1975  or  (II)  the  date  on  which  such  ruling  or  determina- 
tion letter  was  issued.". 

(h)  The  amendments  made  by  subsections  (a),  (b),  (d),  (e),  (f).  Effective  date, 
md  (g)  of  this  section  shall  be  effective  as  though  they  had  been  26  USC  3121 
ncluded  as  a  part  of  the  amendments  made  to  section  3121  (k)  of  the  "ote. 
[nternal  Kevenue  Code  of  1954  by  the  first  section  of  Public  Law 

)4-563  (or,  in  the  case  of  the  amendments  made  by  subsection  (e), 
is  a  part  of  section  3  of  such  Public  Law) . 

EXCLUSIOM  FROM  COVERAGE  OF  CERTAIN  LIMITED  PARTNERSHIP  INCOME 

Sec.  313.  (a)  Section  211  (a)  of  the  Social  Security  Act  is  amended—  42  USC  411. 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (9) ; 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (10) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(3)  by  inserting  after  paragraph  (10)  the  following  new 
paragraph : 

"  (11)  There  shall  be  excluded  the  distributive  share  of  any  item 
of  income  or  loss  of  a  limited  partner,  as  such,  other  than  guar- 
anteed payments  described  in  section  707(c)  of  the  Internal 
Revenue  Code  of  1954  to  that  partner  for  services  actually  ren-  26  USC  707. 
dered  to  or  on  behalf  of  the  partnership  to  the  extent  that  those 
payments  are  established  to  be  in  tlio  nature  of  remuneration  for 
those  services.". 
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26  use  1402. 


26  use  707. 


Effective  date. 
42  use  411  note. 


(b)  Section  1402(a)  of  the  Internal  Revenue  Code  of  1954  (relating! 
to  definition  of  net  earnings  from  self-employment)  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (10) ; 

( 2 )  by  striking  out  the  period  at  the  end  of  paragraph  (11)  and 
inserting  in  lieu  thereof  " ;  and" ;  and 

(3)  by  inserting  after  para^aph  (11)  the  following  new. 
paragraph : 

"  ( 12)  there  sihall  be  excluded  the  distributive  share  of  any  items 
of  income!  or  loss  of  a  limited  partner,  as  such,  crt-her  than  guar- 
anteed payments  described  in  section  707(c)  to  that  partner  for 
services  actually  rendered  to  or  on  behalf  of  the  partnership  to: 
the  extent  that  those  payments  are  established  to  be  in  the  nature 
of  remuneration  for  those  services.". 

(c)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  taxable  years  beginning  after  December  31, 1977. 


26  use  3121. 

26  use 

3101-3126. 


Post,  p.  1555. 
Ante,  p.  1511; 
Post,  pp.  1537, 
1540. 


26  use  3306. 


26  use  3301 
3302. 


Effective  date. 
26  use  3121 
note. 


Supra. 


Post,  p.  1555. 


EMPLOYEES  OF  MEMBERS  OF  RELATED  GROUPS  OF  CORPORATIONS 

Sec.  314.  (a)  Section  3121  of  the  Internal  Revenue  Code  of  1954 
(definitions  for  purposes  of  the  Federal  Insurance  Contributions  Act) 
is  amended  by  adding  at  the  end  thereof  the  following  new  subsection : 

"  (s)  Concurrent  Employment  by  Two  or  More  Employers. — For 
purposes  of  sections  3102,  3111,  and  3121  (a)  (1) ,  if  two  or  more  related 
corporations  concurrently  employ  the  same  individual  and  compen- 
sate such  individual  through  a  common  paymaster  which  is  one  of  such 
corporations,  each  such  corporation  shall  be  considered  to  have  paid 
as  remuneration  to  such  individual  only  the  amounts  actually  dis- 
bursed by  it  to  such  individual  and  shall  not  be  considered  to  have 
paid  as  remuneration  to  such  individual  amounts  actually  disbursed 
to  such  individual  by  another  of  such  corporations.". 

(b)  Section  3306  of  such  Code  (relating  to  definitions  in  respect  of 
unemployment  tax)  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  subsection : 

"(p)  Concurrent  Employment  by  Two  or  More  Employers. — For 
purposes  of  sections  3301,  3302,  and  3306(b)  (1) ,  if  two  or  more  related 
corporations  concurrently  employ  the  same  individual  and  compensate 
such  individual  through  a  common  paymaster  which  is  one  of  such 
corporations,  each  such  corporation  shall  be  considered  to  have  paid  as 
remuneration  to  such  individual  only  the  amounts  actually  disbursed 
by  it  to  such  individual  and  shall  not  be  considered  to  have  paid  as 
remuneration  to  such  individual  amounts  actually  disbursed  to  such 
individual  by  another  of  such  corporations.". 

(c)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  wages  paid  after  December  31, 1978. 

TAX  ON  employers  OF  INDIVIDUALS  WHO  RECEIVE  INCOME  FROM  TIPS 

Sec.  315.  (a)  Section  3121  of  the  Internal  Revenue  Code  of  1954 
(definitions  for  purposes  of  the  Federal  Insurance  Contributions  Act) 
is  amended  by  adding  at  the  end  thereof  (after  the  new  subsection 
added  by  section  314(a)  of  this  Act)  the  following  new  subsection : 

"(t)  Special  Rule  for  Determining  Wages  Subject  to  Employer 
Tax  in  Case  of  Certain  Employers  Whose  Employees  Receive 
Income  From  Tips. — If  the  wages  paid  by  an  employer  with  respect  to 
the  employment  during  any  month  of  an  individual  who  (for  services 
performed  in  connection  with  such  employment)  receives  tips  which 
constitute  wages,  and  to  which  section  3102(a)  applies,  are  less  than 
the  total  amount  which  would  be  payable  (with  respect  to  such 
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employment)  at  the  minimum  wage  rate  api^licable  to  such  individual 
under  section  6(a)(1)  of  the  Fair  Labor  Standards  Act  of  1938 
(determined  without  regard  to  section  3 (m)  of  such  Act) ,  the  wages  so 
paid  shall  be  deemed  for  purposes  of  section  3111  to  be  equal  to  such 
total  amount.". 

(b)  Section  3111  of  such  Code  is  amended  by  inserting  "and  (t)" 
after  "3121(a)"  in  subsections  (a)  and  (b). 

(c)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  wages  paid  with  respect  to  employment  performed  in  months  after 
December  1977. 


Ante,  p.  1245. 
29  use  203. 


Ante,  pp.  1511, 
1512. 

Effective  date. 
26  use  3111 
note. 


REVOCATION  OF  EXEMPTION  FROM  COVERAGE  BY  CLERGYMEN 

Sec.  316.  (a)  Notwithstanding  section  1402(e)(3)  of  the  Internal 
Revenue  Code  of  1954,  any  exemption  which  has  been  received  under 
section  1402(e)  (1)  of  such  Code  by  a  duly  ordained,  commissioned,  or 
licensed  minister  of  a  church  or  a  Christian  Science  practitioner,  and 
which  is  effective  for  the  taxable  year  in  which  this  Act  is  enacted, 
may  be  revoked  by  filing  an  application  therefor  (in  such  form  and 
manner,  and  with  such  official,  as  may  be  prescribed  in  regulations 
made  under  chapter  2  of  such  Code) ,  if  such  application  is  filed — 

(1)  before  the  applicant  becomes  entitled  to  benefits  under  sec- 
tion 202(a)  or  223  of  the  Social  Security  Act  (without  regard  to 
section  202(j)  (1)  or  223(b)  of  such  Act),  and 

(2)  no  later  than  the  due  date  of  the  Federal  income  tax  return 
(including  any  extension  thereof)  for  the  applicant's  first  taxable 
year  beginning  after  the  date  of  the  enactment  of  this  Act. 

Any  such  revocation  shall  be  effective  (for  purposes  of  chapter  2  of 
the  Internal  Revenue  Code  of  1954  and  title  II  of  the  Social  Security 
Act),  as  specified  in  the  application,  either  with  respect  to  the  appli- 
cant's first  taxable  year  ending  on  or  after  the  date  of  the  enactment 
of  this  Act  or  with  respect  to  the  applicant's  first  taxable  year  begin- 
ning after  such  date,  and  for  all  succeeding  taxable  years;  and  the 
applicant  for  any  such  revocation  may  not  thereafter  again  file  appli- 
cation for  an  exemption  under  such  section  1402(e)  (1).  If  the  appli- 
cation is  filed  on  or  after  the  due  date  of  the  applicant's  first  taxable 
year  ending  on  or  after  the  date  of  the  enactment  of  this  Act  and  is 
effective  with  respect  to  that  taxable  year,  it  shall  include  or  be  accom- 
panied by  payment  in  full  of  an  amount  equal  to  the  total  of  the  taxes 
that  would  have  been  imposed  by  section  1401  of  the  Internal  Revenue 
Code  of  1954  with  respect  to  all  of  the  applicant's  income  derived  in 
that  taxable  year  which  would  have  constituted  net  earnings  from 
self -employment  for  purposes  of  chapter  2  of  such  Code  (notwith- 
standing section  1402(c)  (4)  or  (c)  (5)  of  such  Code)  except  for  the 
exemption  under  section  1402(e)  (1)  of  such  Code. 

(b)  Subsection  (a)  shall  apply  with  respect  to  service  performed 
(to  the  extent  specified  in  such  subsection)  in  taxable  years  ending 
on  Or  after  the  date  of  the  enactment  of  this  Act,  and  with  respect  to 
monthly  insurance  benefits  payable  under  title  II  of  the  Social  Secu- 
rity Act  on  the  basis  of  the  wages  and  self -employment  income  of  anj 
individual  for  months  in  or  after  the  calendar  year  in  which  such  indi- 
vidual's application  for  revocation  (as  described  in  such  subsection) 
is  filed  (and  lump-sum  death  payments  payable  under  such  title  on 
the  basis  of  such  wages  and  self -employment  income  in  the  case  of 
deaths  occurring  in  or  after  such  calendar  year) . 


26  use  1402 
note. 

26  use  1402. 


26  use  1401. 

42  use  402, 
423. 

Post,  p.  1542. 


42  use  401. 


26  use  1401. 


42  use  401. 
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INTERNATIONAL  AGREEMENTS  WITH  RESPECT  TO  SOCIAL  SECURITY 

BENEFITS 

Sec.  317.  (a)  Title  II  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 

"international  agreements 

"Purpose  of  Agreement 

42  use  433.  "Sec.  233.  (a)  The  President  is  authorized  (subject  to  the  succeedingi 

provisions  of  this  section)  to  enter  into  agreements  establishing  totali- 
zation arrangements  between  the  social  security  system  established! 
by  this  title  and  the  social  security  system  of  any  foreign  country,  for 
the  purposes  of  establishing  entitlement  to  and  the  amount  of  old- 
age,  survivors,  disability,  or  derivative  benefits  based  on  a  combina- 
tion of  an  individual's  periods  of  coverage  under  the  social  security 
system  established  by  this  title  and  the  social  security  system  of  such 
foreign  countiy. 

"Definitions 

"(b)  For  the  purposes  of  this  section —  , 
"(1)  the  term  'social  security  system'  means,  with  respect  to  a 
foreign  country,  a  social  insurance  or  pension  system  which  is  ' 
of  general  application  in  the  country  and  under  which  periodic 
benefits,  or  the  actuarial  equivalent  thereof,  are  paid  on  account!  f 
of  old  age,  death,  or  disability ;  and 

"(2)  the  term  'period  of  coverage'  means  a  period  of  payment: 
of  contributions  or  a  period  of  earnings  based  on  wages  for 
employment  or  on  self -employment  income,  or  any  similar  period 
recognized  as  equivalent  thereto  under  this  title  or  under  the  m 
social  security  system  of  a  country  which  is  a  party  to  an  agree-,  jj 
ment  entered  into  under  this  section. 

"Crediting  Periods  of  Coverage ;  Conditions  of  Payment  of  Benefits 

"(c)  (1)  Any  agreement  establishing  a  totalization  arrangement 
pursuant  to  this  section  shall  provide —  n 
"(A)  that  in  the  case  of  an  individual  who  has  at  least  6  quar- 
Post,  pp.  1550,  ters  of  coverage  as  defined  in  section  213  of  this  Act  and  periods  of 

1552.  coverage  under  the  social  security  system  of  a  foreign  country  [i, 

which  is  a  party  to  such  agreement,  periods  of  coverage  of  such  j 
individual  under  such  social  security  system  of  such  f  oreigri  coun-  ' 
try  may  be  combined  with  periods  of  coverage  under  this  title  and  rr 
otherwise  considered  for  the  purposes  of  establishing  entitle-  ^ 
ment  to  and  the  amount  of  old-age,  survivors,  and  disability 
insurance  benefits  under  this  title  ; 

"(B)  (i)  that  employment  or  self -employment,  or  any  service 
which  is  recognized  as  equivalent  to  employment  or  self -employ- 
ment under  this  title  or  the  social  security  system  of  a  foreign 
country  which  is  a  party  to  such  agreement,  shall,  on  or  after  the  ; 
effective  date  of  such  agreement,  i^ult  in  a  period  of  coverage 
under  the  system  established  under  this  title  or  imder  the  system  ^ 
established  under  the  laws  of  such  foreign  country,  but  not  under 
both,  and  (ii)  the  methods  and  conditions  for  determining  under 
which  system  employment,  self -employment,  or  other  service  shall 
result  in  a  period  of  coverage :  and  i 
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"(C)  that  where  an  mdividuaPs  periods  of  coverage  are  voiw- 
bined,  the  benefit  amount  payable  under  this  title  shall  be  base*  I 
on  the  proportion  of  such  individual's  periods  of  coverage  which 
was  completed  under  this  title. 
"  ( 2)  Any  such  agreement  m&j  provide  that — 

"(A)  an  individual  who  is  entitled  to  cash  benefits  under  this 
title  shall,  notwithstanding  the  provisions  of  section  202  (t),   42  USC  402. 
receive  such  benefits  while  he  resides  in  a  foreign  country  whicjh  is 
a  party  to  such  agreement ;  and 

"  (B )  the  benefit  paid  by  the  United  States  to  an  individual  who 
legally  resides  in  the  United  States  shall,  if  less  when  added  to  the 
benefit  paid  by  such  foreign  country  than  the  benefit  amount 
which  would  be  payable  to  an  entitled  individual  based  on  the 
first  figure  in  (or  deemed  to  be  in)  column  IV  of  the  table  in  sec- 
tion 215(a)  in  the  case  of  an  individual  becoming  eligible  for  Ante,  p.  1514. 
such  benefit  before  January  1, 1979,  or  based  on  a  primary  insur- 
ance amount  determined  under  section  216(a)  (1)  (C)  (i)  (I)  in 
the  case  of  an  individual  becoming  eligible  for  such  benefit  on  or 
after  that  date,  be  increased  so  that  the  total  of  the  two  benefits 
is  equal  to  the  benefit  amount  which  would  be  so  payable. 
"(3)  Section  226  shall  not  apply  in  the  case  of  any  individual  to  Post,  pp.  1543, 
vhom  it  would  not  be  applicable  but  for  this  section  or  any  agreement  l^^- 
r  regulation  under  this  section. 

"(4)  Any  such  agreement  may  contain  other  provisions  which  are 
lOt  inconsistent  with  the  other  provisions  of  this  title  and  which  the 
^resident  deems  appropriate  to  carry  out  the  purposes  of  this  section. 

"Regulations 

"(d)  The  Secretary  of  Health,  Education,  and  Welfare  shall  make 
ules  and  regulations  and  establish  procedures  which  are  reasonable 
,nd  necessary  to  implement  and  administer  any  agreement  which  has 
•een  entered  into  in  accordance  with  this  section. 

"Reports  to  Congress ;  Effective  Date  of  Agreements 

"(e)(1)  Any  agreement  to  establish  a  totalization  arrangement 
ntered  into  pursuant  to  this  section  shall  be  transmitted  by  the  Presi- 
ient  to  the  Congress  together  with  a  report  on  the  estimated  number 
f  individuals  who  willl)e  affected  by  the  agreement  and  the  effect  of 
he  agreement  on  the  estimated  income  and  expenditures  of  the  pro- 
;rams  established  by  this  Act. 

"(2)  Such  an  agreement  shall  become  effective  on  any  date, 
provided  in  the  agreement,  which  occurs  after  the  expiration  of  the 
>eriod  (following  the  date  on  which  the  agreement  is  transmitted  in 
^cordance  with  paragraph  (1) )  during  which  each  House  of  the  Con- 
;ress  has  been  in  session  on  each  of  90  days ;  except  that  such  agree- 
ment shall  not  become  effective  if,  during  such  period,  either  House  of 
he  Congress  adopts  a  resolution  of  disapproval  of  the  agreement.". 

(b)(1)  Section  1401  of  the  Internal  Revenue  Code  of  1954  26  USC  1401. 
3  amended  by  adding  at  the  end  thereof  the  following  new  subsection : 

"(c)  Relief  From  Taxes  in  Cases  Covered  by  Certain  Interna- 
TONAL  Agreements. — During  any  period  in  which  there  is  in  effect  an 
greement  entered  into  pursuant  to  section  233  of  the  Social  Security 
let  with  any  foreign  country,  the  self -employment  income  of  an  Ante,  p.  1538. 
ndividual  shall  be  exempt  from  the  taxes  imposed  by  this  section  to  the 
xtent  that  such  self-employment  inconu*  is  subject  under  such  agree- 
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ment  to  taxes  or  contributions  for  similar  purposes  under  the  social 
security  system  of  such  foreign  country.". 

26  use  3101,         (2)  Sections  3101  and  3111  of  such  Code  are  each  amended  by  add- 

3111.  ing  at  the  end  thereof  the  following  new  subsection : 

"(c)  Reltef  From  Taxes  in  Cases  Covered  by  Certain  Interna 
TioNAL  Agreements. — During  any  period  in  which  there  is  in  effect  ar 
agreement  entered  into  pursuant  to  section  233  of  the  Social  Securit} 

Ante,  p.  1538.  Act  with  any  foreign  country,  wages  received  by  or  paid  to  an  individ 
ual  shall  be  exempt  from  the  taxes  imposed  by  this  section  to  th( 
extent  that  such  wages  are  subject  under  such  agreement  to  taxes  oi 
contributions  for  similar  purposes  under  the  social  security  system 
of  such  foreign  country.". 

26  use  6051.  (3)  Section  6051(a)  of  such  Code  is  amended  by  adding  at  the  end 

thereof  the  following  new  sentence:  "The  amounts  required  to  bt 
shown  by  paragraph  (5)  shall  not  include  wages  which  are  exempted 

Supra.  pursuant  to  sections  3101(c)  and  3111(c)  from  the  taxes  imposed  bj, 

sections  3101  and  3111.".  j 

26  use  1401  (4)  Notwithstanding  any  other  provision  of  law,  taxes  paid  by  anj 

note.  individual  to  any  foreign  country  with  respect  to  any  period  oi 

employment  or  self -employment  which  is  covered  under  the  social  secu- 
rity system  of  such  foreign  country  in  accordance  with  the  terms  o:l 
an  agreement  entered  into  pursuant  to  section  233  of  the  Social  Securitj 
Act  shall  not,  under  the  income  tax  laws  of  the  United  States,  bt 
deductible  by,  or  creditable  against  the  income  tax  of,  any  sue! 
individual. 

MODIFICATION   OF   AGREEMENT   WITH   ILLINOIS    TO    PR0\TDE  COVERAGE 
FOR  CERTAIN  POLICEMEN  AND  FIREMEN 

42  use  418  note.  Sec.  318.  (a)  Notwithstanding  the  provisions  of  subsection  (d)  (5) 
42  use  418.  (A)  of  section  218  of  the  Social  Security  Act  and  the  references  theretc 
in  subsections  (d)  (1)  and  (d)  (3)  of  such  section  218,  the  agreement 
with  the  State  of  Illinois  heretofore  entered  into  pursuant  to  such 
section  218  may,  at  any  time  prior  to  January  1,  1979,  be  modified 
pursuant  to  subsection  (c)  (4)  of  such  section  218  so  as  to  apply  tc 
services  performed  in  policemen's  or  firemen's  positions  covered  bj 
the  Illinois  Municipal  Retirement  Fund  on  the  date  of  the  enactment 
of  this  Act  if  the  State  of  Illinois  has  at  any  time  prior  to  the  date  oi 
the  enactment  of  this  Act  paid  to  the  Secretary  of  the  Treasury,  with 
respect  to  any  of  the  services  performed  in  such  positions,  the  sums 
prescribed  pursuant  to  subsection  (e)(1)  of  such  section  218.  Foi 
purposes  of  this  section,  a  retirement  system  which  covers  positionf 
of  policemen  or  firemen  shall,  if  the  State  of  Illinois  so  desires,  be 
deemed  to  be  a  separate  retirement  system  with  respect  to  the  positions 
of  such  policemen  or  firemen,  as  the  case  may  be. 

(b)  Notwithstanding  the  provisions  of  subsection  (f)  of  sectior 
218  of  the  Social  Security  Act,  any  modification  in  the  agreement  with 
the  State  of  Illinois  under  subsection  (a)  of  this  section,  to  the  extent 
that  it  involves  services  performed  by  a  policeman  or  fireman  in  posi- 
tions covered  under  the  Illinois  Municipal  Retirement  Fund,  shall  hi 
made  effective  with  respect  to —  .        .  .  ! 

(1)  all  services  performed  by  policemen  or  firemen,  in  positionf 
to  which  the  modification  relates,  on  or  after  the  date  of  the 
enactment  of  this  Act ;  and 

(2)  all  services  performed  by  such  individuals  in  such  positions 
before  such  date  of  enactment  with  respect  to  which  the  State  oi 
Illinois  has  paid  to  the  Secretary  of  the  Treasury  the  sums  pre- 
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scribed  pursuant  to  subsection  (e)  (1)  of  such  section  218  at  the   42  USC  418. 
time  or  times  established  pursuant  to  such  subsection  (e)  (1),  if 
and  to  the  extent  that — 

(A)  no  refund  of  the  sums  so  paid  has  been  obtained,  or 

(B)  a  refund  of  part  or  all  of  the  sums  so  paid  has  been 
obtained  but  the  State  of  Illinois  repays  to  the  Secretary  of 
the  Treasury  the  amount  of  such  refund  within  90  days  after 
the  date  that  the  modification  is  agreed  to  by  the  State  and 
the  Secretary  of  Health,  Education,  and  Welfare. 

COVERAGE  FOR  POLICEMEN  AND  FIREMEN  IN  MISSISSIPPI 

Sec.  319.  Section  218 (p)  (1)  of  the  Social  Security  Act  is  amended  42  USC  418. 
by  inserting  "Mississippi,"  after  "Maryland,". 

COVERAGE  UNDER  DIVIDFJ)  RETIREMENT  SYSTEM  FOR  PUBLIC  EMPLOYEES  IN 

NEW  JERSEY 

Sec.  320.  Section  218(d)(6)(C)  of  the  Social  Security  Act  is 
amendexi  by  inserting  "New  Jersey,"  after  "Nevada,". 

COVERAGE  OP  SERVICE  UNDER  WISCONSIN  RETIREMENT  SYSTEM 

Sec.  321.  Section  218  (m)  (1)  of  the  Social  Security  Act  is  amended 
by  inserting  after  "Wisconsin  retirement  fund"  the  following :  "or  any 
successor  system". 

Part  C — Benefit  Amounts  and  Eligibility 

a.ctuarial  reduction  of  benefit  increases  to  be  applied  as  of  time 
of  original  entitlement 

Sec.  331.  (a)  Section  202 (q)  (4)  of  the  Social  Security  Act  is  42  USC  402. 
imended  by  striking  out  all  that  follows  subparagraph  (B)  and 
inserting  in  lieu  thereof  the  following : 

'then  the  amount  of  the  reduction  of  such  benefit  (after  the  applica- 
tion of  any  adjustment  under  paragraph  (7) )  for  each  month  begin- 
ning with  the  month  of  such  increase  in  the  primary  insurance  amount 
shall  be  computed  under  paragraph  (1)  or  (3),  whichever  applies,  as 
:hough  the  increased  primary  insurance  amount  had  been  in  effect  for 
and  after  the  month  for  which  the  individual  first  became  entitled  to 
;uch  monthly  benefit  reduced  under  such  paragraph  (1)  or  (3).". 

(b)  Section  202  (q)  of  such  Act  is  further  amended  by  adding  at  the 
Bnd  thereof  the  following  new  paragraphs : 

"(10)  For  purposes  of  applying  paragraph  (4),  with  respect  to 
nonthly  benefits  payable  for  any  month  after  December  1977  to  an 
ndividual  who  was  entitled  to  a  monthly  benefit  as  reduced  under 
paragraph  (1)  or  (3)  prior  to  January  1978,  the  amount  of  reduction 
n  such  benefit  for  the  first  month  for  which  such  benefit  is  increased 
reason  of  an  increase  in  the  primary  insurance  amount  of  the  indi- 
vidual on  whose  wages  and  self-employment  income  such  benefit  is 
jased  and  for  all  subsequent  months  (and  similarly  for  all  subsequent 
ncreases)  shall  be  increased  by  a  percentage  equal  to  the  percentage 
ncrease  in  such  primary  insurance  amount  (such  increase  being  made 
n  accordance  with  the  provisions  of  paragraph  (8)).  In  the  case  of 
m  individual  whose  reduced  benefit  under  this  section  is  increased  as  a 
result  of  the  use  of  an  adjusted  reduction  period  or  an  additional 
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adjusted  reduction  period  (in  accordance  with  paragraphs  (1)  and  (3) 
of  this  subsection) ,  then  for  the  first  month  for  which  such  increase  is 
effective,  and  for  all  subsequent  months,  the  amount  of  such  reduction 
(after  the  application  of  the  previous  sentence,  if  applicable)  shall  be 
determined — 

"(A)  in  the  case  of  old-age,  wife's,  and  husband's  insurance 
benefits,  by  multiplying  such  amount  by  the  ratio  of  (i)  the  num- 
ber of  months  in  the  adjusted  reduction  period  to  (ii)  the  number 
of  months  in  the  reduction  period, 

"(B)  in  the  case  of  widow's  and  widower's  insurance  benefits 
for  the  month  in  which  such  individual  attains  age  62,  by  multi- 
plying such  amount  by  the  ratio  of  (i)  the  number  of  months  in 
the  reduction  period  beginning  with  a^e  62  multiplied  by  i%o 
of  1  percent,  plus  the  number  of  months  m  the  adjusted  reduction 
period  prior  to  age  62  multiplied  by  i%o  of  1  percent,  plus  the 
number  of  months  in  the  adjusted  additional  reduction  period 
multiplied  by  ^%4o  of  1  percent  to  (ii)  the  number  of  months 
in  the  reduction  period  multiplied  by  of  1  percent,  plus  the 
number  of  months  in  the  additional  reduction  period  multiplied 
by  ^%4o  of  1  percent,  and 

"(C)  in  the  case  of  widow's  and  widower's  insurance  benefits 
for  the  month  in  which  such  individual  attains  age  65,  by  multi- 
plying such  amount  by  the  ratio  of  (i)  the  number  of  months  in 
the  adjusted  reduction  period  multiplied  by  i%o  of  1  percent, 
plus  the  number  of  months  in  the  adjusted  additional  reduction 
period  multiplied  hj  ^%4o  of  1  percent  to  (ii)  the  number  of 
months  in  the  reduction  period  beginning  with  age  62  multiplied 
by  i%g  of  1  percent,  plus  the  number  of  months  in  the  adjusted 
reduction  period  prior  to  age  62  multiplied  by  i%o  of  1  percent, 
plus  the  number  of  months  in  the  adjusted  additional  reduction 
period  multiplied  by  ^%4o  of  1  percent, 
such  determination  being  made  in  accordance  with  the  provisions  of 
paragraph  (8). 

"(11)  When  an  individual  is  entitled  to  more  than  one  monthly 
benefit  under  this  title  and  one  or  more  of  such  benefits  are  reduced 
under  this  subsection,  paragraph  (10)  shall  apply  separately  to  each 
such  benefit  reduced  under  this  subsection  before  the  application  of 
subsection  (k)  (pertaining  to  the  method  by  which  monthly  benefits 
are  offset  when  an  individual  is  entitled  to  more  than  one  kind  of  bene- 
fit) and  the  application  of  this  paragraph  shall  operate  in  conjunction 
with  paragraph  (3).". 
42  use  402.  (c)  (1)  Section  202(q)  (7)  (C)  of  such  Act  is  amended  by  striking 

out  "because"  and  all  that  follows  and  inserting  in  lieu  thereof 
"because  of  the  occurrence  of  an  event  that  terminated  her  or  his 
entitlement  to  such  benefits,". 

(2)  Section  202 (q)  (3)  (H)  of  such  Act  is  amended  by  inserting  "for 
that  month  or"  after  "first  entitled". 
Effective  date.  (d)  The  amendments  made  by  this  section  shall  be  effective  with 

42  use  402  note,    respect  to  monthly  benefits  payable  for  months  after  December  1977. 

UMrrATION"  ON  RETROACTIVE  BENEFITS 

Sec.  332.  (a)(1)  The  first  sentence  of  section  202(j)(l)  of  the 
Social  Security  Act  is  amended  by  striking  out  "An  individual" 
and  inserting  in  lieu  thereof  "Subject  to  the  limitations  contained  in 
paragraph  (4) ,  an  individual". 
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(2)  Section  202  (j )  of  such  Act  is  further  amended  by  adding  at  the  42  USC  402. 
md  thereof  the  following  new  paragraph : 

"(4)  (A)  Except  as  provided  in  subparagraph  (B),  no  individual 
shall  be  entitled  to  a  monthly  benefit  under  subsection  (a),  (b),  (c), 
(e),  or  (f)  for  any  month  prior  to  the  month  in  which  he  or  she  files 
m  application  for  benefits  under  that  subsection  if  the  effect  of  entitle- 
ment to  such  benefit  would  be  to  reduce,  pursuant  to  subsection  (q), 
ihe  amount  of  the  monthly  benefit  to  which  such  individual  would 
otherwise  be  entitled  for  the  month  in  which  such  application  is  filed. 

"  (B)  (i)  If  the  individual  applying  for  retroactive  benefits  is  apply- 
ing for  such  benefits  under  subsection  (a),  and  there  are  one  or  more 
3ther  persons  who  would  (except  for  subparagraph  (A) )  be  entitled 
for  any  month,  on  the  basis  of  the  wages  and  self -employment  income 
of  such  individual  and  because  of  such  individual's  entitlement  to 
such  retroactive  benefits,  to  retroactive  benefits  under  subsection  (b), 
(c),  or  (d)  not  subject  to  reduction  under  subsection  (q),  then  sub- 
paragraph (A)  shall  not  apply  with  respect  to  such  month  or  any 
subsequent  month. 

"(ii)  If  the  individual  applying  for  retroactive  benefits  is  a  widow, 
surviving  divorced  wife,  or  widower  and  is  under  a  disability  (as 
defined  in  section  223(d) ) ,  and  such  individual  would,  except  for  sub- 
paragraph ( A) ,  be  entitled  to  retroactive  benefits  as  a  disabled  widow 
or  widower  or  disabled  surviving  divorced  wife  for  any  month  before 
attaining  the  age  of  60,  then  subparagraph  (A)  shall  not  apply  with 
respect  to  such  month  or  any  subsequent  month. 

"(iii)  If  the  individual  applying  for  retroactive  benefits  has  excess 
Barnings  (as  defined  in  section  203(f) )  in  the  year  in  which  he  or  she 
files  an  application  for  such  benefits  which  could,  except  for  subpara- 
graph (A),  be  charged  to  months  in  such  year  prior  to  the  month  of 
application,  then  subparagraph  (A)  shall  not  apply  to  so  many  of 
such  months  immediately  preceding  the  month  of  application  as  are 
required  to  charge  such  excess  earnings  to  the  maximum  extent 
possible. 

"(iv)  As  used  in  this  subparagraph,  the  term  'retroactive  benefits' 
means  benefits  to  which  an  individual  becomes  entitled  for  a  month 
prior  to  the  month  in  which  application  for  such  benefits  is  filed.". 

(3)  Section  226(h)  of  such  Act  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

"(4)  For  purposes  of  determining  entitlement  to  hospital  insur- 
ance benefits  under  subsection  (b)  in  the  case  of  an  individual 
described  in  clause  (iii)  of  subsection  (b)  (2)  (A),  the  entitlement  of 
such  individual  to  widow's  or  widower's  insurance  benefits  under  sec- 
tion 202  (e)  or  (f )  by  reason  of  a  disability  shall  be  deemed  to  be  the 
entitlement  to  such  benefits  that  would  result  if  such  entitlement  were 
determined  without  regard  to  the  provisions  of  section  202(j)  (4).". 

(b)  The  amendments  made  by  subsection  (a)  shall  be  effective  with 
respect  to  monthly  insurance  Ijenefits  under  title  II  of  the  Social 
Security  Act  to  which  an  individual  becomes  entitled  on  the  basis  of 
an  application  filed  on  or  after  January  1, 1978. 


42  USC  403. 


"Retroactive 
benefits." 

42  USC  426. 


42  USC  402. 


Effective  date. 
42  USC  402  note. 
42  USC  401. 


DELIVERY  OF  BENEFIT  CHECKS 


Sec.  333.  (a)  Title  VII  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 


91  STAT.  1544 


PUBLIC  LAW  95-216— DEC.  20,  1977 


42  use  909. 
42  use  401, 
1381. 


42  use  404, 
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"DELIVERY  OF  BENEFIT  CHECKS 

"Sec.  708.  (a)  If  the  day  regularly  designated  for  the  delivery  oi 
benefit  checks  under  title  II  or  title  XVI  fails  on  a  Saturday,  Sunday 
or  legal  public  holiday  (as  defined  in  section  6103  of  title  5,  ITnitedl 
States  Code)  in  any  month,  the  benefit  checks  which  would  otherwise 
be  delivered  on  such  day  shall  be  mailed  for  delivery  on  the  first  day! 
preceding  such  day  which  is  not  a  Saturday,  Sunday,  or  legal  public; 
holiday  (as  so  defined),  without  regard  to  whether  the  deliverv  of 
such  checks  would  as  a  result  have  to  be  made  before  the  end  oi  thei 
month  for  which  such  checks  are  issued. 

"  (b)  If  more  than  the  correct  amount  of  payment  imder  title  II  or 
XVI  is  made  to  any  individual  as  a  result  of  the  receipt  of  a  benefit 
check  pursuant  to  subsection  (a)  before  the  end  of  the  month  fori 
which  such  check  is  issued,  no  action  shall  be  taken  (under  section' 
204  or  1631(b)  or  otherwise)  to  recover  such  payment  or  the  incor- 
rect portion  thereof.". 

(b)  The  amendment  made  by  subsection  (a)  of  this  section  shall 
apply  with  respect  to  benefit  checks  the  regularly  designated  day  foij 
delivery  of  which  occurs  on  or  after  the  thirtieth  day  after  the  date 
of  the  enactment  of  this  Act. 


42  use  402. 


42  use  418. 
42  use  410. 


"Periodic 
benefit." 


42  use  402. 


REDUCED  BENEFITS  FOR  SPOUSES  RECEIVING  GOVERNMENT  PENSIONS 

Sec.  334.  (a)(1)  Section  202(b)(2)  of  the  Social  Security  Act  U 
amended  by  inserting  after  "subsection  (q) "  the  following :  "and  para- 
graph (4)  of  this  subsection". 

(2)  Section  202(b)  of  such  Act  is  further  amended  by  adding  at 
the  end  thereof  the  following  new  paragraph : 

"(4)  (A)  The  amount  of  a  wife's  insurance  benefit  for  each  month 
as  determined  after  application  of  the  provisions  of  subsections  (q)' 
and  (k)  shall  be  reduced  (but  not  below  zero)  by  an  amount  equal  to 
the  amount  of  any  monthly  periodic  benefit  payable  to  such  wife  (oi 
divorced  wife)  for  such  month  which  is  based  upon  her  earnings  while 
in  the  service  of  the  Federal  Government  or  any  State  (or  political 
subdivision  thereof,  as  defined  in  section  218(b)(2))  if,  on  the  last 
day  she  was  employed  by  such  entity,  such  service  did  not  constitute 
'employment' as  defined  in  section  210. 

"(B)  For  purposes  of  this  paragraph,  any  periodic  benefit  which; 
otherwise  meets  the  requirements  of  subparagraph  (A),  but  which 
is  paid  on  other  than  a  monthly  basis,  shall  be  allocated  on  a  basis 
equivalent  to  a  monthly  benefit  (as  determined  by  the  Secretary)  and 
such  equivalent  monthly  benefit  shall  constitute  a  monthly  periodic 
benefit  for  purposes  of  subparagraph  (A) .  For  purposes  of  this  sub- 
paragraph, the  term  'periodic  benefit'  includes  a  benefit  payable  in  a 
lump  sum  if  it  is  a  commutation  of,  or  a  substitute  for,  periodic  pay- 
ments.". 

(b)  (1)  Section  202  (c)  (1)  of  such  Act  is  amended — 
(A)  by  striking  out  subparagraph  (C) ; 
^B)  by  adding  "and"  at  the  end  of  subparagraph  (B) ;  and 
(C)  by  redesignating  subparagraph  (D)  as  subparagraph  (C).j 
(2)  Section  202(c)  (2)  of  such  Act  is  amended  to  read  as  follows  :| 
"(2)  (A)  The  amount  of  a  husband's  insurance  benefit  for  each, 
month  as  determined  after  application  of  the  provisions  of  subsec-. 
tions  (q)  and  (k)  shall  be  reduced  (but  not  below  zero)  by  an  amount! 
equal  to  the  amount  of  any  monthly  periodic  benefit  payable  to  such 
husband  for  such  month  which  is  based  upon  his  earnings  while  in! 
the  service  of  the  Federal  Government  or  any  State  (or  political  sub-! 
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livision  thereof,  as  defined  in  section  218(b)  (2))  if,  on  the  last  day 
le  was  employed  by  such  entity,  such  service  did  not  constitute 
employment'  as  defined  in  section  210. 

"(B)  For  purposes  of  this  paragraph,  any  periodic  benefit  which 
itherwise  meets  the  requirements  of  subparagraph  (A),  but  which 
s  paid  on  other  than  a  monthly  basis,  shall  be  allocated  on  a  basis 
iquivalent  to  a  monthly  benefit  (as  determined  by  the  Secretary)  and 
uch  equivalent  montKly  benefit  shall  constitute  a  monthly  periodic 
)enefit  for  purposes  of  subparagraph  (A).  For  purposes  of  this  sub- 
)aragraph,  the  term  'periodic  benefit'  includes  a  benefit  payable  in  a 
ump  sum  if  it  is  a  commutation  of,  or  a  substitute  for,  periodic 
)ayments.". 

(3)  Section  202(c)  (3)  of  such  Act  is  amended  by  inserting  after 
'subsection  (q)"  the  following:  "and  paragraph  (2)  of  this  subsec- 
ion". 

(c)  (1)  Section  202(e)  (2)  (A)  of  such  Act  (as  amended  by  section 
104(a)  of  this  Act)  is  amended  by  striking  out  "paragraph  (4)"  in  the 
irst  sentence  and  inserting  in  lieu  thereof  "paragraphs  (4)  and  (8)". 

(2)  Section  202(e)  of  such  Act  is  further  amended  by  adding  at  the 
nd  thereof  the  following  new  paragraph : 

"(8)  (A)  The  amount  of  a  widow's  insurance  benefit  for  each  month 
s  determined  (after  application  of  the  provisions  of  subsections  (q) 
nd  (k),  paragraph  (2)(B),  and  paragraph  (4))  shall  be  reduced 
but  not  below  zero)  by  an  amount  equal  to  the  amount  of  any  monthly 
•eriodic  benefit  payable  to  such  widow  (or  surviving  divorced  wife) 
or  such  month  which  is  based  upon  her  earnings  while  in  the  service 
f  the  Federal  Government  or  any  State  (or  any  political  subdivision 
hereof,  as  defined  in  section  218(b)  (2))  if,  on  the  last  day  she  was 
mployed  by  such  entity,  such  service  did  not  constitute  ^employment' 
s  defined  in  section  210. 

"(B)  For  purposes  of  this  paragraph,  any  periodic  benefit  which 
therwise  meets  the  requirements  of  subparagraph  (A),  but  which  is 
aid  on  other  than  a  monthly  basis,  shall  be  allocated  on  a  basis  equiva- 
mt  to  a  monthly  benefit  (as  determined  by  the  Secretary)  and  such 
:^uivalent  monthly  benefit  shall  constitute  a  monthly  periodic  benefit 
ar  purposes  of  subparagraph  ( A) .  For  purposes  of  this  subparagraph, 
le  term  'periodic  benefit'  includes  a  benefit  payable  in  a  lump  sum 
Pit  is  a  commutation  of,  or  a  substitute  for,  periodic  payments.". 

(d)  (1)  Section  202(f)  (1)  of  such  Act  is  amended— 

(A)  by  striking  out  subparagraph  (D) ;  and 

(B)  by  redesignating  subparagraphs  (E),  (F),  and  (G)  as 
subparagraphs  (D),  (E),and  (F), respectively. 

(2)  Section  202(f)  (2)  of  such  Act  is  amended  to  read  as  follows: 
"(2)  (A)  The  amount  of  a  widower's  insurance  benefit  for  each 
lonth  (as  determined  after  application  of  the  provisions  of  subsec- 
ons  (k)  and  (q),  paragraph  (3)(B),  and  paragraph  (5))  shall  be 
iduced  (but  not  below  zero)  by  an  amount  equal  to  the  amount  of 
ay  monthly  periodic  benefit  payable  to  such  widower  for  such  month 
hich  is  based  upon  his  earnings  while  in  the  service  of  the  Federal 
overnment  or  any  State  (or  any  political  subdivision  thereof,  as 
3fined  in  section  218(b)  (2) )  if,  on  the  last  day  he  was  employed  by 
ich  entity,  such  service  did  not  constitute  'employment'  as  defined  in 
iction  210. 

"(B)  For  purposes  of  this  paragraph,  any  periodic  benefit  which 
iherwise  meets  the  requirements  of  subparagraph  (A),  but  which  is 
aid  on  other  than  a  monthly  basis,  shall  be  allocated  on  a  basis  equiv- 
lent  to  a  monthly  benefit  (as  determined  by  the  Secretary)  and  such 


42  use  418. 


Post,  p.  1549. 


"Periodic 
benefit." 


42  use  402. 
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Post,  p.  1549. 


"Periodic 
benefit." 

Effective  date. 
42  use  402  note. 
42  use  401. 


Effective  date. 
42  use  402  note. 


equivalent  monthly  benefit  shall  constitute  a  monthly  periodic  benefit 
for  purposes  of  subparagraph  (A).  For  purposes  of  this  subpara- 
graph, the  term  'periodic  benefit'  includes  a  benefit  payable  in  a  lump 
sum  if  it  is  a  commutation  of,  or  a  substitute  for,  periodic  payments.". 

(3)  Section  202(f)  (3)  (A)  of  such  Act  (as  amended  by  section  204 
(c)  of  this  Act)  is  amended  by  striking  out  "paragraph  (5)"  in  the 
first  sentence  and  inserting  in  lieu  thereof  "paragraphs  (2)  and  (5)". 

(4)  (A)  Section  202(f)  (7)  of  such  Act  is  amended  by  striking  out 
"paragraph  (1)(G)"  and  inserting  in  lieu  thereof  "paragraph  (1) 
(F)". 

(B)  Section  226(h)  (1)  (B)  of  such  Act  is  amended  by  striking  out 
"subparagraph  (G)  of  section  202(f)  (1) "  and  inserting  in  lieu  thereof 
"subparagraph  (F)  of  section  202(f)  (1)  ". 

(5)  Section  202  (p)  (1)  of  such  Act  is  amended  by  striking  out  "sub- 
paragraph (C)  cf  subsection  (c)(1),  clause  (i)  or  (ii)  of  subpara- 
graph (D)  of  subsection  (f)  (l),or". 

(6)  Section  202 (s)  (3)  of  such  Act  is  amended  by  striking  out 
"Subsections"  and  all  that  follows  down  through  "so  much"  and 
inserting  in  lieu  thereof  "So  much". 

(e)  (1)  Section  202(g)  (2)  of  such  Act  is  amended  by  striking  out 
"Such"  and  inserting  in  lieu  thereof  "Except  as  provided  in  paragraph 
(4)  of  this  subsection,  such". 

(2)  Section  202(g)  of  such  Act  is  further  amended  by  adding  at 
the  end  thereof  the  following  ne^^;  paragraph : 

"(4)  (A)  The  amount  of  a  mother's  insurance  benefit  for  each 
month  to  which  any  individual  is  entitled  under  this  subsection  (as 
determined  after  application  of  subsection  (k) )  shall  be  reduced  (but 
not  below  zero)  by  an  amount  equal  to  the  amount  of  any  monthh 
periodic  benefit  payable  to  such  individual  for  such  month  which  is 
based  upon  such  individual's  earnings  while  in  the  service  of  the  Fed- 
eral Government  or  any  State  (or  political  subdivision  thereof,  as 
defined  in  section  218(b)  (2) )  if,  on  the  last  day  such  individual  waj 
employed  by  such  entity,  such  service  did  not  constitute  'employment 
as  defined  in  section  210. 

"(B)  For  purposes  of  this  paragraph,  any  periodic  benefit  whict 
otherwise  meets  the  requirements  of  subparas^raph  (A),  but  which  u 
paid  on  other  than  a  monthly  basis,  shall  be  allocated  on  a  basis  equiv- 
alent to  a  monthly  benefit  (f\s  determined  by  the  Secretary)  and  such 
equivalent  monthly  benefit  shall  constitute  a  monthly  periodic  benefit 
for  purposes  of  subparagraph  (A).  For  purposes  of  this  subpara- 
graph, the  term  'periodic  benefit'  includes  a  benefit  pavable  in  a  \\\mi 
sum  if  it  is  a  commutation  of,  or  a  substitute  for,  periodic  payments." 

(f )  The  amendments  made  by  this  section  shall  applv  with  respect  t< 
monthly  insurance  benefits  payable  under  title  IT  of  the  Social  Secu 
rity  Act  for  months  be<rinning  with  the  month  in  which  this  Act  i; 
enacted,  on  the  basis  of  applications  filed  in  or  after  the  month  ii 
which  this  A  ct  is  enacted. 

(g)  (1)  The  amendments  made  by  the  preceding  provisions  of  thii 
section  shall  not  apply  with  respect  to  any  monthly  insurance  benefit 
payable,  under  subsection  (b),  (c),  (e),  (f),  or  (g)  (as  the  case  ma^ 
be)  of  section  202  of  the  Social  Security  Act,  to  an  individual — 

(A)  to  whom  there  is  payable  for  any  month  within  th( 
60-month  period  beginning  with  the  month  in  which  this  Act  i^ 
enacted  (or  who  is  eligible  in  any  such  month  for)  a  monthly  peri 
odic  benefit  (within  the  meaning  of  such  provisions)  based  upor 
such  individual's  earnings  while  in  the  service  of  the  Federa 
Government  or  any  State  (or  political  subdivision  thereof,  a; 
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defined  in  section  218(b)  (2)  of  the  Social  Security  Act) ;  and  42  USC  418. 
(B)  who  at  time  of  application  for  or  initial  entitlement  to 
I      such  monthly  insurance  benefit  under  such  subsection  (b),  (c), 
(e),  (f),  or  (^)  meets  the  requirements  of  that  subsection  as  it 
was  in  effect  and  bein^  administered  in  January  1977. 

(2)  For  purposes  of  paragraph  (1)(A),  an  individual  is  eligible  Eligibility. 
For  a  monthly  periodic  benefit  for  any  month  if  such  benefit  would  be 
payable  to  siich  individual  for  that  nionth  if  such  individual  were  not 
imployed  during  that  month  and  had  made  proper  application  for 

juch  benefit. 

(3)  If  any  provision  of  this  subsection,  or  the  application  thereof  Separability. 
:  ;o  any  person  or  circumstance,  is  held  invalid,  the  remainder  of  this 

section  shall  not  be  affected  thereby,  but  the  application  of  this  sub- 
jection to  any  other  persons  or  circumstances  shall  also  be  considered 
nvalid. 


Ante,  p.  1530. 


Ante,  pp.  1527, 
1544. 


SUBSTANTIAL  GAINFUL  ACTIVITY  IN  CASE  OF  BUND  INDIVIDUALS 

^Sec.  335.  Section  223(d)  (4)  of  the  Social  Security  Act  is  amended  42  USC  423. 
)y  inserting  after  the  first  sentence  the  following  new  sentence :  "No 
I  ndividual  who  is  blind  shall  be  regarded  as  having  demonstrated  an 
ibility  to  engage  in  substantial  gainful  activity  on  the  basis  of  earn- 
ngs  that  do  not  exceed  the  exempt  amount  under  section  203(f)  (8) 
vhich  is  applicable  to  individuals  described  in  subparagraph  (D) 
hereof.", 

'  REMARRIAGE  OF  WIDOW^S  AND  WIDOWERS 

■  Sec.  336.  (a)  (1)  Section  202(e)  (2)  (A)  of  the  Social  Security  Act 
(as  amended  by  sections  204(a)  and  334(c)  (1)  of  this  Act)  is  amended 
)y  striking  out  "paragraphs  (4)  and  (8) "  and  inserting  in  lieu  thereof 
'paragraph  (8)". 

(2)  Section  202(e)  (3)  of  such  Act  is  amended  by  striking  out  "In 
;he  case  of  a  widow  or  surviving  divorced  wife  who  marries"  in  the 
natter  preceding  subparagraph  (A)  and  inserting  in  lieu  thereof  "If 
I  widow,  before  attaining  age  60,  or  a  surviving  divorced  wife,  mar- 
I  :ies". 

!    (3)  Section  202(e)  (4)  of  such  Act  is  amended  to  read  as  follows:  42  USC  402. 

"(4)  If  a  widow,  after  attaining  age  60,  marries,  such  marriage 
I  jhall,  for  purposes  of  paragraph  (1) ,  be  deemed  not  to  have  occurred.". 

(b)  (1)  Section  202(f)  (3)  (A)  of  such  Act  (as  amended  by  sections 
J04(c)  and  334(d)  (3)  of  this  Act)  is  further  amended  by  striking  out 
'paragraphs  (2)  and  (5)"  and  inserting  in  lieu  thereof  "paragraph 
(2) ". 

(2)  Section  202(f)  (4)  of  such  Act  is  amended  by  striking  out  "In 
^he  case  of  a  widower  who  remarries"  in  the  matter  preceding  sub- 
paragraph (A)  and  inserting  in  lieu  thereof  "If  a  widower,  before 
I  ittaining  age  60,  remarries". 

(3)  Section  202(f)  (5)  of  such  Act  is  amended  to  read  as  follows: 
"(5)  If  a  widower,  after  attaining  age  60,  marries,  such  marriage 

j  hall,  for  purposes  of  paragraph  (1) ,  be  deemed  not  to  have  occurred."   Effective  date. 

I    (c)  (1)  The  amendments  made  by  this  section  shall  apply  only  with  42  USC  402  note, 
espect  to  monthly  benefits  payable  under  title  II  of  the  Social  Secu- 
•ity  Act  for  months  after  December  1978,  and,  in  the  case  of  individ- 
lals  who  are  not  entitle4  to  benefits  of  the  type  involved  for  December 
1978,  only  on  the  basis  of  applications  filed  on  or  after  January  1, 

1979. 
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(2)  In  the  case  of  an  individual  who  was  entitled  for  the  month  of 
December  1978  to  monthly  insurance  benefits  under  subsection  (e)  or 
(f )  of  section  202  of  the  Social  Security  Act  to  which  the  provisions  of 
subsection  (e)  (4)  or  (f )  (5)  applied,  the  Secretary  shall,  if  such 
benefits  would  be  increased  by  the  amendments  made  by  this  section, 
redetermine  the  amount  of  such  benefits  for  months  after  Decem- 
ber 1978  as  if  such  amendments  had  been  in  effect  for  the  first  month 
for  which  the  provisions  of  section  202(e)  (4)  or  202(f)  (5)  became 
applicable. 

(d)  Where^ 

(1)  two  or  more  persons  are  entitled  to  monthly  benefits  under 
section  202  of  the  Social  Security  Act  for  December  1978  on  the 
basis  of  the  wages  and  self-employment  income  of  a  deceased 
individual,  and  one  or  more  of  such  persons  is  so  entitled  under 
subsection  (e)  or  (f )  of  such  section  202,  and 

(2)  one  or  more  of  such  persons  is  entitled  on  the  basis  of  such 
wages  and  self -employment  income  to  monthly  benefits  under 
subsection  (e)  or  (f)  of  such  section  202  (as  amended  by  this 
section)  for  January  1979,  and 

(3)  the  total  of  benefits  to  which  all  persons  are  entitled  under 
section  202  of  such  Act  on  the  basis  of  such  wages  and  self-employ- 
ment income  for  January  1979  is  reduced  by  reason  of  section 
203(a)  of  such  Act  as  amended  by  this  Act  (or  would,  but 
for  the  first  sentence  of  section  203(a)  (4),  be  so  reduced), 

then  the  amount  of  the  benefit  to  which  each  such  person  referred  to  in 
paragraph  (1)  is  entitled  for  months  after  December  1978  shall  in  no 
case  be  less  after  the  application  of  this  section  and  such  section 
203(a)  than  the  amount  it  would  have  been  without  the  application 
of  this  section. 

DURATION-OF-MARRIAGE  REQUIREMENT 

Sec.  337.  (a)  Section  216(d)  of  the  Social  Security  Act  is  amended 
by  striking  out  "20  years"  in  paragraphs  (1)  and  (2)  and  inserting 
in  lieu  thereof  in  each  instance  "10  years". 

(b)  Section  202(b)  (1)  (G)  of  such  Act  is  amended  by  striking  out 
"20  years"  and  inserting  in  lieu  thereof  "lOyears". 

(c)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  monthly  benefits  payable  under  title  II  of  the  Social  Security  Act 
for  months  after  December  1978,  and,  in  the  case  of  individuals  who 
are  not  entitled  to  benefits  of  the  type  involved  for  December  1978, 
only  on  the  basis  of  applications  filed  on  or  after  January  1,  1979. 

Part  D — Study  With  Respect  to  Gender-Based  Distinctions 

STUDY  OF  proposals  TO  ELIMINATE  DEPENDENCY  AND  SEX  DISCRIMINATION 
UNDER  THE  SOCIAL  SECURITY  PROGRAM 

Sec.  341.  (a)  The  Secretary  of  Health,  Education,  and  Welfare, 
in  consultation  with  the  Task  Force  on  Sex  Discrimination  in  the 
Department  of  Justice,  shall  make  a  detailed  study,  within  the  Depart- 
ment of  Health,  Education,  and  Welfare  and  the  Social  Security 
Administration,  of  proposals  to  eliminate  dependency  as  a  factor  in 
the  determination  of  entitlement  to  spouse's  benefits  under  the  pro- 
gram established  under  title  II  of  the  Social  Security  Act,  and  of 
proposals  to  bring  about  equal  treatment  for  men  and  women  in  any 
and  all  respects  under  such  program,  taking  into  account  the  practi- 
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cal  effects  (particularly  the  effect  upon  women's  entitlement  to  such 
benefits)  of  factors  such  as — 

(1)  changes  in  the  nature  and  extent  of  women's  participation 
in  the  labor  force, 

(2)  the  increasing  divorce  rate,  and 

(3)  the  economic  value  of  women's  work  in  the  home. 
The  study  shall  include  appropriate  cost  analyses. 

(b)  The  Secretary  shall  submit  to  the  Congress  within  six  months  Report  to 
after  the  date  of  the  enactment  of  this  Act  a  mil  and  complete  report  Congress, 
on  the  study  carried  out  under  subsection  (a) . 

Pakt  E— Combined  Social  Security  and  Income  Tax 
Annual  Reporting 

Subpart  1— Amendments  to  Title  II  of  the  Social  Security  Act 

ANNUAL  crediting  OP  QUARTERS  OF  COVERAGE 

Sec.  351.  (a)  (1)  Sections  209(g)  (3),  209(j),  210(a)  (17)  (A),  and  42  USC  m 
210(f)  (4)  (B)  of  the  Social  Security  Act  are  each  amended  by  strik-  410. 
ing  out  "quarter"  wherever  it  appears  and  inserting  in  lieu  thereof 
"year". 

(2)  Sections  209(g)(3)  and  209(j)  of  such  Act  are  each  further 
amended  by  striking  out  "$50"  and  inserting  in  lieu  thereof  "$100". 

(3)  (A)  Section  209  of  such  Act  is  amended  by  striking  out  "or"  at 
the  end  of  subsection  (n),  by  striking  out  the  period  at  the  end  of 
subsection  (o)  and  inserting  in  lieu  thereof  ";  or",  and  by  inserting 
after  subsection  (o)  the  following  new  subsection : 

"(p)  Remuneration  paid  by  an  organization  exempt  from  income 
tax  under  section  501  of  the  Internal  Revenue  Code  of  1954  in  any  26  USC  501. 
calendar  year  to  an  employee  for  service  rendered  in  the  employ  of 
such  organization,  if  the  remuneration  paid  in  such  year  by  the  orga- 
nization to  the  employee  for  such  service  is  less  than  $100.". 

(B)  Section  210(a)  (10)  of  such  Act  is  amended  by  striking  out 
*/(10)(A)"  and  all  that  follows  down  through  "(B)  Service"  and 
inserting  in  lieu  thereof  "(10)  Service",  and  by  redesignating  clauses 
(i)  and  (ii)  as  subparagraphs  (A)  and  (B),  respectively. 

(b)  Section  212  of  such  Act  is  amended  to  read  as  follows:  42  USC  412. 


"Sec.  212.  (a)  For  the  purposes  of  determining  average  monthly 
wa^e  and  quarters  of  coverage  the  amount  of  self -employment  income 
derived  during  any  taxable  year  which  begins  before  1978  shall — 
"(1)  in  the  case  of  a  taxable  year  which  is  a  calendar  year,  be 
credited  equally  to  each  quarter  of  such  calendar  year;  and 

"(2)  in  the  case  of  any  other  taxable  year,  be  credited  equally 
to  the  calendar  quarter  in  which  such  taxable  year  ends  and  to 
each  of  the  next  three  or  fewer  preceding  quarters  any  part  of 
which  is  in  such  taxable  year. 
"(b)  For  the  purposes  of  determining  average  indexed  monthly 
earnings,  average  monthly  wage,  and  quarters  of  coverage  the  amount 
of  self -employment  income  derived  during  any  taxable  year  which 
begins  after  1977  shall — 

"  (1)  in  the  case  of  a  taxable  year  which  is  a  calendar  year  or 
which  begins  with  or  during  a  calendar  year  and  ends  with  or 
during  such  year,  be  credited  to  such  calendar  year;  and 
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"(2)  in  the  case  of  any  other  taxable  year,  be  allocated  pro- 
portionately to  the  two  calendar  years,  portions  of  which  are 
included  within  such  taxable  year,  on  the  basis  of  the  number  of 
months  in  each  such  calendar  year  which  are  included  completely 
within  the  taxable  year. 
For  purposes  of  clause  (2),  the  calendar  month  in  which  a  taxable 
year  ends  shall  be  treated  as  included  completely  within  that  taxable 
year.". 

"Quarters  of  (c)  Section  213(a)  (2)  of  such  Act  is  amended  to  read  as  follows: 

coverage."  "  (2)  ( A)  The  term  'quarters  of  coverage'  means — 

42  use  413.  u^j^^  ^Qj,  calendar  years  before  1978,  and  subject  to  the  provi- 

sions of  subparagraph  (B),  a  quarter  in  which  an  individual  has 
been  paid  $50  or  more  in  wages  (except  wages  for  agricultural 
labor  paid  after  1954)  or  for  which  he  has  been  credited  (as 
Ante,  p.  1549.  determined  under  section  212)   with  $100  or  more  of  self- 

employment  income ;  and 

"(ii)  for  calendar  years  after  1977,  and  subject  to  the  provi- 
sions of  subparagraph  (B),  each  portion  of  the  total  of  the 
wages  paid  and  the  self -employment  income  credited  (pursuant 
to  section  212)  to  an  individual  in  a  calendar  year  which  equals 
$250,  with  such  quarter  of  coverage  being  assigned  to  a  specific 
calendar  quarter  in  such  calendar  year  only  if  necessary  in  the 
case  of  any  individual  who  has  attained  age  62  or  died  or  is  under 
a  disability  and  the  requirements  for  insured  status  in  subsection 
42  use  414.  (a)  or  (b)  of  section  214,  the  requirements  for  entitlement  to  a 

computation  or  recomputation  of  his  primary  insurance  amount, 
42  use  416.  or  the  requirements  of  paragraph  (3)  of  section  216 (i)  would 

not  otherwise  be  met. 
"(B)  Notwithstanding  the  provisions  of  subparagraph  (A) — 
"(i)  no  quarter  after  the  quarter  in  which  an  individual  dies 
shall  be  a  quarter  of  coverage,  and  no  quarter  any  part  of  which 
is  included  in  a  period  of  disability  (other  than  the  initial  quarter 
and  the  last  quarter  of  such  period)  shall  be  a  quarter  of  coverage; 

"(ii)  if  the  wages  paid  to  an  individual  in  any  calendar  year 
equal  to  $3,000  in  the  case  of  a  calendar  year  before  1951,  or 
$3,600  in  the  case  of  a  calendar  year  after  1950  and  before  1955,  or 
$4,200  in  the  case  of  a  calendar  year  after  1954  and  before  1959, 
or  $4,800  in  the  case  of  a  calendar  year  after  1958  and  before  1966, 
or  $6,600  in  the  case  of  a  calendar  year  after  1965  and  before  1968, 
or  $7,800  in  the  case  of  a  calendar  year  after  1967  and  before  1972, 
or  $9,000  in  the  case  of  the  calendar  year  1972,  or  $10,800  in  the 
case  of  the  calendar  year  1973,  or  $13,200  in  the  case  of  the 
calendar  year  1974,  or  an  amount  equal  to  the  contribution  and 
Ante,  p.  1513;  benefit  base  (as  determined  under  section  230)  in  the  case  of  any 

Post,  p.  1554.  calendar  year  after  1974  and  before  1978  with  respect  to  which 

such  contribution  and  benefit  base  is  effective,  each  quarter  of 
such  year  shall  (subject  to  clauses  (i)  and  (v) )  be  a  quarter  of 
coverage ; 

"  (iii)  if  an  individual  has  self -employment  income  for  a  taxable 
yearj  and  if  the  sum  of  such  income  and  the  wages  paid  to  him 
during  such  year  equals  $3,600  in  the  case  of  a  taxable  year  begin- 
ning after  1950  and  ending  before  1955,  or  $4,200  in  the  case  of  a 
taxable  year  ending  after  1954  and  before  1959,  or  $4,800  in  the 
case  of  a  taxable  year  ending  after  1958  and  before  1966,  or  $6,600 
in  the  case  of  a  taxable  year  ending  after  1965  and  before  1968,  or 
$7,800  in  the  case  of  a  taxable  year  ending  after  1967  and  before 
1972,  or  $9,000  in  the  case  of  a  taxable  year  beginning  after  1971 
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and  before  1973,  or  $10,800  in  the  case  of  a  taxable  year  beginning 
after  1972  and  before  1974,  or  $13,200  in  the  case  of  a  taxable  year 
beginning  after  1973  and  before  1975,  or  an  amount  equal  to  the 
contribution  and  benefit  base  (as  determined  under  section  230)  Ante,  p.  1513; 
which  is  effective  for  the  calendar  year  in  the  case  of  any  taxable  p.  1554. 
year  beginning  in  any  calendar  year  after  1974  and  before  1978, 
each  quarter  any  part  of  which  falls  in  such  year  shall  (subject  to 
clauses  (i)  and  (v))  be  a  quarter  of  coverage ; 

"(iv)  if  an  individual  is  paid  wages  for  agricultural  labor  in  a 
calendar  year  after  1954  and  before  1978,  then,  subject  to  clauses 
(i)  and  (v),  (I)  the  last  quarter  of  such  year  which  can  be  but  is 
not  otherwise  a  quarter  of  coverage  shall  be  a  quarter  of  coverage 
if  such  wages  equal  or  exceed  $100  but  are  less  than  $200 ;  (II)  the 
last  two  quarters  of  such  year  which  can  be  but  are  not  otherwise 
quarters  of  coverage  shall  be  quarters  of  coverage  if  such  wages 
equal  or  exceed  $200  but  are  less  than  $300;  (III)  the  last  three 
quarters  of  such  year  which  can  be  but  are  not  otherwise  quarters 
of  coverage  shall  be  quarters  of  coverage  if  such  wages  equal  or 
exceed  $300  but  are  less  than  $400 ;  and  (IV)  each  quarter  of  such 
year  which  is  not  otherwise  a  quarter  of  coverage  shall  be  a  quarter 
of  coverage  if  such  wages  are  $400  or  more ; 

"(v)  no  quarter  sliall  be  counted  as  a  quarter  of  coverage  prior 
to  the  beginning  of  such  quarter ; 

"  (vi)  not  more  than  one  quarter  of  coverage  may  be  credited  to 
a  calendar  quarter;  and 

"(vii)  no  more  than  four  quarters  of  coverage  may  be  credited 
to  any  calendar  year  after  1977. 
If  in  the  case  of  an  individual  who  has  attained  age  62  or  died  or  is 
under  a  disability  and  who  has  been  paid  wages  for  agricultural  labor 
in  a  calendar  year  after  1954  and  before  1978,  the  requirements  for 
insured  status  in  subsection  (a)  or  (b)  of  section  214,  the  requirements  42  USC  414. 
for  entitlement  to  a  computation  or  recomputation  of  his  primary 
insurance  amount,  or  the  requirements  of  paragraph  (3)  of  section 
216 (i)  are  not  met  after  assignment  of  quarters  of  coverage  to  quar- 
ters in  such  year  as  provided  in  clause  (iv)  of  the  preceding  sentence, 
but  would  be  met  if  such  quarters  of  coverage  were  assigned  to  differ- 
ent quarters  in  such  year,  then  such  quarters  of  coverage  shall  instead 
be  assigned,  for  purposes  only  of  determining  compliance  with  such 
requirements,  to  such  different  quarters.  If,  in  the  case  of  an  individual 
who  did  not  die  prior  to  January  1,  1955,  and  who  attained  age  62 
(if  a  woman)  or  age  65  (if  a  man)  or  died  before  July  1,  1957,  the 
requirements  for  insured  status  in  section  214(a)(3)  are  not  met 
because  of  his  having  too  few  quarters  of  coverage  but  would  be  met 
if  his  quarters  of  coverage  in  the  first  calendar  year  in  which  he  had 
any  covered  employment  had  been  determined  on  the  basis  of  the 
period  during  which  wages  were  earned  rather  than  on  the  basis  of 
the  period  during  which  wages  were  paid  (any  such  wages  paid  that 
are  reallocated  on  an  earned  basis  shall  not  be  used  in  determining 
quarters  of  coverage  for  subsequent  calendar  years),  then  upon  appli- 
cation filed  by  the  individual  or  his  survivors  and  satisfactory  proof 
of  his  record  of  wages  earned  being  furnished  by  such  individual 
or  his  survivors,  the  quarters  of  coverage  in  such  calendar  year  may 
be  determined  on  the  basis  of  the  periods  during  which  wages  were 
earned.". 

(d)  The  amendments  made  by  subsection  (a)  shall  apply  with   Effective  dates, 
respect  to  remuneration  paid  and  services  rendered  after  December  31,   42  USC  409  note. 
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1977.  The  amendments  made  by  subsections  (b)  and  (c)  shall  be 
effective  January  1,  1978. 

ADJUSTMENT  IN  AMOUNT  REQUIRED  FOR  A  QUARTER  OF  COVERAGE 

Ante,  p.  1549.         Sec.  352.  (a)  Section  213(a)  (2)  (A)  (ii)  of  the  Social  Security  Act, ' 
as  amended  by  section  351(c)  of  this  Act,  is  amended  by  striking  out 
"$250"  and  inserting  in  lieu  thereof  "the  amount  required  for  a  quar- 
ter of  coverage  in  that  calendar  year  (as  determined  under  subsection 

(d))"      .  .  .         ,  ■ 

(b)  Section  213  of  such  Act  is  further  amended  by  adding  at  the  i 

end  thei-eof  the  following  new  subsection : 

"Amount  Required  for  a  Quarter  of  Coverage 

"(d)  (1)  The  amount  of  wages  and  self -employment  income  which 
an  individual  must  have  in  order  to  be  credited  with  a  quarter  of 
coverage  in  any  year  under  subsection  (a)  (2)  (A)  (ii)  shall  be 
$250  in  the  calendar  year  1978  and  the  amount  determined  under 
paragraph  (2)  of  this  subsection  for  years  after  1978. 

"(2)  The  Secretary  shall,  on  or  before  November  1  of  1978  and  of 
every  year  thereafter,  determine  and  publish  in  the  Federal  Register 
the  amount  of  wages  and  self -employment  income  which  an  individual 
must  have  in  order  to  be  credited  with  a  quarter  of  coverage  in  the 
succeeding  calendar  year.  The  amount  required  for  a  quarter  of  cov- 
erage shall  be  the  larger  of — 

"(A)  the  amount  in  effect  in  the  calendar  year  in  which  the 
determination  under  this  subsection  is  made,  or 

"(B)  the  product  of  the  amount  prescribed  in  paragraph  (1) 
which  is  required  for  a  quarter  of  coverage  in  1978  and  the  ratio 
of  the  average  of  the  total  wages  (as  defined  in  regulations  of  the 
Secretary  and  computed  without  regard  to  the  limitations  speci- 
fied in  section  209(a) )  reported  to  the  Secretary  of  the  Treasury 
or  his  delegate  for  the  calendar  year  before  the  year  in  which  the 
determination  under  this  paragraph  is  made  to  the  average  of  the 
total  wages  (as  so  defined  and  computed)  reported  to  the  Secre- 
tary of  the  Treasury  or  his  delegate  for  1976  (as  published  in  the 
Federal  Register  in  accordance  with  section  215(a)  (1)  (D)), 
with  such  product,  if  not  a  multiple  of  $10,  being  rounded  to  the  next 
higher  multiple  of  $10  where  such  amount  is  a  multiple  of  $5  but  not 
of  $10  and  to  the  nearest  multiple  of  $10  in  any  other  case.". 

(c)  The  amendments  made  by  this  section  shall  be  effective  Janu- 
ary 1,  1978. 

TECHNICAL  AND  CONFORMING  AMENDMENTS 

Sec.  353.  (a)(1)  Section  203(f)  (8)  (B)  (i)  of  the  Social  Security 
42  use  403.       Act  is  amended  by  striking  out  "was"  wherever  it  appears  and  insert- 
ing in  lieu  thereof  "is". 

(2)  Section  203(f)  (8)  (B)  (ii)  of  such  Act  is  amended  to  read  as 
follows : 

"(ii)  the  product  of  the  exempt  amount  described  in  clause 
(i)  and  the  ratio  of  (I)  the  average  of  the  total  wages  (as  defined 
in  regulations  of  the  Secretary  and  computed  without  regard 
to  the  limitations  specified  in  section  209(a) )  reported  to  the  Sec- 
retary of  the  Treasury  or  his  delegate  for  the  calendar  year  before 
the  calendar  year  in  which  the  determination  under  subparagraph 
(A)  is  made  to  (II)  the  average  of  the  total  wages  (as  so  defined 
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and  computed)  reported  to  the  Secretary  of  the  Treasury  or  his 
delegate  for  the  calendar  year  before  the  most  recent  calendar 
year  in  which  an  increase  in  the  exempt  amount  was  enacted  or  a 
determination  resulting  in  such  an  increase  was  made  under  sub- 
paragraph (A),  with  such  product,  if  not  a  multiple  of  $10,  being 
rounded  to  the  next  higher  multiple  of  $10  where  such  product  is 
a  multiple  of  $5  but  not  of  $10  and  to  the  nearest  multiple  of  $10 
in  any  other  case.". 

(b)  (1)  The  first  sentence  of  section  218(c)(8)  of  such  Act  is  42  USC  418. 
imended  by  striking  out  "quarter"  wherever  it  appears  and  inserting  in 

ieu  thereof  "year",  and  by  striking  out  "$50"  and  inserting  in  lieu 
hereof  "$100". 

(2)  Section  218(g)(1)  of  such  Act  is  amended  by  striking  out 
quarter"  and  inserting  in  lieu  thereof  "year". 

(3)  Section  218 (q)  (4)  (B)  of  such  Act  is  amended  by  striking  out 
■any  calendar  quarters"  and  inserting  in  lieu  thereof  "a  calendar  year" 
md  by  striking  out  "such  calendar  quarters"  and  inserting  in  lieu 
hereof  "such  calendar  year". 

(4)  Section  218 (q)  (6;  (B)  of  such  Act  is  amended  by  striking  out 
'calendar  quarters  designated  by  the  State  in  such  wage  reports  as 
he"  and  inserting  in  lieu  thereof  "period  or  periods  designated  by  the 
5tate  in  such  wage  reports  as  the  period  or". 

( 5 )  Section  218  ( r )  ( 1 )  of  such  Act  is  amended — 

(A)  by  striking  out  "quarter"  in  the  matter  before  clause  (A) 
and  inserting  in  lieu  thereof  "year", 

(B)  by  striking  out  "in  which  occurred  the  calendar  quarter" 
in  clause  (A),  and 

(C)  by  striking  out  "quarter"  in  clause  (B)  and  inserting  in 
lieu  thereof  "year". 

(c)  (1)  Effective  with  respect  to  estimates  for  calendar  years  begin- 

ling  after  December  31,  1977,  section  224(a)  of  such  Act  is  amended  ^nte,  p.  1529. 

)y  striking  out  the  last  sentence. 
(2)  Section  224(f)  (2)  of  such  Act  is  amended  to  read  as  follows: 
"(2)  In  maldng  the  redetermination  required  by  paragraph  (1), 

he  individual's  average  current  earnings  (as  defined  in  subsection 

a) )  shall  be  deemed  to  be  the  product  of — 

"(A)  his  average  current  earnings  as  initially  determined 
under  subsection  (a) ; 

"(B)  the  ratio  of  (i)  the  average  of  the  total  wages  (as  defined 
in  regulations  of  the  Secretary  and  computed  without  regard  to 
the  limitations  specified  in  section  209  (a) )  reported  to  the  Secre-  42  USC  409. 
tary  of  the  Treasury  or  his  delegate  for  the  calendar  year  before 
the  year  in  which  such  redetermination  is  made  to  (ii)  the  average 
of  the  total  wages  ( as  so  defined  and  computed)  reported  to  the 
Secretary  of  the  Treasury  or  his  delegate  for  calendar  year  1977 
or,  if  later,  the  calendar  year  before  the  year  in  which  the  reduc- 
tion was  first  computed  (but  not  counting  any  reduction  made  in 
benefits  for  a  previous  period  of  disability) ;  and 

"(C)  in  any  case  in  which  the  reduction  was  first  computed 
before  1978,  the  ratio  of  (i)  the  average  of  the  taxable  wages 
reported  to  the  Secretary  for  the  first  calendar  quarter  of  1977  to 
(ii)  the  average  of  the  taxable  wages  reported  to  the  Secretary 
for  the  first  calendar  quarter  of  the  calendar  year  before  the  year 
in  which  the  reduction  was  first  computed  (but  not  countinsr  any 
reduction  made  in  benefits  for  a  previous  period  of  disability). 
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Any  amount  determined  under  this  paragraph  which  is  not  a  multiple 
of  $1  shall  be  reduced  to  the  next  lower  multiple  of  $1.". 

(d)  Section  229  (a)  of  such  Act  is  amended — 

(1)  by  striking  out  "shall  be  deemed  to  have  been  paid,  in  each 
calendar  quarter  occurring  after  1956  in  which  he"  and  inserting 
in  lieu  thereof    if  he",  and 

(2)  by  striking  out  "wages  (in  addition  to  the  wages  actually 
paid  to  him  for  such  service)  of  $300."  at  the  end  thereof  and 
inserting  in  lieu  thereof  the  following :  "shall  be  deemed  to  have 
been  paid — 

"(1)  in  each  calendar  quarter  occurring  after  1956  and  before 
1978  in  which  he  was  paid  such  wages,  additional  wages  of  $300, 
and 

"(2)  in  each  calendar  year  occurring  after  1977  in  which  he 
was  paid  such  wages,  additional  wages  of  $100  for  each  $300  of 
such  wages,  up  to  a  maximum  of  $1,200  of  additional  wages  for 
any  calendar  year.". 

(e)  (1)  Section  230(b)  of  such  Act  is  amended  by  striking  out  the 
last  sentence. 

(2)  Section  230(b)  (1)  of  such  Act  is  amended  to  read  as  follows: 
"(1)  the  contribution  and  benefit  base  which  is  in  effect  with 

respect  to  remuneration  paid  in  (and  taxable  years  beginning  in) 
the  calendar  year  in  which  the  determination  under  subsection 
(a)  is  made,  and". 

(3)  Section  230(b)  (2)  of  such  Act  is  amended  to  read  as  follows: 
"(2)  the  ratio  of  (A)  the  average  of  the  total  wages  (as 

defined  in  regulations  of  the  Secretary  and  computed  without 
regard  to  the  limitations  specified  in  section  209(a))  reported  to 
the  Secretary  of  the  Treasury  or  his  delegate  for  the  calendar 
year  before  the  calendar  year  in  which  the  determination  under 
subsection  (a)  is  made  to  (B)  the  average  of  the  total  wages  (as 
so  defined  and  computed)  reported  to  the  Secretary  of  the  Treas- 
ury or  his  delegate  for  the  calendar  year  before  the  most  recent 
calendar  year  in  which  an  increase  in  the  contribution  and  benefit 
base  was  enacted  or  a  determination  resulting  in  such  an  increase 
was  made  under  subsection  (a) ,". 

(f )  (1)  Effective  with  respect  to  convictions  after  December  31, 1977, 
section  202 (u)  (1)  (C)  of  such  Act  is  amended  by  striking  out  "quar- 
ter" wherever  it  appears  and  inserting  in  lieu  thereof  "year". 

(2)  (A)  Section  205(c)  (1)  of  such  Act  is  amended  by  striking  out 
"  (as  defined  in  section  211  (e) ) ". 

(B)  Section  205(c)  (1)  of  such  Act  is  further  amended  by  adding 
at  the  end  thereof  the  following  new  subparagraph : 

"(D)  The  term  'period'  when  used  with  respect  to  self-employ- 
ment income  means  a  taxable  year  and  when  used  with  respect 
to  wages  means — 

"(i)  a  quarter  if  wages  were  reported  or  should  have  been 
reported  on  a  quarterly  basis  on  tax  returns  filed  with  the 
Secretary  of  the  Treasury  or  his  delegate  under  section  6011 
of  the  Internal  Revenue  Code  of  1954  or  regulations  there- 
under (or  on  reports  filed  by  a  State  under  section  218(e)  or 
regulations  thereunder) , 

"(ii)  a  year  if  wages  were  reported  or  should  have  been 
reported  on  a  yearly  basis  on  such  tax  returns  or  reports,  or 
"(iii)  the  half  year  beginning  January  1  or  July  1  in  the 
case  of  wages  which  were  reported  or  should  have  been 
reported  for  calendar  year  1937.". 
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(C)  Section  205  (o)  of  such  Act  is  amended  by  inserting  "before  42  USC  405. 
1978"  after  "calendar  year". 

(g)  The  amendments  made  by  subsection  (b)  of  this  section  shall  Effective  dates, 
apply  with  respect  to  remuneration  paid  after  December  31,  1977,  42  USC  418  note, 
except  that  the  amendment  made  by  subsection  (b)  (2)  shall  apply 
with  respect  to  notices  submitted  by  the  States  to  the  Secretary  after 
the  date  of  the  enactment  of  this  Act.  The  amendments  made  by 
subsections  (d)  and  (f )  (2)  shall  be  effective  January  1, 1978.  Except 
as  otherwise  specifically  provided,  the  remaining  amendments  made 
by  this  section  shall  be  effective  January  1, 1979. 

Subpart  2 — ^Amendments  to  the  Internal  Kevenue  Code  of  1954 

DEDUCTION  OF  TAX  FROM  WAGES 

Sec.  355.  (a)  Section  3102(a)  of  the  Internal  Revenue  Code  of  1954 
is  amended  by  striking  out  "or  (C)  or  (10)",  and  by  inserting  after 
"is  less  than  $50;"  the  following:  "and  an  employer  who  in  any  cal- 
endar year  pays  to  an  employee  cash  remuneration  to  which  para- 
graph (7)(C)  or  (10)  of  section  3121(a)  is  applicable  may  deduct 
an  amount  equivalent  to  such  tax  from  any  such  payment  of  remunera- 
tion, even  though  at  the  time  of  payment  the  total  amount  of  such 
remuneration  paid  to  the  employee  by  the  employer  in  the  calendar 
year  is  less  than  $100 ;". 

(b)  (1)  Paragraphs  (1)  and  (2)  of  section  3102(c)  of  such  Code 
are  each  amended  by  striking  out  "quarter"  wherever  it  appears  and 
by  inserting  in  lieu  thereof  "year". 

(2)  Paragraph  (3)  of  section  3102(c)  of  such  Code  is  amended — 

(A)  by  striking  out  "quarter  of  the"  in  subparagraph  (A) ; 
and 

(B)  by  striking  out  "quarter"  wherever  it  appears  in  subpara- 
graphs (B)  and  (C)  and  inserting  in  lieu  thereof  "year". 

(c)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  remuneration  paid  and  to  tips  received  after  December  31,  1977. 

TECHNICAL  AND  CONFORMING  AMENDMENTS 

Sec.  356.  (a)  Sections  3121(a)  (7)  (C)  and  3121(a)  (10)  of  the  In- 
ternal Revenue  Code  of  1954  are  each  amended  by  striking  out  "quar- 
ter" wherever  it  appears  and  inserting  in  lieu  thereof  "year",  and  by 
striking  out  "$50"  and  inserting  in  lieu  thereof  "$100". 

(b)  Section  3121(a)  of  such  Code  is  amended  by  striking  out  "or" 
at  the  end  of  paragraph  (14),  by  striking  out  the  period  at  the  end 
of  paragraph  (15)  and  inserting  in  lieu  thereof  ";  or",  and  by  adding 
after  paragraph  (15)  the  following  new  paragraph : 

"(16)  remuneration  paid  by  an  organization  exempt  from 
income  tax  under  section  501(a)   (other  than  an  organization   26  USC  501. 
described  in  section  401  (a) )  or  under  section  521  in  any  calendar   26  USC  401, 
year  to  an  employee  for  service  rendered  in  the  employ  of  such  ^^1. 
organization,  if  the  remuneration  paid  in  such  year  by  the  orga- 
nization to  the  employee  for  such  service  is  less  than  $100.". 

(c)  Section  3121(b)  (10)  of  such  Code  is  amended  by  striking  out 
*'(10)  (A)"  and  all  that  follows  down  through  "(B)  service"  and 
inserting  in  lieu  thereof  "(10)  service",  and  redesignating  clauses  (i) 
and  (ii)  as  subparagraphs  (A)  and  (B),  respectively. 

(d)  Sections  3121(b)  (17)  (A)  and  3121(g)  (4)  (B)  of  such  Code  are 
each  amended  by  striking  out  "quarter"  and  inserting  in  lieu  thereof 
"year". 
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(e)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  remuneration  paid  and  services  rendered  after  December  31,  1977. 

Subpart  3 — Conforming  Amendment  to  the  Railroad  Retirement  Act 

of  1974 

COMPUTATION  OF  EMPLOYEE  ANNUITIES 

Sec.  358.  (a)  The  last  sentence  of  section  3(f)  (1)  of  the  Railroad 
Retirement  Act  of  1974  is  amended — 

(1)  by  inserting  "paid  before  1978"  after  "in  the  case  of  wages", 
and 

(2)  by  inserting  "and  in  the  case  of  wages  paid  after  1977" 
before  the  period  at  the  end  thereof. 

(b)  The  amendments  made  by  this  section  shall  be  effective  Janu- 
ary 1, 1978. 

Part  F — National  Commissison  on  Social  SEcuRrrr 
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ESTABLISHMENT  OF  COMMISSION 

Sec.  361.  (a)  (1)  There  is  hereby  established  a  commission  to  be 
known  as  the  National  Commission  on  Social  Security  (hereinafter 
referred  to  as  the  "Commission") . 

(2)  (A)  The  Commission  shall  consist  of — 

(i)  five  members  to  be  appointed  by  the  President,  by  and  with 
the  advice  and  consent  of  the  Senate,  one  of  whom  shall,  at  the 
time  of  appointment,  be  designated  as  Chairman  of  the  Commis- 
sion; 

(ii)  two  members  to  be  appointed  by  the  Speaker  of  the  House 
of  Representatives ;  and 

(iii)  two  members  to  be  appointed  by  the  President  pro  tem- 
pore of  the  Senate. 

(B)  At  no  time  shall  more  than  three  of  the  members  appointed  by 
the  President,  one  of  the  members  appointed  by  the  Speaker  of  the 
House  of  Representatives,  or  one  of  the  members  appointed  by  the 
President  pro  tempore  of  the  Senate  be  members  of  the  same  political 
party. 

(C)  The  membership  of  the  Commission  shall  consist  of  individuals 
who  are  of  recognized  standing  and  distinction  and  who  possess  the 
demonstrated  capacity  to  discharge  the  duties  imposed  on  the  Com- 
mission, and  shall  include  representatives  of  the  private  insurance 
industry  and  of  recipients  and  potential  recipients  of  benefits  under 
the  programs  involved  as  well  as  individuals  whose  capacity  is  based 
on  a  special  knowledge  or  expertise  in  those  programs.  No  individual 
who  is  otherwise  an  officer  or  full-time  employee  of  the  United  States 
shall  serve  as  a  member  of  the  Commission. 

(D)  The  Chairman  of  the  Commission  shall  designate  a  member  of 
the  Commission  to  act  as  Vice  Chairman  of  the  Commission. 

(E)  A  majority  of  the  members  of  the  Commission  shall  constitute 
a  quorum,  but  a  les?er  number  may  conduct  hearings. 

(F)  Members  of  the  Commission  shall  be  appointed  for  a  term  of 
two  years. 

((t)  a  vacancy  in  the  Commission  shall  not  affect  its  powers,  but 
shall  be  filled  in  the  same  manner  as  that  herein  provided  for  the 
appointment  of  the  member  first  appointed  to  the  vacant  position. 
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(3)  Members  of  the  Commission  shall  receive  $138  per  diem  while 
^a^red  in  the  actual  performance  of  the  duties  vested  in  the  Com- 
ission,  plus  reimbursement  for  travel,  subsistence,  and  other  neces- 
ry  expenses  incurred  in  the  performance  of  such  duties. 

(4)  The  Commission  shall  meet  at  the  call  of  the  Chairman,  or  at  the 
11  of  a  majority  of  the  members  of  the  Commission ;  but  meetings  of 
e  Commission  shall  be  held  not  less  frequently  than  once  in  each 
lendar  month  which  begins  after  a  majority  of  the  authorized  mem- 
Tship  of  the  Commission  has  first  been  appointed. 

(b)  (1)  It  shall  be  the  duty  and  function  of  the  Commission  to  con- 
ict  a  continuing  study,  investigation,  and  review  of — 

(A)  the  Federal  old-age,  survivors,  and  disability  insurance 
program  established  by  title  II  of  the  Social  Security  Act ;  and 

(B)  the  health  insurance  programs  established  by  title  XVIII 
of  such  Act. 

(2)  Such  study,  investigation,  and  review  of  such  programs  shall 
elude  (but  not  be  limited  to)  — 

(A)  the  fiscal  status  of  the  trust  funds  established  for  the 
financing  of  such  programs  and  the  adequacy  of  such  trust 
funds  to  meet  the  immediate  and  long-range  financing  needs  of 
such  programs ; 

(B)  the  scope  of  coverage,  the  adequacy  of  benefits  including 
the  measurement  of  an  adequate  retirement  income,  and  the  con- 
ditions of  qualification  for  benefits  provided  by  such  programs 
including  the  application  of  the  retirement  income  test  to 
unearned  as  well  as  earned  income ; 

(C)  the  impact  of  such  programs  on,  and  their  relation  to, 
public  assistance  programs,  nongovernmental  retirement  and 
annuity  programs,  medical  service  delivery  systems,  and  national 
employment  practices ; 

(D)  any  inequities  (whether  attributable  to  provisions  of  law 
relating  to  the  establishment  and  operation  of  such  programs,  to 
rules  and  regulations  promulgated  in  connection  with  the  admin- 
istration of  such  programs,  or  to  administrative  practices  and 
procedures  employed  in  the  carrying  out  of  such  programs) 
which  affect  substantial  numbers  of  individuals  who  are  insured 
or  otherwise  eligible  for  benefits  under  such  programs,  including 
ineauities  and  inequalities  arising  out  of  marital  status,  sex,  or 
similar  classifications  or  categories ; 

(E)  possible  alternatives  to  the  current  Federal  programs  or 
particular  aspects  thereof,  including  but  not  limited  to  (i)  a 
phasing  out  of  the  payroll  tax  with  the  financing  of  such  programs 
being  accomplished  in  some  other  manner  (including  general 
revenue  funding  and  the  retirement  bond),  (ii)  the  establishment 
of  a  system  providing  for  mandatory  participation  in  any  or  all 
of  the  Federal  programs,  (iii)  the  integration  of  such  current 
Federal  programs  with  private  retirement  programs,  and  (iv) 
the  establishment  of  a  system  permitting  covered  individuals  a 
choice  of  public  or  private  programs  or  both ; 

(F)  the  need  to  develop  a  special  Consumer  Price  Index  for 
the  elderly,  including  the  financial  impact  that  such  an  index 
would  have  on  the  costs  of  the  programs  established  under  the 
Social  Securitv  Act ;  and 

(G)  methods  for  effectively  implementing  the  recommendations 
of  the  Commission. 

(3)  In  order  to  provide  an  effective  opportunity  for  the  general 
ublic  to  participate  fully  in  the  study,  investigation,  and  review  under 
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this  section,  the  Commission,  in  conducting  such  study,  investigation, 
and  review,  shall  hold  public  hearings  in  as  many  different  geographi- 
cal areas  of  the  country  as  possible.  The  residents  of  each  area  where 
such  a  hearing  is  to  be  held  shall  be  given  reasonable  advance  notice 
of  the  hearing  and  an  adequate  opportunity  to  appear  and  express ; 
their  views  on  the  matters  under  consideration.  \ 

(c)  (1)  No  later  than  four  months  after  the  date  on  which  a  majority 
of  the  authorized  membership  of  the  Commission  is  initially  appointed, 
the  Commission  shall  submit  to  the  President  and  the  Congress  a 
special  report  describing  the  Commission's  plans  for  conducting  the 
study,  investigation,  and  review  imder  subsection  (b),  with  particular 
reference  to  the  scope  of  such  study,  investigation,  and  review  and 
the  methods  proposed  to  be  used  in  conducting  it. 

(2)  At  or  before  the  close  of  each  of  the  first  two  years  after  the  date 
on  which  a  majority  of  the  authorized  membership  of  the  Commission 
is  initially  appointed,  the  Commission  shall  submit  to  the  President 
and  the  Congress  an  annual  report  on  the  study,  investigation,  and 
review  under  subsection  (b),  together  with  its  recommendations  with 
respect  to  the  programs  involved.  The  second  such  report  shall  con- 
stitute the  final  report  of  the  Commission  on  such  study,  investigation, 
and  review,  and  shall  include  its  final  recommendations;  and  upon  the 
submission  of  such  final  report  the  Commission  shall  cease  to  exist. 

(d)  (1)  The  Commission  shall  appoint  an  Executive  Director  of  the 
Commission  who  shall  be  compensated  at  a  rate  fixed  by  the  Commis- 
sion, but  which  shall  not  exceed  the  rate  established  for  level  V  of 
the  Executive  Schedule  by  title  5,  United  States  Code. 

(2)  In  addition  to  the  Executive  Director,  the  Commission  shall 
have  the  power  to  appoint  and  fix  the  compensation  of  such  personnel 
as  it  deems  advisable,  in  accordance  with  the  provisions  of  title  5, 
United  States  Code,  governing  appointments  to  the  competitive  serv- 
ice, and  the  provisions  of  chapter  51  and  subchapter  III  of  chapter  53 
of  such  title,  relating  to  classification  and  General  Schedule  pay  rates. 

(e)  In  carrying  out  its  duties  under  this  section,  the  Commission, 
or  any  duly  authorized  committee  thereof,  is  authorized  to  hold  such 
hearings,  sit  and  act  at  such  times  and  places,  and  take  such  testimony, 
with  respect  to  matters  with  respect  to  which  it  has  a  responsibility 
under  this  section,  as  the  Commission  or  such  committee  may  deem 
advisable.  The  Chairman  of  the  Commission  or  any  member  authorized 
by  him  may  administer  oaths  or  affirmations  to  witnesses  appearing 
before  the  Commission  or  before  any  committee  thereof. 

(f )  The  Commission  may  secure  directly  from  any  department  or 
agency  of  the  United  States  such  data  and  information  as  may  be 
necessary  to  enable  it  to  carry  out  its  duties  under  this  section.  Upon 
request  of  the  Chairman  of  the  Commission,  any  such  department  or 
agency  shall  furnish  any  such  data  or  information  to  the  Commission. 

(g)  The  General  Services  Administration  shall  provide  to  the  Com- 
mission, on  a  reimbursable  basis  such  administrative  support  services 
as  the  Commission  may  request. 

(h)  There  are  hereby  authorized  to  be  appropriated  such  sums  as 
mav  be  necessary  to  carry  out  this  section. 

(i)  It  shall  be  the  duty  of  the  Health  Insurance  Benefits  Advisory 
Council  (established  by  section  1867  of  the  Social  Security  Act)  to 
provide  timely  notice  to  the  Commission  of  any  meeting,  and  the 
Chairman  of  the  Commission  (or  his  delegate)  shall  be  entitled  to 
attend  any  such  meeting. 
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Part  G — Misc¥:li^neous  Provisions 
appointment  of  hearing  examiners 

42  use  1383 

Sec.  371.  The  persons  who  were  appointed  to  serve  as  hearm^  exam-  note, 
ners  under  section  1631  (d)(2)  of  the  Social  Security  Act  (as  in  effect  42  USC  1383. 
3rior  to  January  2,  1976) ,  and  who  by  section  3  of  Public  Law  94r-202  42  USC  1383 
ivere  deemed  to  be  appointed  under  section  3105  of  title  5,  United 
States  Code  (with  such  appointments  terminating  no  later  than  at 
he  close  of  the  period  ending  December  31,  1978),  shall  be  deemed 
Lppointed  to  career-absolute  positions  as  hearing  examiners  under 
Lnd  in  accordance  with  section  3105  of  title  5,  United  States  Code, 
vith  the  same  authority  and  tenure  (without  regard  to  the  expiration 
)f  such  period)  as  hearing  examiners  appointed  directly  under  such 
action  3105,  and  shall  receive  compensation  at  the  same  rate  as 
learing  examiners  appointed  by  the  Secretary  of  Health,  Education, 
md  Welfare  directly  imder  such  section  3105.  All  of  the  provisions  of 
itle  5,  United  States  Code,  and  the  reflations  promulgated  pursuant  5  USC  101  et  seq. 
hereto,  which  are  applicable  to  hearing  examiners  appointed  under 
luch  section  3105,  shall  apply  to  the  persons  described  in  the  preceding 
lentence. 


REPORT  OF  ADVISORY  COUNCIL  ON  SOCIAL  SECURITY 


42  USC  907  note. 


Sec.  372.  Notwithstanding  the  provisions  of  section  706(d)  of  the 
Social  Security  Act,  the  report  of  the  Advisory  Council  on  Social  42  USC  907. 
Security  which  is  due  not  later  than  January  1,  1979,  may  be  filed  at 
my  date  prior  to  October  1, 1979. 

riTLE  IV— PROVISIONS  RELATING  TO  CERTAIN  STATE 
WELFARE  AND  SERVICE  PROGRAMS  RECEIVING 
FEDERAL  FINANCIAL  ASSISTANCE 

'ISCAL  RELIEF  FOR  STATES  AND  POLITICAL  SUBDIVISIONS  WITH  RESPECT  TO 
COSTS  OF  WELFARE  PROGRAMS 

Sec  401.  Section  403  of  the  Social  Security  Act  is  amended—  42  USC  603. 

(1)  in  subsection  (a),  by  adding  at  the  end  thereof  the  follow- 
ing new  paragraph: 

"In  the  case  of  calendar  quarters  beginning  after  September  30, 
-977,  and  prior  to  April  1,  1978,  the  amount  to  be  paid  to  each  State 
'as  determined  under  the  preceding  provisions  of  this  subsection  or 
lection  1118,  as  the  case  may  be)  shall  be  increased  in  accordance  with   42  USC  1318. 
he  provisions  of  subsection  (i)  of  this  section.";  and 

(2)  by  adding  at  the  end  thereof  the  following  new  subsection : 
"(i)(l)  In  the  case  of  any  calendar  quarter  which  begins  after 

September  30,  1977,  and  prior  to  April  1,  1978,  the  amount  payable 
[as  determined  under  subsection  (a)  or  section  1118,  as  the  case  may 
)e)  to  each  State  which  has  a  State  plan  approved  under  this  part 
ihall  (subject  to  the  succeeding  paragraphs  of  this  subsection)  be 
ncreased  by  an  amount  equal  to  the  sum  of  the  following: 

"(A)  an  amount  which  bears  the  same  ratio  to  $46,750,000  as 
the  amount  expended  as  aid  to  families  with  dependent  children 
under  the  State  plan  of  such  State  during  the  month  of  Decem- 
ber 1976  bears  to  the  amount  expended  as  aid  to  families  with 
dependent  children  under  the  State  plans  of  all  States  during 
such  month,  and 
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"(B)  (i)  in  the  case  of  Puerto  Rico,  Guam,  and  the  Virgin 
Islands,  an  amount  equal  to  the  amount  determined  under  sub- 
paragraph (A)  with  respect  to  such  State,  or 

"(ii)  in  the  case  of  any  other  State,  an  amount  which  bears 
the  same  ratio  to  $46,750,000,  minus  the  amounts  determined  under 
clause  (i)  of  this  subparagraph,  as  the  amount  allocated  to  such 
State  under  section  106  of  the  State  and  Local  Fiscal  Assistance 
31  use  1225.  Act  of  1972,  for  the  most  recent  entitlement  period  for  which 

allocations  have  been  made  under  such  section  prior  to  the  date  of 
the  enactment  of  this  subsection,  bears  to  the  total  of  the  amounts 
allocated  to  all  States  under  such  section  106  for  such  period. 
"(2)  As  a  condition  of  any  State  receiving  an  increase,  by  reason 
of  the  application  of  the  foregoing  provisions  of  this  subsection,  in 
the  amount  determined  for  such  State  pursuant  to  subsection  (a)  or 
42  use  1318.      under  section  1118  (as  the  case  may  be)  ,  such  State  must  agree  to  pay 
to  any  political  subdivision  thereof  which  participates  in  the  cost  of 
the  State's  plan  approved  under  this  part,  during  any  calendar  quar- 
ter with  respect  to  which  such  increase  applies,  so  much  of  such 
increase  as  does  not  exceed  100  per  centum  of  such  political  subdivi- 
sion's financial  contribution  to  the  State's  plan  for  such  quarter. 

"(3)  Notwithstanding  any  other  provision  of  this  part,  the  amount 
payable  to  any  State  by  reason  of  the  preceding  provisions  of  this  sub- 
section for  calendar  quarters  prior  to  April  1, 1978,  shall  be  made  in  a 
single  installment,  which  shall  be  payable  as  shortly  after  October  1, 
1977,  as  is  administratively  feasible.". 

INCEJfTTVE  ADJUSTMENTS  FOR  QUALITY  CONTROL  IN  FEDERAL  FINANCIAL 
PARTICIPATION  IN  AID  TO  FA:MILIES  WITH  DEPENDENT  CHILDREN  PROGRAMS 

Ante,  p.  1560.  g^^^  ^q2^  (a)  Section  403  of  the  Social  Security  Act  is  amended  by 
adding  after  subsection  (i)  (as  added  by  section  401  of  this  Act)  the 
following  new  subsection : 

"(j)  If  the  dollar  error  rate  of  aid  furnished  by  a  State  under  its 
State  plan  approved  under  this  part  with  respect  to  any  six-month 
period,  as  based  on  samples  and  evaluations  thereof,  is — 

"  (1)  at  least  4  per  centum,  the  amount  of  the  Federal  financial 
participation  in  the  expenditures  made  by  the  State  in  carrying 
out  such  plan  during  such  period  shall  be  determined  without 
regard  to  the  provisions  of  this  subsection ;  or 

"  (2)  less  than  4  per  centum,  the  amount  of  the  Federal  financial 
participation  in  the  expenditures  made  by  the  State  in  carrying 
out  such  plan  during  such  period  shall  be  the  amount  determined 
without  regard  to  this  subsection,  plus,  of  the  amount  by  which 
such  expenditures  are  less  than  they  would  have  been  if  the 
erroneous  excess  payments  of  aid  had  been  at  a  rate  of  4  per 
centum — 

"(A)  10  per  centum  of  the  Federal  share  of  such  amount, 
in  case  such  rate  is  not  less  than  3.5  per  centum, 

"(B)  20  per  centum  of  the  Federal  share  of  such  amount, 
in  case  such  rate  is  at  least  3.0  per  centum  but  less  than  3.5 
per  centum, 

"(C)  30  per  centum  of  the  Federal  share  of  such  amount, 
in  case  such  rate  is  at  least  2.5  per  centum  but  less  than  3.0 
per  centum, 

"(D)  40  per  centum  of  the  Federal  share  of  such  amount, 
in  case  such  rate  is  at  least  2.0  per  centum  but  less  than  2.5 
per  centum, 
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"(E)  60  per  centum  of  the  Federal  share  of  such  amount, 
in  case  such  rate  is  less  than  2.0  per  centum. 
For  purposes  of  this  subsection  (i)  the  term  'dollar  error  rate  of  aid'  "Dollar  error  rate 
neans  the  total  of  the  dollar  error  rates  of  aid  for  (I)  payments  to  of  aid." 
neligible  families  receiving  assistance:  (II)  overpayments  to  eligible 
■amilies  receiving  assistance;  (III)  underpayments  to  eligible  families 
receiving  assistance;  and  (IV)  nonpayments  to  eligible  families  not 
receiving  assistance  due  to  erroneous  terminations  or  denials,  and  (ii) 
:he  term  'erroneous  excess  payments,'  means  the  total  of  (I)  erroneous 
payments  to  ineligible  families  receiving  assistance,  and  (II)  overpay- 
nents  to  eligible  families  receiving  assistance.". 

(b)  Payments  may  be  made  under  the  amendment  made  by  subsec-  Effective  date. 
:ion  (a)  only  in  the  case  of  periods  commencing  on  or  after  Jan-  42  USC  603  note, 
lary  1, 1978. 

ACCESS  TO  WAGE  INFORMATION 

Sec.  403.  (a)  Part  A  of  title  IV  of  the  Social  Security  Act  is  amended 
3y  adding  after  section  410  the  following  new  section : 


'access  to  wage  information 


42  USC  611. 


"Sec.  411.  (a)  Notwithstanding  any  other  provision  of  law,  the  Sec- 
retary shall  make  available  to  States  and  political  subdivisions  thereof 
;vage  information  contained  in  the  records  of  the  Social  Security 
Administration  which  is  necessary  (as  determined  by  the  Secretary 
Ji  reflations)  for  purposes  of  determining  an  individual's  eligibility 
For  aid  or  services,  or  the  amount  of  such  aid  or  services,  under  a  State 
plan  for  aid  and  services  to  needy  families  with  children  approved 
mder  this  part,  and  which  is  specifically  requested  by  such  State  or 
political  subdivision  for  such  purposes. 

"(b)  The  Secretary  shall  establish  such  safeguards  as  are  necessary 
(as  determined  by  the  Secretary  under  regulations)  to  insure  that 
information  made  available  under  the  provisions  of  this  section  is  used 
m\y  for  the  purposes  authorized  by  this  section.". 

(b)  Section  3304(a)  of  the  Federal  Unemployment  Tax  Act  is  26  USC  3304. 
imended  by  redesignating  paragraph  (16)  as  paragraph  (17)  and  by 

inserting  after  paragraph  (15)  the  following  new  paragraph : 

"(16)  (A)  wage  information  contained  in  the  records  of  the 
agency  administering  the  State  law  which  is  necessary  (as  deter- 
mined by  the  Secretary  of  Health,  Education,  and  Welfare  in 
regulations)  for  purposes  of  determining  an  individual's  eligibil- 
ity for  aid  or  services,  or  the  amount  of  such  aid  or  services,  under 
a  State  plan  for  aid  and  services  to  needy  families  with  children 
approved  under  part  A  of  title  IV  of  the  Social  Security  Act,  shall  42  USC  601. 
be  made  available  to  a  State  or  political  subdivision  thereof  when 
such  information  is  specifically  requested  by  such  State  or  political 
subdivision  for  such  purposes,  and 

"(B)  such  safeguards  are  established  as  are  necessary  (as  deter- 
mined by  the  Secretary  of  Health,  Education,  and  Welfare  in 
regulations)  to  insure  that  such  information  is  used  only  for  the 
purposes  authorized  under  subparagraph  (A) ;". 

(c)  Section  402  (a)  of  the  Social  Security  Act  is  amended —  42  USC  602. 

(1)  by  striking  out  the  word  "and"  at  the  end  of  paragraph 
(27) ; 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (28)  and 
inserting  in  lieu  thereof  a  semicolon  and  the  word  "and";  and 
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(3)  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(29)  effective  October  1,  1979,  provided  that  wage  informa- 
tion available  from  the  Social  Security  Administration  under 

42  use  611.  the  provisions  of  section  411  of  this  Act,  and  wage  information 

available  (under  the  provisions  of  section  3304(a)  (16)  of  the 

26  use  3304.  Federal  Unemployment  Tax  Act)  from  agencies  administering 

State  unemployment  compensation  laws,  shall  be  requested  and 
utilized  to  the  extent  permitted  under  the  provisions  of  such  sec- 
tions ;  except  that  the  State  shall  not  be  required  to  request  such 
information  from  the  Social  Security  Administration  where  such 
information  is  available  from  the  agency  administering  the  State 
unemployment  compensation  laws.". 

Effective  date.  (d)  The  amendments  made  by  this  section  shall  be  effective  on  the 

42  use  602  note,    date  of  the  enactment  of  this  Act. 

STATE  DEMONSTRATION  PROJECTS 

42  use  1315.         Sec.  404.  Section  1115  of  the  Social  Security  Act  is  amended— 

(1)  by  inserting  "  (a) "  after  "Sec.  1115." ; 

(2)  by  redesignating  subsections  (a)  and  (b)  as  paragraphs 
(1)  and  (2) ,  respectively ;  and 

(3)  by  adding  at  the  end  thereof  the  following  new  subsection: 
"(b)  (1)  In  order  to  permit  the  States  to  achieve  more  efficient  and 

effective  use  of  funds  for  public  assistance,  to  reduce  dependency,  and 
to  improve  the  living  conditions  and  increase  the  incomes  of  individ- 
uals who  are  recipients  of  public  assistance,  any  State  having  an 
42  use  601.  approved  plan  under  part  A  of  title  IV  may,  subject  to  the  provisions 
of  this  subsection,  establish  and  conduct  not  more  than  three  demon- 
stration projects.  In  establishing  and  conducting  any  such  project  the 
State  shall — 

"  ( A)  provide  that  not  more  than  one  such  project  be  conducted 
on  a  statewide  basis; 

"(B)  provide  that  in  making  arrangements  for  public  service 
employment — 

"(i)  appropriate  standards  for  the  health,  safety,  and 
other  conditions  applicable  to  the  performance  of  work  and 
training  on  such  project  are  established  and  will  be  main- 
tained, 

"(ii)  such  project  will  not  result  in  the  displacement  of 
employed  workers, 

"  (iii)  each  participant  in  such  project  shall  be  compensated 
for  work  performed  by  him  at  an  hourly  rate  equal  to  the 
prevailing  hourly  wage  for  similar  work  in  the  locality  where 
the  participant  performs  such  work  (and,  for  purposes  of 
this  clause,  benefits  payable  under  the  State's  plan  approved 
under  part  A  of  title  IV  of  the  family  of  which  such  partic- 
ipant is  a  member  shall  be  regarded  as  compensation  for  work 
performed  by  such  participant) , 

"(iv)  with  respect  to  such  project  the  conditions  of  work, 
training,  education,  and  employment  are  reasonable  in  the 
light  of  such  factors  as  the  type  of  work,  geographical  region, 
and  proficiency  of  the  participant,  and 

"(v)  appropriate  workmen's  compensation  protection  is 
provided  to  all  participants ;  and 
"(C)  provide  that  participation  in  such  project  by  any  indi- 
vidual receiving  aid  to  families  with  dependent  children  be 
voluntary. 
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"(2)  Any  State  which  establishes  and  conducts  demonstration  proj- 
scts  under  this  subsection  may,  subject  to  paragraph  (3) ,  with  respect 
o  any  such  project — 

"  (A)  waive,  subject  to  paragraph  (3) ,  any  or  all  of  the  require- 
ments of  sections  402(a)(1)  (relating  to  statewide  operation),  42  USC  602. 
402(a)  (3)  (relating  to  administration  by  a  single  State  agency), 
402(a)  (8)  (relating  to  disregard  of  earned  income),  except  that 
no  such  waiver  of  402(a)  (8)  shall  operate  to  waive  any  amount  in 
excess  of  one-half  of  the  earned  income  of  any  individual,  and  402 
(a)  (19)  (relating  to  the  work  incentive  program) ; 

"(B)  subject  to  paragraph  (4) ,  use  to  cover  the  costs  of  the  proj- 
ect such  funds  as  are  appropriated  for  payment  to  such  State  with 
respect  to  the  assistance  which  is  or  would,  except  for  participa- 
tion in  a  project  under  this  subsection,  be  payable  to  individuals 
participating  in  such  projects  under  part  A  of  title  IV  for  any 
fiscal  year  in  which  such  projects  are  conducted ;  and 

"(C)  use  such  funds  as  are  appropriated  for  payments  to  States 
under  the  State  and  Local  Fiscal  Assistance  Act  of  1972  for  any  31  USC  1221 
fiscal  year  in  which  the  project  is  conducted  to  cover  so  much  of 
the  costs  of  salaries  for  individuals  participating  in  public  serv- 
ice employment  as  is  not  covered  through  the  use  of  funds  made 


"(3)  (A)  Any  State  which  wishes  to  establish  and  conduct  demon-  Application, 
tration  projects  under  the  provisions  of  this  subsection  shall  submit 
^n  application  to  the  Secretary  in  such  form  and  containing  such 
nformation  as  the  Secretary  may  require.  Whenever  any  State  sub-  Notice, 
nits  such  an  application  to  the  Secretarjr,  it  shall  at  the  same  time 
ssue  public  notice  of  that  fact  together  with  a  general  description  of 
he  project  with  respect  to  which  the  application  is  submitted,  and 
hall  invite  comment  thereon  from  interested  parties  and  comments 
hereon  may  be  submitted,  within  the  30-day  period  beginning  with 
he  date  the  application  is  submitted  to  the  Secretary,  to  the  State  or 
he  Secretary  oy  such  parties.  The  State  shall  also  make  copies  of  the  Copies,  public 
application  available  for  public  inspection.  The  Secretary  shall  also  inspection, 
mmediately  publish  a  summary  of  the  proposed  project,  make  copies 
►f  the  application  available  for  public  inspection,  and  receive  and 
insider  comments  submitted  with  respect  to  the  application.  A  State 
hall  be  authorized  to  proceed  with  a  project  submitted  under  this 
lubsection — 

"(i)  when  such  application  has  been  approved  by  the  Secretary 
(which  shall  be  no  earlier  than  30  days  following  the  date  the 
application  is  submitted  to  him ) ,  or 

"(ii)  60  days  after  the  date  on  which  such  application  is  sub- 
mitted to  the  Secretary  unless,  during  such  60  day  period,  he  denies 
the  application. 

"(B)  Notwithstanding  the  provisions  of  paragraph  (2)  (A),  the 
Secretary  may  review  any  waiver  made  by  a  State  under  such  para- 
graph. Upon  a  finding  that  any  such  waiver  is  inconsistent  with  the 
mrposes  of  this  subsection  and  the  purposes  of  part  A  of  title  IV,  the  42  USC  601. 
Secretary  may  disapprove  such  waiver.  The  project  with  respect  to 
vhich  any  such  disapproved  waiver  was  made  shall  be  terminated  by 
luch  State  not  later  than  the  last  day  of  the  month  following  the 
nonth  in  which  such  waiver  was  disapproved. 
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"(4)  Any  amount  payable  to  a  State  under  section  403(a)  on  behahl 
of  an  individual  participating  in  a  project  under  this  section  shall  not)  J" 
be  increased  by  reason  of  the  participation  of  such  individual  in  anj 
demonstration  project  conducted  under  this  subsection  over  the  amount i 
which  would  be  payable  if  such  individual  were  receiving  aid  to  fami 
ilies  with  dependent  children  and  not  participating  in  such  project' 

"(5)  Participation  in  a  project  established  under  this  section  shal 
not  be  considered  to  constitute  employment  for  purposes  of  any  finding 
with  respect  to  'unemployment'  as  that  term  is  used  in  section  407' 

"  (6)  Any  demonstration  project  established  and  conducted  pursuant 
to  the  provisions  of  this  subsection  shall  be  conducted  for  not  longer 
than  two  years.  All  demonstration  projects  established  and  conducted 
pursuant  to  the  provisions  of  this  subsection  shall  be  terminated  not: 
later  than  September  30,  1980.". 


REIMBURSEMENT  FOR  ERRONEOUS  STATE  SUPPLEMENTARY  PAYMENT 

Sec.  405.  (a)  Notwithstanding  any  other  provision  of  law,  the  Secre- 
tary of  Health,  Education,  and  Welfare  is  authorized  and  directed 
to  pay  to  each  State  an  amount  equal  to  the  amount  expended  by  such 
State  for  erroneous  supplementary  payments  to  aged,  blind,  or  disabled 
individuals  whenever,  and  to  the  extent  to  which,  the  Secretary 
through  an  audit  by  the  Department  of  Health,  Education,  and  Wel- 
fare which  has  been  reviewed  and  concurred  in  by  the  Inspector 
General  of  such  department  determines  that — 

( 1 )  such  amount  was  paid  by  such  State  as  a  supplementary 
payment  during  the  calendar  year  1974  pursuant  to  an  agreement ,  ■ 
between  the  State  and  the  Secretary  required  by  section  212  of  the  ^ 
Act  entitled  "An  Act  to  extend  the  Renegotiation  Act  of  1951  for 
one  year,  and  for  other  purposes",  approved  July  9, 1973,  or  such,  ^ 
amount  was  paid  by  such  State  as  an  optional  State  supplementa- 
tion, as  defined  in  section  1616  of  the  Social  Security  Act,  during 
the  calendar  year  1974,  ^  , 

(2)  the  erroneous  payments  were  the  result  of  good  faith  reli-  | 
ance  by  such  State  upon  erroneous  or  incomplete  information 
supplied  by  the  Department  of  Health,  Education,  and  Welfare, 
through  the  State  data  exchange,  or  good  faith  reliance  upon 
incorrect  supplemental  security  income  benefit  payments  made  by 
such  department,  and 

(3)  recovery  of  the  erroneous  payments  by  such  State  would 
be  impossible  or  unreasonable. 

(b)  There  are  authorized  to  be  appropriated  such  sums  as  are 
necessary  to  carry  out  the  provisions  of  this  section. 

TITLE  V— MISCELLANEOUS 

COVERAGE  UNDER  MEDICARE  OF  CERTAIN  POWER-OPERATED  WHEELCHAIRS 

Sec.  501.  (a)  Section  1861  (s)  (6)  of  the  Social  Security  Act  is 
amended  by  inserting  after  "wheelchairs"  the  following :  "  (which  may 
include  a  power-operated  vehicle  that  may  be  appropriately  used  as  a 
wheelchair,  but  only  where  the  use  of  such  a  vehicle  is  determined  to  be 
necessary  on  the  basis  of  the  individual's  medical  and  physical  condi- 
tion and  the  vehicle  meets  such  safety  requirements  as  the  Secretary 
may  prescribe)". 
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(b)  Section  1842(b)  (3)  of  such  Act  is  amended  by  inserting  after 
he  fourth  sentence  thereof  the  following  new  sentence :  "With  respect 

0  power-operated  wheelchairs  for  which  payment  may  be  made  in 
xcordance  with  section  1861  (s)  (6),  charges  determined  to  be  reason- 
able may  not  exceed  the  lowest  charge  at  which  power-operated 
wheelchairs  are  available  in  the  locality." 

(c)  The  amendments  made  by  this  section  shall  be  effective  in  the 
ase  of  items  and  services  furnished  after  the  date  of  the  enactment 
•f  this  Act. 

FEDERAL  ELECTION  CAMPAIGN  ACT  AMENDMENTS 

1  Sec.  602.  (a)  Section  328  of  the  Federal  Election  Campaign  Act  of 
971  (2U.S.C.441i)  is  amended— 

(1)  by  inserting  "(a)"  immediately  after  "Sec.  328.",  and 

(2)  by  adding  at  the  end  thereof  the  following  new  subsections : 
"(b)  If  an  honorarium  payable  to  a  person  is  paid  instead  at  his 

equest  to  a  charitable  organization  selected  by  payor  from  a  list  of 
or  more  charitable  organizations  provided  by  that  person,  that  per- 
on  shaU  not  be  treated,  for  purposes  of  subsection  (a),  as  accepting 
hat  honorarium.  For  purposes  of  this  subsection,  the  term  'charitable 
organization'  means  an  organization  described  in  section  170(c)  of 
he  Internal  Revenue  Code  of  1954.  26  USC  170. 

"(c)  For  purposes  of  determining  the  aggregate  amount  of  hon- 
rariums  received  by  a  person  during  any  calendar  year,  amounts 
eturned  to  the  person  paying  an  honorarium  before  the  close  of  the 
alendar  year  in  which  it  was  received  shall  be  disregarded. 
;  "(d)  For  purposes  of  paragraph  (2)  of  subsection  (a),  an  honorar- 
'um  shall  be  treated  as  accepted  only  in  the  year  in  which  that  hon- 
orarium is  received.". 

(b)  The  amendments  made  by  subsection  (a)  shall  apply  with  Effective  date, 
espect  to  any  honorarium  received  after  December  31, 1976.  2  USC  44li  note.  * 

Approved  December  20,  1977. 


42  USC  1395u. 


Ante,  p.  1564. 


Effective  date. 
42  USC  1395x 
note. 
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Mr.  Ullman,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

together  with 

INDIVIDUAL  VIEWS,  DISSENTING  VIEWS,  MINOEITY 
VIEWS,  AND  ADDITIONAL  MINORITY  VIEWS 

[To  accompany  H.R.  9346] 

[Including  cost  estimate  of  the  Congressional  Budget  Oflace] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.R.  9346)  to  amend  the  Social  Security  Act  and  the  Internal  Reve- 
nue Code  of  1954  to  strengthen  the  financing  of  the  social  security 
system,  to  reduce  the  effect  of  wage  and  price  fluctuation  on  the  sys- 
tem's benefit  structure,  to  provide  coverage  under  the  system  for 
officers  and  employees  of  the  United  States,  of  the  State  and  local 
governments,  and  of  nonprofit  organizations,  to  increase  the  earnings 
limitation,  to  eliminate  certain  gender-based  distinctions  and  provide 
for  a  study  of  proposals  to  eliminate  dependency  and  sex  discrimi- 
nation from  the  social  security  program,  and  for  other  purposes,  hav- 
ing considered  the  same,  report  favorably  thereon  with  an  amendment 
and  recommend  that  the  bill  as  amended  do  pass. 

The  amendment  strikes  out  all  after  the  enacting  clause  of  the  bill 
and  inserts  a  new  text  which  appears  in  italic  type  in  the  reported 
bill. 

I.  Principal  Purposes  and  Scope  of  the  Bill 

Social  security  today  is  of  major  importance  to  just  about  every 
American  f amil^r.  Practically  every  American  is  either  a  beneficiary, 
a  contributor  building  protection,  or  the  dependent  of  a  contributor. 
Today  93  percent  of  the  people  65  and  older  are  eligible  for  social 
security  benefits.  Ninety-five  out  of  100  yoimg  children  and  their 
mothers  are  protected  by  the  life  insurance  features  of  social  security, 
called  survivors'  insurance.  Four  out  of  five  people  in  the  age  group 
21  through  64  have  protection  under  social  security  against  loss  of 
income  due  to  severe  disability.  More  than  33  million  people,  one  out  of 


(1) 
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seven  Americans,  receive  a  social  security  benefit  each  month.  About 
107  million  people  will  pay  into  the  program  this  year. 

Annual  trust  fund  deficits  beginning  in  19Y5  have  resulted  in  an 
erosion  of  public  confidence  in  the  social  security  system  and  the  Fed- 
eral Government's  commitment  to  assure  sound  financing  of  social 
security.  In  order  to  restore  public  confidence  and,  more  importantly, 
to  assure  that  funds  will  be  available  to  pay  benefits  as  they  fall  due, 
your  committee's  bill  would  restore  the  financial  soundness  of  the 
old-age,  survivors,  and  disability  insurance  (OASDT)  system  by  elim- 
inating the  actuarial  deficit  in  the  system  through  the  first  decade  of 
the  next  century  and  reduce  the  deficit  for  the  next  seventy-five  years 
from  8.2  percent  of  taxable  payroll  to  1.69  percent.  More  specifically, 
the  bill  would  revise  and  stabilize  the  social  security  benefit  structure, 
extend  mandatory  social  security  coverage,  eliminate  gender-based 
distinctions  in  the  OASDI  system  and  improve  protection  for  a  work- 
er's spouse  or  surviving  spouse,  and  increase  the  amount  of  earnings 
on  older  beneficiary^  age  65  or  over  may  have  and  still  receive  some  or 
all  of  his  benefits. 

The  action  taken  to  date  by  your  committee  is  intended  to  deal  with 
only  the  most  pressing  problems  facing  the  social  security  system. 
The  Subcommittee  on  Social  Security  has  announced  its  intention  to 
undertake  phase  II  of  consideration  of  social  security  legislation  early 
in  1978  when  it  will  take  up  possible  amendments  tto  the  disability  in- 
surance program.  Although  your  committee's  bill  does  reallocate  very 
substantial  revenues  into  the  Disability  Insurance  Trust  Fund  and 
will  provide  adequate  financing  into  the  next  century,  attention  must 
still  be  focussed  on  why  the  costs  of  the  program  have  risen  so  rapidly 
to  a  level  far  greater  than  anticipated.  The  possibility  of  not  only 
reducing  the  cost  of  the  program  but  also  making  it  more  susceptible 
to  administrative  control  mu^t  be  thoroughly  explored.  Following 
action  on  the  disability  insurance  program,  the  Subcommittee  will 
then  turn  its  efforts  to  other  aspects  of  the  cash-benefits  program  which 
could  be  modified  in  a  way  that  would  not  impair  the  long-range 
financial  condition  of  the  program. 

A.  FINANCING 

The  bill  would  restore  the  financial  soundness  of  the  system  by  pro- 
viding— 

A.  Additional  allocations  of  contribution  income  to  the  DI 
trust  fund  beginning  in  1978  and  a  shift  of  a  small  portion  of  the 
existing  scheduled  tax  increases  from  the  hospital  insurance  (HI) 
part  of  the  program  to  the  cash  benefit  program  (OASDI)  ; 

B.  Phased  increases  in  the  contribution  and  benefit  base  in  1978, 
1979,  1980,  and  1981  to  achieve  a  base  level  under  which  about  90 
percent  of  total  payroll  in  covered  employment  would  be  taxable 
(as  compared  with  about  85  percent  under  present  law)  ;  and 

C.  A  schedule  of  social  security  tax  rate  increases  in  1981, 1985, 
and  1990  sufficient  to  meet  the  cost  of  the  program  as  amended  by 
your  committee's  bill. 
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B.  BENEFIT  STRUCTURE  (DECOUPLING) 

The  bill  would  also  stabilize  future  replacement  rates  (benefits  as 
a  percentage  of  earnings)  in  relation  to  future  wage  levels,  as  would 
have  occurred  under  the  assumptions  made  at  the  time  of  the  1972  legis- 
lation providing  for  the  automatic  adjustment  of  the  social  security 
system  to  changes  in  the  economy.  The  major  elements  of  the  revised 
benefit  structure  are : 

1.  Each  worker's  wages  and  the  social  security  benefit  formula 
would  be  indexed  to  reflect  changes  in  wage  levels  up  to  the  time  he 
reaches  age  62,  becomes  disabled,  or  dies  to  assure  that  future  replace- 
ment rates  would  be  relatively  constant. 

2.  The  benefit  formula  would  provide  somewhat  lower  replacement 
rates  than  now  prevail — about  5  percent  below  the  estimated  1979 
level — and  a  10-year  transitional  guarantee  would  be  provided  to  as- 
sure that  workers  now  approaching  age  62  will  get  at  least  as  much  as 
the  benefit  table  in  the  law  at  implementation  (1979)  would  have 
provided. 

3.  As  under  present  law,  benefits  would  continue  to  be  increased 
according  to  the  increases  in  the  cost  of  living  after  a  person  reached 
age  62  or  became  disabled  and,  in  the  case  of  the  survivor's  benefits, 
after  the  time  of  the  worker's  death. 

In  addition,  the  bill  provides  for  changing  the  relationship  between 
the  minimum  benefit,  which  is  increasingly  paid  as  a  "windfall"  to 
people  who  did  not  work  regularly  under  the  social  security  program, 
and  the  special  minimum  benefit,  which  is  provided  for  long-term, 
regular  workers  with  low  earnings  under  the  program.  Specifically — 

A.  The  minimum  benefit  would  be  frozen  for  future  beneficiaries 
at  its  1979  dollar  amount  (about  $121.00)  and  would  increase  as 
the  cost  of  living  rises  only  after  a  person  starts  getting  benefits; 
and 

B.  The  special  minimum  would  be  brought  up  to  date  with 
price  increases  since  it  was  last  adjusted  (1973)  and  automatically 
kept  up  with  prices  in  the  future. 

C.  COVERAGE 

It  has  long  been  recognized  that  the  primary  objective  of  the  social 
security  program,  preventing  dependency,  can  best  be  achieved  if 
coverage  under  the  program  is  compulsory  and  as  universal  as  possi- 
ble. To  further  this  objective,  your  committee's  bill  would  extend  cover- 
age to  some  6  million  jobs  in  Federal  civilian,  State  and  local,  and 
nonprofit  organization  employment,  which  would  result  in  nearly 
universal  coverage.  About  97  percent  of  the  jobs  in  paid  employment 
would  then  be  covered. 

Your  committee  has  been  concerned  for  some  time  because  some 
workers  are  not  eligible  for  retirement  benefits  under  any  system 
or  are  eligible  for  inadequate  benefits  and  because  windfall  social  se- 
curity benefits  occur  when  some  workers  are  not  covered  under  social 
security  and  some  workers  who  are  covered,  but  on  an  elective  basis, 
may  terminate  their  social  security  coverage.  While  there  were  valid 
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reasons  for  the  special  coverage  exclusions  and  provisions  enacted  for 
these  workers,  your  committee  believes  these  reasons  are  no  longer 
compelling  and  that  the  workers  should  be  treated  as  are  the  great 
majority  of  the  Nation's  work  force,  who  are  compulsorily  covered 
under  social  security  and  who  do  not  have  the  right  to  terminate  their 
coverage.  This  coverage  would  not  be  effective  until  1982  to  allow  for 
adjustment  of  governmental  staff  retirement  systems  to  take  into  ac- 
count social  security  protection  and  taxes. 

D.  GENDER-BASED  DISTINCTIONS  AND  TREATMENT  OF  SPOUSES 

Your  committee  is  concerned  that  the  social  security  program  pro- 
vides adequate  protection  in  terms  of  the  needs  of  today's  society  and 
that  women,  as  well  as  men,  be  treated  equitably  under  the  program. 
Therefore,  your  committee  has  directed  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  carry  out  a  detailed  study  of  alternative  pro- 
posals to  (1)  eliminate  dependency  as  a  requirement  for  entitlement 
to  social  security  spouse's  benefits,  and  (2)  bring  about,  in  practical 
terms,  equal  treatment  of  men  and  women  under  social  security,  tak- 
ing into  account  relevant  social  and  economic  factors.  However,  with- 
out awaiting  the  results  of  this  study  (due  6  months  from  the  date  of 
enactment),  your  committee  has  adopted  measures  that  move  in  this 
direction — 

A.  The  gender-based  differences  of  treatment  for  men  and 
women  under  present  law  would  be  eliminated ;  and 

B.  Protection  for  spouses  would  be  improved  by  (1)  shortening 
the  duration-of-marriage  requirement  for  aged  divorced  spouse's 
benefits  from  20  years  to  5,  and  (2)  providing  that  marriage  or 
remarriage  will  not  adversely  affect  a  person's  rights  to  depend- 
ents or  survivors  spouse's  benefits. 

E.  RETIREMENT  TEST 

The  bill  would  provide  improvements  in  the  provisions  of  the  law 
which  cause  a  reduction  in  benefit  payments  when  an  individual  has 
significant  earnings  by — 

A.  Increasing  the  annual  amount  of  earnings  a  beneficiary  age 
65  or  older  may  have  without  having  any  benefits  withheld  to 
$4,000  for  1978  and  $4,500  for  1979 ;  and 

B.  Elimination  of  the  monthly  measure  of  retirement — ^the  pro- 
vision under  which  benefits  may  be  payable  for  months  in  which 
earnings  are  low,  regardless  of  total  earnings  for  the  year. 

F.  OTHER  PROVISIONS 

In  addition,  your  committee's  bill  would  provide  for  a  number  of 
other  improvements  in  the  social  security  cash  benefits  program. 

G.  INCOME  AND  BENEFITS  EFFECTS  OF  THE  BILL 

The  following  table  shows  the  effects  of  the  provisions  of  your  com- 
mitee's  bill  in  terms  of  benefit  outgo  and  additional  income.  The  net 
effect  of  the  bill  is  shown  on  the  bottom  line  of  the  table. 
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ESTIMATED  EFFECTS  OF  H.R.  9346  ON  THE  NET  INCREASE  IN  THE  OASI  AND  Dl  TRUST  FUNDS,  COMBINED,  IN 
CALENDAR  YEARS  1978-83,  BY  PROVISION 

[In  millions  of  dollars] 
Effective  date        1978      1979      1980      1981      1982  1983 


REDUCTION  IN  BENEFIT  PAYMENTS 

Decoupling,  with  3  percent  delayed  retirement  January  1979   70       351       803    1,473  2,377 

credits. 

Elimination  of  marriage  or  remarriage  as  a  bar  do  — 1, 135  —1,355  —1,454  —1,551  —1,654 

to  entitlement  to  benefits. 

Reduction  in  duration  of  marriage  required  for  do   —137    —164    —177    —190  —204 

divorced  spouses  benefits  from  20  yr  to  5  yr. 

Changes  in  retirement  test  (total)  January  1978....     -54  -266    -328    -346    -367  -390 

Increase  annual  exempt  amount  to  $4,000   do   -267     -491     -554    -582     -611  -642 

in  1978  and  to  $4,500  in  1979. 
Eliminate  the  monthly  measure  do  

Eliminate  retroactive  payments  of  actuarially  do  

reduced  benefits. 

Increase  special  minimum  benefit  from  $9  per  January  1979  

year  of  coverage  to  $11.50,  and  apply  auto- 
matic increases  in  the  future. 

Changes  in  annual  wage  reporting  provisions...  January  1978 — 

Eliminate  gender-based  distinctions  from  the  do  

law. 

Limit  increases  in  actuarially  reduced  benefits  do  

Increase  in  contribution  and  benefit  base  do..  

Subtotal,  excluding  universal  coverage  

Universal  coverage  of  Federal  civilian  em-  January  1982  

ployees,  employees  of  State  and  local  gov- 
ernments, and  employees  of  nonprofit  orga- 
nizations. 


Total  reduction  in  benefit  payments   371 


213 

225 

226 

236 

244 

252 

339 

536 

550 

559 

565 

569 

-12 

-14 

-14 

-15 

-16 

(0 

-1 

-4 

-9 

-18 

-26 

-4 

-5 

-6 

-7 

-8 

-8 

90 

280 

500 

751 

948 

1,157 

0) 

-12 

-44 

-112 

-209 

-346 

371 

-682 

-514 

-6 

628 

1,459 

(0 

-94 

371 

-682 

-514 

-6 

628 

1,365 

ADDITIONAL  INCOME 

Contribution  income  resulting  from  financing  January  1978....  3,967    6,661    8,560  11,858  13,265  14,060 
changes. 

Contribution  income  resulting  from  universal  January  1982     11,741  14,231 

coverage. 

Additional  interest  income                                                  113       475    1,005    1,786  3,132  5,343 


Total  additional  income   4,080    7,136    9,565   13,644  28,138  33,634 

Net  effect  of  bill   4, 451    6, 454    9,051   13,638  28,766  34,999 

1  Less  than  $500,000. 

II.  Summary  of  Principal  Provisions  of  the  Bill 
A.  financing 

Consistent  with  the  policy  of  your  committee  and  the  Congress  to 
maintain  the  social  security  program  on  a  sound  financial  basis,  the 
bill  would  make  provision  for  strengthening  both  the  short-  and  long- 
range  financial  stability  of  the  program,  including  meeting  the  cost  of 
the  benefit  improvements  recommended  by  your  committee.  To  ac- 
complish those  purposes,  your  committee's  bill  would  increase  the 
contribution  and  benefit  base  (the  maximum  amount  of  a  worker's 
annual  earnings  that  is  subject  to  social  security  taxes  and  creditable 
for  benefits),  revise  the  schedule  of  tax  rates  in  the  law,  reallocate  a 
portion  of  scheduled  increases  in  the  hospital  insurance  (HI)  tax 
rate  to  the  cash  benefits  (OASDI)  program,  and  increase  the  future 
tax  rates  scheduled  in  the  law.  In  addition,  the  bill  would  provide  for 
standby  authority  for  loans  to  the  OASI  and  DI  trust  funds  from 
Federal  general  revenues  in  the  event — not  contemplated  in  this  cen- 
tury under  current  actuarial  estimates — that  trust  fund  levels  fall 
below  specified  minimum  levels. 


6 


1.  Increase  in  contribution  and  heneflt  base 

Your  committee's  bill  provides  for  increasing  the  contribution  and 
benefit  base — in  four  steps — to  a  level  where  about  90  percent  of  all 
payroll  in  covered  employment  would  be  taxable  for  social  security 
purposes  (and  about  93  percent  of  all  workers  would  have  their  full 
earnings  credited  for  benefit  purposes).  Accordingly,  the  bill  would 
increase  the  base  to  $19,900  in  1978,  $22,900  in  1979,  $25,900  in  1980, 
and  $27,900  in  1981,  with  automatic  adjustments  to  keep  up  with  aver- 
age wage  levels  thereafter  (as  under  present  law) . 

2.  Changes  in  OASDHI  contribution  rates 

Your  committee  has  included  provisions  for  allocating  a  small  por- 
tion of  future  income  from  currently  scheduled  HI  tax-rate  increases 
to  the  OASDI  program.  In  addition,  tax  rates  for  the  OASDI  pro- 
gram for  employers  and  employees,  each,  would  be  increased  (beyond 
the  increases  resulting  from  reallocation  of  scheduled  HI  tax-rate  in- 
creases, which  do  not  result  in  any  net  OASDHI  tax  rate  increase  over 
present  law). 

Specifically,  the  reallocations  from  HI  to  OASDI  would  be  0.1  per- 
cent each  for  1978-80  and  0.05  percent  each  for  1981  and  after.  Also,  the 
OASDI  contribution  rates  would  be  further  increased  from  5.0  per- 
cent each,  by  0.15  percent  each  in  1981,  an  additional  0.30  percent  each 
in  1985,  and  another  0.55  percent  each  for  1990-2010.  The  reallocations 
plus  the  rate  increases  result  in  OASDI  rates  of  5.05  percent  for  1979- 
80,  5.15  percent  for  1981-84,  5.45  percent  for  1985-89,  and  6  percent 
for  1990  and  after. 

3.  Changes  in  self-employed  contribution  rates  for  OASDI 

Your  conmiittee's  bill  would  restore  the  self-employed  rate  to  its 
original  level  of  one  and  one-half  times  the  employee  rate,  effective  in 
1981.  (Since  1972,  the  social  security  cash  benefits  contribution  rate  for 
the  self-employed  has  been  below  the  level  of  one  and  one-half  times 
the  employee  rate  that  was  originally  provided  when  the  self-employed 
were  first  covered  under  the  social  security  program  in  1951.) 

4-.  Change  in  allocation  to  the  disability  insurance  trust  fund 

The  committee  bill  would  allocate  an  additional  0.35  percent  of  tax- 
able payroll  in  the  early  years  and  even  higher  additional  allocations 
in  later  years  to  the  disability  insurance  trust  fund  to  assure  the  finan- 
cial soundness  of  the  disability  insurance  program. 

5.  Standby  authority  for  loans  to  the  OASDI  trust  funds  from  gen- 
eral revenues  loith  repayment  tax  provision 

Your  committee  is  especially  concerned  about  the  need  for  the  pub- 
lic— current  and  future  workers  as  well  as  social  security  beneficiaries — 
to  be  assured  that  the  program  will  be  able  to  meet  its  benefit  obliga- 
tions at  all  times.  While  the  other  actions  your  committee  has  taken 
would  restore  the  financial  soundness  of  the  program,  your  commit- 
tee believes  that  a  further  guarantee  of  the  future  financial  stability 
of  the  cash  benefit  program  is  necessary. 

Accordingly,  your  committee  has  included  provision  granting 
standby  authority  for  automatic  loans  to  the  social  security  cash  bene- 
fit trust  funds  from  Federal  general  revenues  whenever  the  assets  of  a 
cash  trust  funds  drop  below  a  25-percent  level  of  outgo.  Your  commit- 
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tee  emphasizes  its  belief  that,  under  reasonable  projections,  it  will  not 
become  necessary  for  such  loans  to  the  trust  funds  to  be  made.  If  such 
loans  are  made  in  the  future,  the  committee  bill  would  provide  for 
temporary  social  security  tax-rate  increases  of  0.1  percent  for  em- 
ployees and  employers,  each,  and  0.15  percent  for  the  self-employed, 
when  the  reserve  level  is  24  percent  or  less  and  the  loan  debt  exceeds 
$2  billion,  to  provide  funds  to  repay  the  loans ;  repayment  would  begin 
when  the  reserve  level  rises  above  30  percent. 

B.  REVISED  BENEFIT  STRUCTURE 

About  half  of  the  existing  long-range  deficit  in  the  OASDI  pro- 
gram is  the  result  of  unintended  effects  of  the  cost-of-living  increase 
provisions  of  present  law.  The  basic  problem  under  the  present  benefit 
structure  is  that  future  benefits  for  current  workers  will  reflect  in- 
creases in  both  wages  and  prices  that  occur  during  their  working  years. 
As  a  result,  replacement  rates — initial  benefits  as  a  percent  of  prere- 
tirement earnings — are  erratic  and  unpredictable  and,  under  current 
long  range  economic  assumptions,  are  projected  to  rise  significantly 
over  time.  About  one-half  of  the  long-range  deficit  is  due  to  rising 
replacement  rates  in  the  future. 

The  bill  would  prevent  the  unintended  rise  in  future  replacement 
rates  (and  costs),  and  assure  that  future  replacement  rates  would  re- 
main fairly  constant  at  a  level  approximately  5  percent  lower  than 
the  level  that  will  prevail  in  January  1979.  A  major  feature  of  the 
plan  is  that  the  worker's  earnings  (and  the  benefit  formula)  would 
be  indexed  to  reflect  the  change  in  wage  levels  that  has  occurred  dur- 
ing his  working  lifetime.  As  a  result,  benefits  would  be  based  on  the 
worker's  relative  earnings  position  averaged  over  his  working  lifetime. 

1,  Wage  indexing  of  earnings 

A  worker's  earnings  would  be  updated  (indexed)  to  just  prior  to 
when  the  worker  reaches  age  62,  becomes  disabled,  or  diies  to  reflect 
the  increases  in  average  wages  that  have  occurred  since  the  earnings 
were  paid.  (Under  present  law,  a  worker's  earnings  are  counted  in 
actual  dollar  value.)  The  worker's  earnings  would  be  indexed  by 
multiplying  the  actual  earnings  by  the  ratio  of  average  wages  in  the 
second  year  before  he  reaches  age  62,  becomes  disabled,  or  dies  to  the 
average  wages  in  the  year  being  updated. 

2,  Base  yeo/r  for  indexing 

A  worker's  earnings  would  be  indexed  by  average  wage  increases 
through  the  second  year  before  age  62  (the  age  of  first  eligibility), 
disability,  or  death.  Earnings  after  age  62  or  disability  would  be 
counted  in  actual  dollar  amount;  cost-of-living  increases  would  apply 
beginning  with  age  62,  disability,  or  death. 

3,  Computation  period 

Benefits  would  be  based  on  a  worker's  indexed  earnings  averaged 
over  the  number  of  years  after  1950  (or  age  21,  if  later)  up  to  the  year 
he  reaches  age  62,  becomes  disabled,  or  dies,  whichever  occurs  first 
(excluding  5  years  of  lowest  indexed  earnings  or  no  earnings).  As 
under  present  law,  the  computation  period  would  expand  from  23 
years  for  those  reaching  age  62  in  1979,  up  to  35  years  for  those  reach- 
ing age  62  in  1991  or  later. 
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4.  Benefit  formula 

The  benefit  formula  shown  below  would  be  applied  to  the  average 
indexed  monthly  earnings  (AIME)  of  workers  who  reach  age  62, 
become  disabled,  or  die  in  1979 : 

90  percent  of  the  first  $180  of  AIME,  plus 

32  percent  of  AIME  over  $180  through  AIME  of  $1,085,  plus 

15  percent  of  AIME  above  $1,085. 
For  those  who  become  eligible  for  benefits  in  the  future,  the  dollar 
amounts  (bend  points)  in  the  formula  would  be  adjusted  automati- 
cally (and  rounded  to  the  nearest  dollar)  as  average  wages  increase. 

5.  Maximum  family  benefit 

Maximum  family  benefits  would  bear  the  same  relationship  to  pri- 
mary insurance  amounts  (PIA)  as  they  do  under  present  law — rang- 
ing from  150  percent  to  188  percent  of  the  PIA.  The  family  maximum 
would  be  determined  by  applying  the  following  formula  to  the  work- 
er's PIA: 

150  percent  of  the  first  $230  PIA,  plus 
272  percent  of  PIA's  over  $230  through  $332,  plus 
134  percent  of  PIA's  over  $332  through  $433,  plus 
175  percent  of  PIA's  above  $433. 
In  the  future,  the  dollar  amounts  in  the  formula  would  be  increased 
(and  rounded  to  the  nearest  dollar)  based  on  increases  in  average 
wages. 

6,  Transition 

A  worker  who  reaches  age  62  after  1978  and  before  1989  would  be 
guaranteed  a  benefit  no  lower  than  he  would  have  received  under  pres- 
ent law  as  of  January  1979.  For  purposes  of  the  guarantee,  the  Jan- 
uary 1979  benefit  table  would  not  be  subject  to  future  automatic  benefit 
increases,  but  all  individual  benefits  would  be  subject  to  all  cost-of- 
living  increases  in  benefits  beginning  with  age  62.  This  guarantee 
would  not  apply  in  disability  and  death  cases. 

7,  Treatment  of  earnings  after  age  62  or  disability 

Earnings  subsequent  to  the  year  of  first  eligibility  (age  62)  or  onset 
of  disability  would  be  counted  at  actual  dollar  value  (i.e.,  unindexed) 
and  substituted  for  earlier  years  of  indexed  earnings  if  they  would 
increase  the  worker's  AIME  and  his  PIA. 

8,  Increase  in  delayed  retirement  credit 

For  workers  reaching  age  62  a^fter  1978,  the  current  delayed  retire- 
ment credit  of  1  percent  per  year  would  be  increased  to  3  percent  per 
year  beginning  at  age  65  and  taking  account  of  months  up  to  age  72 
for  which  benefits  are  not  paid.  (For  workers  eligible  for  retirement 
benefits  before  1979,  the  current  1 -percent  per  year  credit  would  con- 
tinue to  apply.) 

Estimated  number  of  people  affected  and  dollar  payments :  In  1983 
(the  first  year  increased  benefits  reflecting  the  3-percent  delayed  re- 
tirement credits  would  be  payable  based  on  credits  provided  for  1982) , 
100,000  people  would  get  higher  benefits,  and  $15  million  in  addi- 
tional payments  would  be  made  as  a  result  of  this  provision. 

9.  Freeze  the  minimum  benefit 

The  minimum  benefit  for  future  beneficiaries  would  be  frozen  at  an 
amount  equal  to  the  minimum  benefit  in  effect  in  January  1979  (esti- 
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mated  to  be  about  $121).  Benefits  based  on  the  minimum  would  be 
kept  up  to  date  with  rising  prices  only  after  age  62,  disability,  or 
death. 

Estimated  number  of  people  affected  and  dollar  payment:  Some 
150,000  people  would  be  affected  by  this  amendment,  and  benefit  pay- 
ments would  be  reduced  by  an  estimated  $7  million  in  the  first  full 
calendar  year,  1980. 

10.  Increase  in  the  special  minimum  henefit 

Under  present  law,  a  special  minimum  benefit  is  provided  for  long- 
term,  low-paid  workers  equal  to  $9  times  the  number  of  years  of  cov- 
erage a  worker  has  in  excess  of  10  and  up  to  30 ;  the  special  minimum 
benefit  is  not  subject  to  cost-of-living  increases  under  the  automatic 
adjustment  provisions.  The  bill  would  increase  the  $9  figure  to  $11.50 
and  provide  that  the  special  minimum  would  be  kept  up  to  date  with 
future  increases  in  the  cost  of  living  for  both  present  and  future  bene- 
ficiaries. Thus,  the  highest  possible  special  minimum  would  be  in- 
creased from  $180  to  $230  in  1979. 

Estimxited  number  of  people  affected  and  dollar  payments:  220,000 
people  would  get  increased  benefits  on  the  effective  date,  and  addi- 
tional benefit  payments  in  the  first  full  calendar  year,  1980,  would 
amount  to  an  estimated  $14  million. 

C.  COVERAGE 

Old-age,  survivors,  disability,  and  hospital  insurance  coverage 
Avould  be  extended  to  an  additional  6  million  jobs. 

1.  Federal  civilian  employees 

Under  present  law,  services  performed  in  Federal  civilian  employ- 
ment that  are  covered  under  a  staff-retirement  system  established  by 
a  law  of  the  United  States  are  excluded  from  social  security  coverage, 
as  are  services  performed  in  Federal  employment  by  the  President,  the 
Vice  President,  Members  of  the  U.S.  Congress,  legislative  employees 
of  the  U.S.  Congress,  inmates  of  Federal  penal  institutions,  certain 
student  employees  of  Federal  hospitals,  and  temporary,  emergency 
employees.  The  bill  would  extend  social  security  coverage  to  Federal 
services  performed  by  these  offices  and  employees.  The  bill  directs  the 
Secretary  of  Health,  Education,  and  Welf  are  to  conduct  a  study  with 
the  Civil  Service  Commission  to  make  recommendations  for  coordinat- 
ing benefits  and  costs  of  the  OASDI  and  Civil  Service  Eetirement  pro- 
grams in  such  a  way  that  Federal  workers  Avill  be  no  worse  off  so  far  as 
costs  and  benefits  are  concerned  compared  to  their  treatment  under 
present  law.  The  report  would  be  submitted  by  January  1, 1980. 

Effective  date:  January  1, 1982. 

2.  State  and  local  employees 

Under  present  law,  social  security  coverage  for  State  and  local  em- 
ployees generally  is  available  only  on  a  group  basis  through  voluntary 
agreements  between  the  States  and  the  Secretary  of  Health,  Educa- 
tion, and  Welfare.  Coverage  for  a  group  of  State  and  local  employees 
can  be  terminated  after  2  years'  notice  by  the  State  if  the  group  has 
been  covered  under  social  security  for  5  years  at  the  time  notice  is 
given,  or  by  the  Secretary  at  any  time,  if  he  finds  that  the  State  has 
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failed  or  is  unable  legally  to  comply  with  the  terms  of  the  agreement 
and  2  years'  notice  is  given.  The  bill  would  provide  compulsory  social 
security  coverage  for  State  and  local  employees  (including  employees 
of  Guam,  American  Samoa,  and  the  District  of  Columbia)  Avho  are  not 
compulsorily  covered  under  present  law. 
Effective  date :  January  1, 1982. 

The  bill  also  would  provide  that  coverage  could  not  be  terminated  by 
either  the  State  or  the  Secretary  of  Health,  Education,  and  Welfare 
before  compulsory  coverage  was  effective  unless  the  notice  was  given 
before  September  14,  1977.  In  such  cases  where  coverage  has  been  ter- 
minated it  would  be  restored  effective  January  1, 1982. 

Effective  date :  September  14, 1977. 

S,  Employees  of  nonprofit  organizations 

Under  present  law,  employees  of  certain  nonprofit  organizations,  de- 
scribed in  section  501  (c)(3)  of  the  Internal  Revene  Code,  are  excluded 
from  coverage  under  social  security  unless  the  organization  files  a 
certificate  expressing  a  desire  to  have  coverage  extended  to  its  em- 
ployees. Coverage  of  the  employees  of  an  organization  that  filed  such 
a  certificate  may  be  terminated  after  2  years'  notice  by  the  organiza- 
tion, if  the  employees  had  been  covered  under  social  security  for  at 
least  8  years  before  the  notice  Avas  given,  or  by  the  Secretary  of  the 
Treasury,  with  concurrence  of  the  Secretary  of  Health,  Education, 
and  Welfare,  at  any  time  if  he  finds  that  the  organization  has  failed 
or  is  unable  to  comply  with  the  law  and  60  days'  notice  is  given.  The 
bill  would  provide  compulsory  coverage  under  social  security  for  these 
employees  of  nonprofit  organizations. 

Effective  date :  January  1, 1982. 

The  bill  also  would  provide  that  coverage  could  not  be  terminated 
by  either  the  nonprofit  organization  or  the  Secretary  of  the  Treasury 
before  compulsory  coverage  was  effective  unless  the  notice  was  given 
before  September  14,  1977.  In  such  cases  where  coverage  has  been 
terminated,  it  would  begin  again  on  January  1, 1982. 

Effective  date :  September  14, 1977. 

Quarter-of -coverage  provision 

The  bill  would  grant  retroactive  quarter-of-coverage  credits  for 
eligibility,  but  not  benefit  computation  purposes,  to  employees  who 
were  in  Federal  civilian.  State,  or  local,  or  nonprofit  organization  em- 
ployment to  which  social  security  coverage  was  extended  under  this 
bill  on  January  1,  1982,  if  the  employees  earned  at  least  six  quarters 
of  coverage  in  such  employment  after  1981.  The  quarters  of  cov- 
erage would  be  granted  based  on  periods  of  employment  prior  to 
January  1,  1982,  which  were  in  the  same  category  of  employment  and 
which  were  excluded  from  social  security  coverage. 

Effective  date :  January  1, 1982. 

5.  Totalization 

Under  present  law,  there  is  no  authority  in  the  Social  Security  Act 
for  entering  into  agreements  with  other  countries  to  provide  for  co- 
ordination between  the  social  security  systems  of  the  United  States 
and  of  other  countries.  The  bill  would  authorize  the  President  to  enter 
into  bilateral  agreements  (of  a  kind  generally  known  as  totalization 
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agreements)  with  interested  foreign  countries  to  provide  for  limited 
coordination  between  this  country's  social  security  system  and  those 
of  other  countries,  subject  to  congressional  oversight.  Draft  agree- 
ments worked  out  with  Italy  and  West  Germany  have  been  imple- 
mented by  their  laws  but  cannot  become  effective  agreements  in  the 
United  States  until  the  Congress  enacts  the  authority  provided  in 
this  bill. 
Effective  date :  Upon  enactment. 

6,  Exclusion  of  limited  partnership  income 

Under  present  law  each  partner's  share  of  partnership  income  is  in- 
cludable in  his  net  earnings  from  self-employment  for  social  security 
purposes,  irrespective  of  the  nature  of  his  membership  in  the  part- 
nership. The  bill  would  exclude  from  social  security  coverage,  the  dis- 
tributive share  of  income  or  loss  received  by  a  limited  partner  from 
the  trade  or  business  of  a  limited  partnership.  This  is  to  exclude  for 
coverage  purposes  certain  earnings  which  are  basically  of  an  invest- 
ment nature.  However,  the  exclusion  from  coverage  would  not  extend 
to  guaranteed  payments  (as  described  in  section  707(c)  of  the  Internal 
Revenue  Code),  such  as  salary  and  professional  fees,  received  for 
services  actually  performed  by  the  limited  partner  for  the  partner- 
ship. 

Effective  date:  Taxable  years  beginning  after  December  31,  1977. 

7.  Social  security  employer  taxes  on  tips  when  deemed  as  icages  for  the 

Federal  minimum  wage 

Under  the  Fair  Labor  Standards  Act  of  1938,  an  employer  can  pay 
an  employee  less  than  the  Federal  minimum  wage  by  an  amount  equal 
to  the  tips  received  by  the  employee  but  not  less  than  50  percent  of  the 
minimum  wage.  Social  security  taxes  are  not  paid  by  the  employer  on 
the  amount  of  tips  deemed  to  be  wages.  Under  the  bill,  employers 
would  be  liable  for  the  employers'  share  of  the  social  security  taxes  on 
the  deemed  wages  up  to  the  minimum  wage. 

Effective  date:  Wages  paid  for  employment  performed  after  De- 
cember 31,  1977. 

8,  Clergymen 

Under  present  law,  the  services  of  a  clergyman  are  covered  under 
the  self-employment  provisions  of  the  Social  Security  Act  unless  the 
clergyman  files  an  application  for  an  irrevocable  exemption  from 
coverage  on  the  grounds  that  he  is  opposed  either  conscientiously  or 
because  of  religious  principles  to  the  acceptance  of  public  insurance 
such  as  social  security.  Under  the  bill,  a  clergyman  who  filed  an  appli- 
cation for  exemption  in  the  past  would  be  given  an  opportunity  to 
revoke  his  exemption  and  obtain  social  security  coverage  prospectively. 

Effective  date :  Taxable  years  ending  on  or  after  enactment. 

9.  Other  State  and'  local  cha/nges 

Other  changes  relate  to  social  security  coverage  of  policemen  and 
firemen  in  Mississippi  and  Illinois  who  are  under  staff  retirement  sys- 
tems, and  social  security  coverage  of  State  and  local  employees  in  New 
Jersey  under  the  divided  retirement  system  procedure,  and  the  special 
provision  in  the  law  applying  to  the  Wisconsin  retirement  fund. 

E ffective  date :  Upon  enactment. 
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D.  EQUAL  TREATMENT  OF  MEN  AND  WOMEN 

/.  Equal  rights 

a.  Father's  henefits 

Benefits  would  be  provided  for  young  husbands  and  fathers  who 
have  in  their  care  a  child  who  is  under  age  18,  or  disabled,  and  who  is 
entitled  to  benefits. 

Effective  date:  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  2,000 
eople  would  become  eligible  for  benefits  or  eligible  for  larger  bene- 
ts  on  the  effective  date.  About  $2  million  in  additional  benefits  would 
be  paid  in  the  first  full  year  of  operation. 

&.  BcTvefits  for  divorced  men 

Benefits  would  be  provided  for  aged  divorced  husbands  and  aged 
or  disabled  divorced  widowers. 

Effective  date:  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  2,000 
people  would  become  eligible  for  benefits  or  eligible  for  larger  benefits 
on  the  effective  date.  About  $3  million  in  additional  benefits  would  be 
paid  in  the  first  full  year  of  operation. 

c.  Remarriage  of  widowers  before  age  60 

A  widower  would  be  permitted  to  obtain  benefits  on  a  deceased 
wife's  earnings  record  if  he  is  not  married  at  the  time  he  applies  for 
widower's  benefits,  as  widows  now  can,  instead  of  if  he  has  not  re- 
married, as  present  law  provides. 

Effective  date:  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  Very 
few  people  would  be  affected  and  the  additional  benefits  would  be 
negligible. 

d.  Transitional  insured  status  hervefits 

Husband's  and  widower's  benefits  would  be  provided  under  the  tran- 
sitionally  insured  status  amendment  of  1965. 

Effective  date:  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  Very 
few  people  would  be  affected  and  the  additional  payments  would  be 
negligible. 

e.  Special  age-72  payment  amounts  for  certain  uninsured 

individuals 

When  both  members  of  a  couple  are  receiving  special  age-72  pay- 
ments, the  amount  of  the  payments  would  be  divided  equally  between 
the  two,  instead  of  giving  the  husband  a  full  benefit  and  the  wife  one- 
half  the  husband's  benefit. 

Effective  date :  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  2,000 
couples  would  be  affected.  Provision  would  have  no  cost. 
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/.  Bene-fits  of  spouses  of  childhood  disability  or  disabled  worker 
beneficiaries 

Benefits  of  the  spouse  of  a  female  disabled  worker  beneficiary  or 
childhood  disability  beneficiary  would  be  terminated  if  she  ceases  to  be 
disabled,  as  is  now  the  case  if  the  disabled  worker  or  childhood  disa- 
bility beneficiary  is  a  male.  (Beneficiaries  whose  benefits  are  termi- 
nated under  this  provision  would  be  able  to  become  reentitled  to  bene- 
fits as  a  result  of  provisions  eliminating  marriage  or  remarriage  as  a 
factor  in  terminating  or  reducing  benefits,  which  has  a  later  effective 
date.) 

Effective  date :  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  The 
number  of  people  affected  would  be  very  small  and  the  payments  would 
be  negligible. 

g.  Benefit  rights  of  illegitimate  children 
An  illegitimate  child's  status  for  purposes  of  entitlement  to  child's 
insurance  benefits  would  be  determined  with  respect  to  the  child's 
mother  in  the  same  way  as  it  is  now  determined  with  respect  to  the 
child's  father. 

Effective  date:  Effective  with  respect  to  benefit  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  Very 
few  people  would  be  affected  and  the  additional  payments  would  be 
negligible. 

A.  Waiver  of  civil  service  survivors'^  a/anuities 

A  widower,  as  well  as  a  widow,  would  be  permitted  to  waive  pay- 
ment of  a  Federal  benefit  attributable  to  credit  for  military  service 
performed  before  1957  in  order  to  have  the  military  service  credited 
toward  eligibility  for,  or  the  amount  of,  a  social  security  benefit. 

Effective  date :  Effective  with  respect  to  benefits  for  months  after 
December  1977. 

Estimated  number  of  people  affected  and  dollar  payments :  A  negli- 
gible number  of  people  would  be  affected.  The  provision  would  have 
no  cost. 

^.  Crediting  of  self -employment  income  in  community  property 
States 

The  self -employment  income  of  a  married  couple  in  a  community 
property  State  would  be  credited  for  social  security  purposes  to  the 
spouse  who  exercises  more  management  and  control  over  the  trade  or 
business,  instead  of  being  deemed  the  husband's,  unless  the  wife  exer- 
cises substantially  all  of  the  management  and  control  of  the  business, 
as  present  law  provides.  Where  the  husband  and  wife  exercised  the 
same  amount  of  management  and  control,  the  self -employment  income 
would  be  divided  equally  between  both  the  husband  and  wife. 

Effective  date:  Effective  with  respect  to  taxable  years  beginning 
after  December  1977. 

Estimated  number  of  people  affected  and  dollar  payments:  A  negli- 
gible number  of  people  would  be  affected.  Provision  would  have  no 
cost. 
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2.  Elimination  of  marriage  (or  remamage)  as  a  har  to  entitlement  to 

dependents^  or  survivors^  heroefits^  and  as  an  event  lohich  termi- 
nates entitlement  to^  or  reduces^  such  henefits. 
Entitlement  to  benefits  as  a  divorced  wife  or  husband,  widow  or 
widower,  or  surviving  divorced  widow  or  widower  (including  those 
with  an  entitled  child  in  their  care),  parent,  or  child  would  not  be 
barred  or  terminated  because  of  marriage  or  remarriage.  Neither 
would  remarriage  serve  to  cause  any  reduction  in  the  benefits  paid  aged 
widows  or  widowers. 

Effective  date :  Effective  with  respect  to  benefits  for  months  after 
December  1978. 

Estimated  number  of  people  affected  and  dollar  payments :  670,000 
people  would  become  eligible  for  benefits  or  eligible  for  larger  benefits 
on  the  effective  date.  About  $1.4  billion  in  additional  benefits  would  be 
paid  in  the  first  full  calendar  year,  1980. 

3.  Reduced  duration-of -marriage  requirement  for  divorced  spouses. 
The  length  of  time  a  divorced  person  must  have  been  married  to  a 

worker  in  order  for  benefits  to  be  payable  to  the  person  as  an  aged 
divorced  spouse  or  aged  or  disabled  surviving  divorced  spouse  would 
be  reduced  from  20  years  to  5. 

Effective  date:  Effective  with  respect  to  benefits  for  months  after 
December  1978. 

Estimated  number  of  people  affected  and  dollar  payments:  70,000 
people  would  become  eligible  for  benefits  or  eligible  for  larger  benefits 
on  the  effective  date.  About  $160  million  in  additional  benefits  would 
be  paid  in  the  first  full  calendar  year,  1980. 

^.  Study  of  proposals  to  eliminate  dependency  and  sex  discrimination 
The  Secretary  of  Health,  Education,  and  Welfare  would  be  directed 
to  carry  out  a  detailed  study  of  proposals  (1)  to  eliminate  depend- 
ency as  a  requirement  for  entitlement  to  social  security  spouse's  bene- 
fits, and  (2)  to  bring  about  the  equal  treatment  of  men  and  women 
(in  any  and  all  respects  under  the  program).  A  full  and  complete  re- 
port on  the  study  shall  be  submitted  to  the  Congress  within  6  months 
of  enactment  of  the  bill. 

E.   IMPROVEMENT  OF  THE  EARNINGS  TEST 

1.  Increase  in  annual  exempt  amount  of  earnings 

The  amount  that  a  beneficiary  age  65  or  over  but  under  age  72  may 
earn  in  a  year  and  still  be  paid  full  social  security  benefits  for  the 
year  would  be  increased  from  the  present  $3,000  in  1977  to  $4,000  in 
1978  and  $4,500  in  1979  with  future  automatic  increases  as  wage  levels 
rise.  The  amount  that  a  beneficiary  under  age  65  could  earn  and  still  be 
paid  full  benefits  would  be  determined  under  present  law. 

Effective  date :  Taxable  years  endins:  after  December  1977. 

Number  of  people  affected  and  dollar  payments:  For  1978,  800,000 
people  would  receive  increased  payments;  100,000  people  who  get  no 
payments  under  present  law  could  get  some  payment.  For  1979,  800,000 
people  would  receive  increased  payments ;  100,000  people  who  get  no 
payments  under  present  law  could  get  some  payments.  Additional 
benefits  amounting  to  $0.3  billion  would  be  paid  out  in  1978  and  $0.5 
billion  in  1979. 
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^.  Elimination  of  the  monthly  earnings  test 

Under  present  law,  full  benefits  are  paid  to  a  beneficiary,  regardless 
of  the  amount  of  annual  earnings,  for  any  month  in  which  the  bene- 
ficiary neither  works  for  wages  in  excess  of  the  monthly  measure  ($250 
in  1977;  more  in  later  years)  nor  renders  substantial  services  in  self- 
employment.  The  bill  would  eliminate  the  monthly  measure  of  retire- 
ment and  convert  the  retirement  test  to  a  strictly  annual  test  for  years 
after  the  initial  year  of  retirement. 

Effective  date :  Taxable  years  ending  after  December  1977. 

Number  of  people  affected  and  dollar  payments:  About  250,000 
people  would  be  affected  during  the  first  full  year.  Benefit  payments 
would  be  reduced  by  about  $0.2  billion  each  year. 
S.  Foreign  work  test 

The  number  of  days  that  a  beneficiary  under  age  72  who  works  out- 
side the  United  States  in  noncovered  employment  can  work  in  a  month 
and  still  be  eligible  for  a  benefit  for  that  month  would  be  increased 
from  6  to  8  in  1978  and  to  11  in  1979  and  thereafter. 

Nwriber  of  people  affected  and  dollar  payments :  It  is  estimated  that 
the  proposed  changes  would  be  a  liberalization  for  about  one-half  of 
the  1,500  beneficiaries  (out  of  the  approximately  300,000  beneficiaries 
who  live  in  foreign  nations)  who  now  lose  benefits  because  of  work 
activity. 

The  cost  of  such  a  change  would  be  negligible. 

F.  ANNUAL  WAGE  REPORTING 

Under  present  law,  employers  will  report  their  employees'  wages 
for  social  security  and  income  tax  purposes  annually  on  forms  W-2 
beginning  with  wages  paid  in  1978.  Employers  are  required  to  report 
quarterly  wage  data  on  the  forms  W-2  to  enable  the  Social  Security 
Administration  to  determine  whether  a  worker  has  enough  quarters 
of  coverage  to  be  eligible  for  social  security  benefits.  The  bill  would 
change  the  quarter-of -coverage  measure  and  certain  automatic  provi- 
sions of  the  social  security  law  so  that  annual  data  would  be  used,  in- 
stead of  quarterly  data.  Under  the  bill,  employers  would  no  longer 
have  to  report  quarterly  data  on  the  forms  W-2  and  they  and  the 
Government  would  realize  the  maximum  advantages  that  annual  re- 
porting was  designed  to  achieve. 

The  most  significant  program  change  would  be  a  provision  setting 
out  how  annual  wages  would  be  credited  in  terms  of  quarters  of  cov- 
erage. Under  present  law,  a  worker  generally  receives  credit  for  a 
quarter  of  coverage  for  a  calendar  quarter  in  which  he  received  at 
least  $50  in  wages.  Under  your  committee  bill,  a  worker  would  re- 
ceive one  quarter  of  coverage  (up  to  a  total  of  four)  for  each  $250 
of  earnings  in  a  year,  and  the  $250  measure  would  be  increased  auto- 
matically every  year  to  take  account  of  increases  in  average  wages. 

Effective  date :  January  1, 1978. 

G.  OTHER  PROVISIONS 

1.  Eliminate  windfall  cost-of-living  increases 

Under  your  committee's  bill,  future  benefit  increases  for  people 
receiving  actuarially  reduced  benefits,  would  be  reduced  in  proportion 
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to  the  reduotion  in  the  person's  basic  benefit.  (Under  present  law,  the 
faiiliire  to  fully  reduce  the  amount  of  the  increase  results  in  increases 
beyond  those  needed  to  keep  up  witli  changes  in  the  cost  of  living.) 
The  provision  would  apply  to  people  w'ho  reecive  reduced  benefits 
after  December  1977 ;  special  rules  would  apply  to  those  already  on  the 
rolls. 

Ejfective  date :  Benefit  increases  after  1977. 

Estimated  nwnher  of  people  affected  and  dollar  payments:  About 
15  million  people  would  have  their  benefits  affected  by  the  provision 
at  the  time  of  the  June,  1978  cost-of-living  benefit  increase,  and  there 
would  be  a  iprogram  saving  of  $90  million  in  calendar  year  1978. 

2,  Limitation  on  retroactive  henefits 

Under  present  law,  a  person  who  files  an  application  after  he  is  first 
eligible  for  benefits  may  be  paid  benefits,  including  actuarially  re- 
duced benefits,  for  a  retroactive  period  up  to  12  months  before  the 
month  in  which  the  application  is  filed,  if  all  conditions  of  entitle- 
ment are  met  for  those  months.  Under  the  bill,  except  in  those  cases 
where  the  benefits  were  disability-related  or  where  unreduced  depend- 
ents benefits  were  involved,  monthly  cash  benefits  would  not  be  paid 
retroactively  for  months  before  the  month  in  which  the  application 
was  filed  when  such  retroactivity  would  result  in  permanently  re- 
duced benefits. 

Effective  date:  With  applications  filed  on  or  after  January  1, 1978. 

Numher  of  people  affected  and  dollar  payments:  In  1978,  an  esti- 
mated 1  million  people  would  be  affected  by  the  change.  Reductions  in 
benefit  pavments  would  range  from  $0.3  billion  in  1978  to  $0.6  billion 
in  1982. 

3,  Early  payment  of  social  security  and  SSI  henefit  checks  in  certain 

situations 

Under  present  law,  social  security  benefit  payments  for  a  particular 
month  are  payable  after  the  end  of  that  month,  and  payment  is  nor- 
mally made  on  the  third  day  of  the  month ;  SSI  benefit  checks  for  a 
particular  month  are  delivered  on  the  first  day  of  that  month.  Under 
the  bill,  when  the  delivery  date  falls  on  a  Saturday,  Sunday,  or  legal 
public  holiday,  social  security  and  SSI  checks  would  be  delivered  on  an 
earlier  date. 

Effective  date :  Upon  enactment. 

III.  General  Discussion 

A.  FINANCING 

Over  the  years  your  committee  and  the  Congress  have  devoted  more 
attention  to  financing  than  any  other  aspect  of  the  social  security  pro- 
gram in  order  to  assure  that  funds  will  be  available  to  meet  benefit  pay- 
ments as  they  fall  due.  Whenever  benefit  improvements  have  been 
enacted,  your  committee  has  recommended,  and  the  Congress  has  pro- 
vided, financing  arrangements  that,  based  on  the  best  available  eco- 
nomic and  demographic  assumptions,  assured  the  future  financial 
soundness  of  the  program  over  the  long-range  future. 

When  the  Congress  last  enacted  major  social  security  legislation,  in 
1973,  the  program  was  adequately  financed,  both  in  the  short  run  and 
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over  the  long  term,  based  on  then-current  assumptions  which  were 
considered  reasonable  by  economists  and  actuaries  at  that  time.  It  was 
assumed  at  that  time  that  over  the  long  range  wages  would  rise  at  an 
average  annual  rate  of  5  percent  and  prices  at  an  average  annual  rate  of 
2%  percent  and  that  the  fertility  rate  would  be  around  2.5.^ 

Under  these  assumptions,  trust  fund  levels  would  have  stabilized 
around  1978  at  about  60-65  percent  of  a  year's  outgo;  over  the  long 
term,  the  estimated  actuarial  balance  was  about  —0.5  percent  of  tax- 
able payroll,  which  was  not  unreasonable,  given  the  inherent  uncer- 
tainty of  making  economic  and  demographic  assumptions  for  a  dy- 
namic system  with  built-in  cost-of-living  increases  over  a  75-year  pe- 
riod. . 

Since  1973,  the  Nation  has  experienced  much  higher  rates  of  infla- 
tion and' unemployment  as  well  as  declines  in  the  fertility  rate  and 
real  wage  growth.  As  a  result  of  recent  and  current  economic  experi- 
ence, the  social  security  trust  funds  have  been  experiencing  annual 
deficits  since  1975  and  deficits  are  projected  to  continue  in  the  future. 
In  addition,  the  assumptions  on  which  estimates  of  social  security  in- 
come and  outgo  over  the  long  term  are  based  have  been  revised  to 
reflect  what  now  is  considered  a  more  realistic  view  of  the  future.  As 
a  result,  the  long-range  deficit  has  increased  to  over  8  percent  of  tax- 
able payroll. 

The  recent  sharp  decline  in  birth  rates  means  that  the  number  of 
people  working  and  paying  social  security  contributions  in  the  future 
will  be  smaller  in  relation  to  the  number  of  people  drawing  social  se- 
curity benefits.  For  example,  today  there  are  about  three  workers  for 
every  person  getting  social  security  benefits ;  in  the  next  century,  it  is 
expected  that  there  will  be  only  about  two  workers  for  every  bene- 
ficiary. Consequently,  the  cost  of  the  program  per  worker  will  rise. 

About  half  of  the  long-range  deficit  under  present  law  is  due  to  re- 
vised demographic  assumptions  and  the  other  half  is  the  effect  of 
changes  in  the  long-range  economic  assumptions  on  replacement  rates — 
initial  benefit  levels  as  a  percent  of  pre-retirement  earnings. 

Whereas  replacement  rates  would  have  been  relatively  constant 
in  the  future  under  the  economic  assumptions  made  when  the  automatic 
adjustment  provisions  were  enacted  in  1972,  replacement  rates  under 
the  revised  assumptions  are  now  expected  to  rise  in  the  future,  par- 
ticularly after  the  mid-1990's.  The  decoupling  plan  proposed  by  your 
committee  would  prevent  replacement  rates  from  rising  in  the  future. 
The  proposal  would  reduce  the  long-range  deficit  by  more  than  one- 
half — from  8.2  percent  to  3.49  percent  of  payroll.  However,  since  the 
present  benefit  structure  does  not  have  significant  cost  effects  until  the 
mid-1980's  and  later,  decoupling  would  not  impact  significantly  on 
benefit  outgo  until  after  the  mid-1980's  and  it  does  not  take  care  of  the 
increased  costs  due  to  recent  inflation,  the  decline  in  the  birth  rate  or 
the  increase  in  the  incidence  of  disability. 

In  order  to  eliminate  the  short-range  deficit  due  to  recent  and 
current  economic  experience  and  to  reduce  the  longer-range  deficit  due 
to  demographic  shifts  and  disability  experience,  the  committee  bill 
includes  changes  in  social  security  tax  rates  for  employees,  employers. 


iHlgh-  and  low-cost  estimates  were  prepared  based  on  fertility  rates  of  2.3  and  2.8. 
respectively. 
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and  the  self-employed,  and  increases  in  the  contribution  and  benefit 
base  for  employees,  employers,  and  the  self-employed. 

While  the  financing  provisions  of  the  bill  would  not  completely 
assure  the  long-range  soundness  of  the  program  for  all  of  the  cus- 
tomaiy  75-year  valuation  period,  your  committee  believes  that  because 
there  is  considerable  uncertainty  about  future  demographic  and  eco- 
nomic developments — changes  in  birth  rates,  labor- force  participation 
of  women  and  the  aged,  and  productivity  gains— it  is  not  now  neces- 
sary to  take  steps  to  assure  the  program's  financing  for  the  full  75- 
year  period.  The  legislation  eliminates  the  medium-range  deficits 
(over  the  next  25)  years  and  provides  adequate  financing  well  into 
the  next  centuiy.  Your  committee  keeps  continuously  abreast  of  devel- 
opments affecting  social  security  financing  and  expects  to  make  rec- 
ommendations in  the  relatively  near  future  to  respond  to  the  recent 
and  unexpected  rise  in  the  projected  cost  of  the  disability  insurance 
program. 

1.  Increase  in  contribution  and  benefit  base 

Your  committee's  bill  provides  for  increasing  the  contribution  and 
benefit  base — in  four  steps — to  a  level  where  about  90  percent  of  all 
payroll  in  covered  employment  would  be  taxable  for  social  security 
purposes  (and  about  93  percent  of  all  workers  would  have  their  full 
earnings  credited  for  benefit  purposes).  When  the  social  security 
program  began  in  1937,  about  92.5  percent  of  all  payroll  in  covered 
employment  was  covered,  and  about  97  percent  of  the  workers  in 
covered  employment  had  their  full  earnings  counted  .for  benefit  pur- 
poses. Your  committee  believes  that  it  would  be  desirable  to  move 
toward  taxing  a  higher  proportion  of  total  payroll  in  covered  em- 
ployment than  the  85  percent  that  is  now  taxable. 

Accordingly,  your  committee's  bill  provides  for  ad  hoc  increases  in 
the  contribution  and  benefit  base  in  1978,  1979,  1980,  and  1981.  After 
1981,  the  base  would  be  automatically  adjusted  to  keep  up  with  aver- 
age wage  levels  in  the  same  way  the  present-law  base  is  adjusted.  As  a 
result  of  the  automatic  adjustment,  the  proportion  of  total  payroll 
covered  by  the  base  will  be  eliminated  at  a  constant  level  over  the  long 
run. 

The  following  table  shows  the  contribution  and  benefit  bases  pro- 
jected under  present  law  and  under  your  committee's  bill : 


Years  Present  law  Committee  bill 


1978   $17, 700  1  $19,  900 

1979   18,  900  1  22, 900 

1980   20,  400  1  25,  900 

1981   21,  900  »  27,  900 

1982   23, 400  30, 000 

1983   24, 900  31, 800 

1984   26, 400  33, 600 

1985   27, 900  35, 400 

1986   29, 400  37, 500 

1987   31, 200  39, 600 


^  Ad  hoc  increases. 

Special  provisions  are  included  in  your  committee's  bill  to  exempt 
the  ad  hoc  earning  base  increase  from  tier-II  of  the  Kailroad  Retire- 
ment Act  and  the  Pension  Benefit  Guaranty  Corporation  (PBGC). 
Those  provisions  are  discussed  in  some  detail  in  item  G-4. 
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2.  Changes  in  OASDHI  tax  rates 

Since  raising  the  contribution  and  benefit  base  would  result  in  addi- 
tional income  to  the  HI  program,  it  is  possible,  under  your  committee's 
bill,  to  transfer  a  portion  of  future  tax  rate  increases  already  sched- 
uled for  HI  to  the  OASDI  program,  without  adversely  affecting  the 
status  of  the  HI  trust  fund.  The  bill  therefore  would  provide  for  allo- 
cating a  portion  of  future  income  from  HI  tax-rate  increases  already 
scheduled  in  the  law  to  the  OASDI  program  as  a  way  of  meeting  part 
of  currently  projected  OASDI  income  shortfalls.  Of  the  0.20  percent 
HI  tax-rate  increase  scheduled  for  employers  and  employees  each  in 
present  law  for  1978,  0.10  percent  would  be  shifted  to  OASDI  for  the 
years  1978  through  1980,  and  0.05  percent  would  be  shifted  in  1981  and 
thereafter. 

The  tax  rates  for  the  OASDI  program  for  employers  and  employees, 
each,  would  be  increased  (beyond  the  increases  resulting  from  realloca- 
tion of  scheduled  HI  tax-rate  increases,  which  do  not  result  in  any  net 
OASDHI  tax  rate  increase  over  present  law)  by  0.15  percent,  0.35 
percent,  and  0.55  percent  in  1981,  1985,  and  1990,  respectively.  Thus, 
by  1990  the  overall  tax  rate  increase  would  amount  to  a  1.0  percent 
each,  brings  the  total  combined  OASDHI  tax  rates  to  7.45  percent 
each,  the  level  scheduled  in  present  law  for  the  year  2011  and  there- 
after. The  present  law  rates  and  the  rates  under  your  committee's  bill 
are  shown  below. 

TAX  RATES  FOR  EMPLOYER  AND  EMPLOYEE,  EACH,  PRESENT  LAW  AND  COMMITTEE  BILL 

[In  percent] 


OASDI  HI  Total 


Years  Present  law  Bill     Present  law  Bill     Present  law  Bill 


1977   4.95  4.95  0.90  0.90  5.85  5.85 

1978-80   4.95  5.05  1.10  1.00  6.05  6.05 

1981-84   4.95  5.15  1.35  1.30  6.30  6.45 

1985    _.  4.95  5.45  1.35  1.30  6.30  6.75 

1986-89   4.95  5.45  1.50  1.45  6.45  6.90 

1990-2010  -   4.95  6.00  1.50  1.45  6,45  7.45 

2011  and  later..   5.95  6.00  1.50  1.45  7.45  7.45 


3.  Changes  in  self-employed  tax  rates  for  OASDI 

Your  committee's  bill  provides  for  changes  in  the  OASDI  tax  rate 
applied  to  self -employment  income  so  as  to  reestablish  the  original 
ratio  of  li/^  times  the  employee  rate.  When  the  self-employed  were 
first  covered  under  the  social  security  program  in  1951,  the  con- 
tribution rate  for  them  for  cash  benefits  was  three-fourths  of  the  com- 
bined employee-employer  rate,  which  is  the  equivalent  of  one  and  one- 
half  times  the  rate  paid  by  employees.  Since  a  self-employed  person 
gets  the  same  protection  that  an  employee  with  the  same  earnings  gets 
under  the  program,  there  is  a  financial  disadvantage  to  the  program 
in  covering  the  self-employed  person,  as  compared  to  covering  an 
employee,  unless  the  self-employed  person  pays  contributions  at  a 
rate  as  high  as  the  combined  employee-employer  rate.  On  the  other 
hand,  though,  looked  at  from  the  standpoint  of  an  individual  con- 
tributing toward  his  own  protection,  the  self-employed  individual 
could  easily  feel  that  he  was  being  overcharged  if  he  were  required  to 
pay  social  security  contributions  over  a  lifetime  at  the  combined  em- 
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ployee-employer  rate.  The  self-employed  rate  of  one  and  one-half 
times  the  employee  rate  that  was  established  when  the  self-employed 
were  first  covered  represents  a  reasonable  compromise  between  these 
alternatives. 

In  the  last  several  years,  the  social  security  cash  benefits  contribu- 
tion rate  for  the  self-employed  has  been  below  the  level  of  one  and 
one-half  times  the  employee  rate  that  was  originally  provided.  Your 
committee  believes  that  the  self-employed  rate  should  be  restored  to 
its  original  levels  of  one  and  one-half  times  the  employee  rate  and 
has  included  such  a  change  in  the  bill. 

TAX  RATES  FOR  THE  SELF-EMPLOYED,  PRESENT  LAW  AND  COMMITTEE  BILL 
[In  percent] 

OASDI  HI  Total 


Years  Present  law  Bill     Present  law  Bill     Present  law  Bill 


1977    7.00  7.00  0.90  0.90  7.90  7.90 

1978-80    7.00  7.10  1.10  1.00  8.10  8.10 

1981-84    7.00  7.70  1.35  1.30  8.35  9.00 

1985   7. 00  8. 20  1. 35  1. 30  8. 35  9  50 

1986-89    7.00  8.20  1.50  1.45  8.50  9.65 

1990  and  later   7. 00  9. 00  1. 50  1. 45  8. 50  10. 45 


J^,  Change  in  allocation  to  the  disability  insurance  trust  fund 

The  committee  bill  would  revise  the  allocation  of  tax  income  to  the 
disability  insurance  trust  fund,  beginning  in  1978,  to  assure  the  finan- 
cial soundness  of  the  disability  insurance  program.  The  present-law 
and  proposed  allocation  schedules  are  shown  below : 

ALLOCATION  TO  DISABILITY  INSURANCE  TRUST  FUND 
(In  percent) 


Taxable  wages,  employer- 
employee — each  Self-employment  income 


Calendar  year  Present  law  Bill     Present  law  Bill 


1977..       0.575  0.575  0.815  0.815 

1978    0.600  0.775  0.850  1.090 

1979-80      .600  .750  .850  1.055 

1981-84    .650  .800  .920  1.200 

1985       .650  .900  .920  1.350 

1986-89    .700  .900  .990  1.350 

1990-2010     .700  1.100  .990  1.650 

2011and  later   ,850  1.100  1.000  1.650 


This  new  re-allocation  will  increase  disability  insurance  financing  by 
0.56  percent  on  a  long-term  basis. 

Your  committee  realizes  the  necessity  of  allocating  money  to  the 
disability  insurance  trust  fund  which  could  otherwise  be  exhausted 
in  late  1978.  It  regrets,  however,  that  it  must  once  again  make  a  re- 
allocation to  this  program  without  dealing  legislatively  with  some  of 
the  problems  which  may  be  contributing  to  adverse  experience  in  dis- 
ability. The  decoupling- wage  indexing  provisions  in  this  bill  with  no 
transition  guarantee  will  have  the  effect  of  reducing  some  of  the  work- 
disincentive  aspects  of  the  current  benefit  formula.  However,  action 
may  be  necessary  in  other  aspects  of  the  program  such  as  the  Federal- 
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State  administrative  structure  (including  the  appeals  process),  the 
definition  of  disability,  other  rehabilitation  and  work-incentives  provi- 
sions, and  the  treatment  of  the  blind  as  compared  to  other  groups  of 
disabled  people.  It  was  decided  by  the  Subcommittee  on  Social  Security 
that  there  was  not  time  to  go  into  all  the  complex  issues  in  disability 
and  enact  legislation  this  year.  However,  the  Subcommittee  on  Social 
Security  plans  to  take  up  disability  in  phase  II  of  this  legislation  im- 
mediately in  the  next  session.  Your  committee  understands  that  the 
Department  of  Health,  Education,  and  Welfare  is  exploring  various 
amendments  to  the  disability  program  and  will  present  them  to  the 
Congress  early  next  year.  This  will  help  the  Subcommittee  in  finding 
solutions  to  these  difficult  problems. 

5.  Standby  authority  for  loans  to  the  OASDI  trust  funds  from  general 
revenues 

Your  committee  is  especially  concerned  about  the  need  for  the  public 
in  general — current  and  future  workers  as  well  as  social  security  bene- 
ficiaries— to  be  assured  that  the  program  will  be  able  to  meet  its  bene- 
fit obligations  at  all  times.  While  the  other  actions  your  committee  has 
taken  would  restore  the  financial  soundness  of  the  program  into  the 
next  century  your  committee  believes  that  a  further  guarantee  of  the 
future  financial  stability  of  the  program  is  necessary. 

Accordingly,  your  committee  has  included  a  provision  granting 
standby  authority  for  automatic  loans  to  the  OASDI  trust  funds 
appropriating  funds  from  Federal  general  revenues  whenever  the  as- 
sets of  a  cash  trust  fund  drops  below  a  specified  level  in  relation  to  an- 
nual outgo.  Specifically,  if  at  the  end  of  any  calendar  year  the  assets  of 
the  OASI  or  DI  trust  fund  amounted  to  less  than  25  percent  of  the 
outgo  from  the  fund  in  the  calendar  year,  an  automatic  loan  would  be 
made.  The  amount  of  the  loan  would  be  equal  to  the  difference  between 
the  year-end  balance  in  the  fund  and  27i/^  percent  of  the  year's  outgo. 
The  loans  would  be  automatically  repaid  with  accrued  interest,  when 
assets  of  the  fund  at  the  end  of  a  year  exceeded  30  percent  of  the  year's 
outgo  from  the  fund.  To  provide  for  automatic  repayment,  in  case  a 
loan  was  made,  there  would  be  temporary  social  security  tax-rate  in- 
creases of  0.1  percent  for  employees  and  employers,  each  (0.15  percent 
for  the  self-employed),  if  at  the  end  of  any  year  in  which  a  loan  was 
made  the  reserve  level  is  less  than  35  percent  and  the  loan  debt  exceeds 
$2  billion ;  the  temporary  tax  rate  increase  would  go  into  effect  1  year 
later. 

Your  committee  emphasizes  its  belief  that,  under  reasonable  projec- 
tions, it  will  not  become  necessary  for  such  loans  to  the  trust  funds  to 
be  made  in  this  century.  Your  committee  expects  that,  if — as  is  not  now 
anticipated — the  loan  authority  should  actually  be  needed,  the  Sub- 
committee on  Social  Security  would  immediately  meet  to  consider  the 
financial  status  of  the  OASDI  program  and  alternative  measures  to 
deal  with  the  situation.  Nevertheless,  your  committee  believes — in  view 
of  the  extensive  publicity  the  financing  difficulties  of  the  program  have 
received  and  the  resulting  concern  about  the  financial  soundness  of  the 
program — that  an  appropriate  guarantee  such  as  that  recommended 
by  your  committee  is  necessary  and  desirable. 

Under  your  committee's  bill,  the  standby  authority  for  automatic 
loans  would  not  be  applicable  to  the  HI  fund.  Even  under  existing 
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law,  the  HI  trust  fund  balances  are  adequate  for  a  number  of  years, 
and  your  committee's  bill  would  provide  additional  revenue  to  this 
trust  fund.  Pending  hospital  cost  containment  legislation,  if  adopted, 
would  have  the  effect  of  further  strengthening  the  hospital  insurance 
fund.  Moreover,  it  is  expected  that  the  broad  issue  of  health  care 
financing  (including  financing  of  protection  for  beneficiaries  of  the 
present  medicare  program)  will  be  considered  when  the  President's 
national  health  insurance  proposal  is  submitted  during  the  second  ses- 
sion of  this  Congress.  Accordingly,  your  committee  chose  not  to  extend 
automatic  borrowing  authority  to  the  HI  fund  at  this  time. 

B.   REVISED  BENEFIT  STRUCTURE 

A  major  factor  contributing  to  the  long-range  deficit  is  the  pro- 
jected rise  in  social  security  benefit  replacement  rates — initial  benefit 
levels  as  a  percent  of  prior  earnings — under  current  long-range  eco- 
nomic assumptions.  This  rise  in  replacement  rates  causes  roughly  one- 
half  of  the  long-range  deficit.  Current  projections  show  that  benefit 
levels  will  rise  by  about  50  percent  more  than  wages  over  the  next  75 
years,  with  most  of  this  increase  occurring  after  the  lO^O's.  Replace- 
ment rates  can  fluctuate  widely  in  the  future,  either  up  or  down,  de- 
pending on  future  changes  in  wages  and  prices.  When  the  automatic 
provisions  were  enacted  in  1972,  it  was  expected,  on  the  basis  of  the  eco- 
nomic assmptions  made  then,  that  future  replacement  rates  would  re- 
main fairly  constant. 

The  projected  increase  in  replacement  rates  under  present  law  is  due 
to  the  fact  that  benefits  for  people  who  will  retire  in  the  future  will  be 
affected  by  the  changes  in  both  wages  and  prices  that  occur  during  their 
working  years.  Their  benefits  will  be  affected  by  the  automatic  cost-of- 
living  benefit  increases,  which  were  provided  for  by  the  1972  social  se- 
curity amendments,  since  such  increases  apply  to  future  benefits  for 
current  workers  as  well  as  the  benefits  paid  to  current  beneficiaries.  A 
current  worker's  future  benefits  Avill  also  increase  because  his  earnings 
are  expected  to  increase  as  economic  growth  occurs. 

Under  your  committee's  bill,  the  benefit  structure  would  be  "de- 
coupled," that  is,  current  workers'  future  benefits  would  be  separated 
from  those  of  beneficiaries  currently  on  the  rolls ;  the  automatic  cost-of- 
living  increases  would  apply  only  to  beneficiaries  on  the  rolls  when 
such  benefit  increases  becomes  effective.  The  decoupling  proposal 
provides  a  new  benefit  formula  for  future  beneficiaries  that  would 
produce  replacement  rates  and  costs  that  are  much  more  predictable 
than  under  present  law.  The  benefit  amounts  payable  to  Avorkers  who 
retire  in  the  future  would  generally  reflect  the  increase  in  the  standard 
of  living  that  occurs  during  their  Avorking  years. 

A  major  feature  of  the  plan  is  that  the  worker's  earnings  would 
be  indexed  to  reflect  the  change  in  general  wage  levels  that  has  oc- 
curred during  his  working  lifetime.  These  indexed  earnings  would  be 
averaged  and  a  three-step,  weighted  benefit  formula  ^  would  be  ap- 


1  The  formula  for  1979  follows  : 

90  percent  of  the  first  $180  of  AIME.  plus 

32  percent  of  AIME  over  $180  through  AIME  of  $1,085,  plus 

15  percent  of  AIME  above  $1,085. 


23 


plied  to  his  averao^e  indexed  monthly  earnings  (AIME)  to  produce 
the  worker's  benefit  amount.  For  those  becoming  entitled  to  benefits 
in  the  future,  the  benefit  factors  (percentage  amounts)  would  not  be 
indexed,  but  the  bend  points  (dollar  amounts)  in  the  formula  would 
be  adjusted  automatically  as  average  wages  increase. 

By  providing  for  the  indexing  of  earnings  and  the  benefit  formula 
to  the  increase  in  general  wage  levels,  benefits  would  be  based  on  the 
worker's  relative  earnings  position  averaged  over  his  working  life- 
time. As  a  result,  all  workers  with  the  same  relative  earnings  positions 
would  be  treated  the  same  regardless  of  when  they  become  entitled  to 
benefits.  Thus,  while  the  dollar  amounts  of  benefits  of,  say,  workers 
with  average  earnings  retiring  20  or  30  years  apart  would  be  substan- 
tially different,  their  replacement  rates  would  be  virtually  the  same. 

In  addition,  your  committee  recommends  that  replacement  rates  be 
stabilized  at  a  level  5  percent  lower  than  the  levels  that  will  prevail  in 
January  1979,  when  the  revised  benefit  structure  will  be  implemented. 
This  recommendation  would  result  in  replacement  rates  more  nearly  in 
line  with  those  that  could  have  been  anticipated  under  the  1972  legis- 
lation than  those  that  have  in  fact  occurred.  Your  committee  believes 
that  the  gradual  increase  in  replacement  rates  (and  costs)  that  has 
occurred  was  unintended  and  that  replacement  rates  that  existed  in 
recent  years  should  be  reestablished  and  maintained  at  relatively 
constant  levels  in  the  long-range  future. 

Your  committee's  bill  would  assure  that  social  security  benefit  pro- 
tection will  generally  keep  pace  with  rising  wages  during  the  worker's 
lifetime  and  with  the  cost  of  living  after  the  worker  and  his  family 
start  to  receive  benefits.  This  was  the  underlying  premise  of  the  1972 
automatic  adjustment  provisions  and,  in  fact,  the  way  the  system  gen- 
erally operated  before  the  automatic  provisions  were  enacted. 

Replacement  rates  for  hypothetical  workers  at  various  earnings 
levels  under  present  law  and  under  the  revised  benefit  structure  are 
shown  below.  For  purposes  of  illustration,  replacement  rates  are  de- 
fined as  the  worker's  initial  benefit  as  a  percentage  of  final  year  earn- 
ings. This  definition  of  replacement  rates  is  convenient  both  for  com- 
paring two  different  benefit  structures  (present  law  and  the  new,  re- 
vised structure  under  the  committee  bill)  and  for  illustrative  purposes. 
However,  for  purposes  of  evaluating  the  effect  of  the  new  system  on 
various  individuals  and  groups  Avithin  the  system, -lifetime  average 
earnings,  indexed  to  earnings  levels  (AIME)  may  be  a  preferable 
measure  on  which  to  base  replacement  rates.  Because  of  the  effect  of 
ad  hoc  increases  in  the  contribution  and  benefit  base  in  the  past  and 
those  provided  under  your  committee's  bill,  the  replacement  rates  for 
the  worker  with  earnings  equal  to  the  maximum  taxable  do  not  become 
stabilized  for  a  number  of  years.  The  replacement  rates  appear  to  rise 
from  1985  through  2000  if  measured  in  terms  of  final  year  earnings, 
as  shown  below,  but^ — when  measured  in  terms  of  average  indexed 
monthly  earnings — the  replacement  rates  are  shown  to  fall  over  this 
period. 
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REPLACEMENT  RATES:  HISTORICAL  BEHAVIOR  AND  PROJECTIONS  UNDER  PRESENT  LAW  AND  UNDER  THE 

COMMITTEE  BILL 

[In  percent) 


Replacement  rate  for  worker  with— 

.  ,    .  Low         Average  High 

Calendar  year  earnings!       earnings  2        earnings  a 


Historical  behavior: 

1970  

1971  

1972  

1973  

197A  

1975  

1976  

1977  

Present  law: 

1979  

1985  

1990  

1995  

2000  

2010  

2020  

2030  

2040  

2050..  

Committee  bill: 

1979  

1985  

1990  

1995  

2000  

2010  

2020  

2030  

2040  

2050  


45 

33 

28 

47 

35 

31 

48 

36 

34 

51 

39 

35 

54 

41 

33 

56 

43 

30 

57 

45 

32 

58 

44 

32 

57 

44 

34 

58 

47 

34 

60 

48 

35 

66 

49 

37 

75 

52 

39 

84 

56 

42 

91 

60 

41 

96 

63 

46 

101 

65 

47 

106 

67 

48 

*57 

444 

*34 

55 

43 

26 

55 

43 

26 

55 

43 

27 

55 

43 

28 

55 

43 

30 

55 

43 

30 

55 

43 

30 

55 

43 

30 

55 

43 

30 

>  Assumed  at  $4,600  in  1976  and  following  the  trends  of  the  average. 

2  Assumed  to  be  4  times  the  average  1st  quarter  covered  earnings. 

3  Assumed  at  the  maximum  taxable  under  the  program. 
*  Reflects  the  benefit  guarantee  provision  in  the  bill. 

Note:  The  estimates  in  this  table  are  based  on  the  intermediate  set  of  assumptions  used  in  the  1977  OASDI  trustees 
report  The  replacement  rates  pertain  to  workers  with  steady  employment  at  increasing  earnings  and  compare  the  annual 
retirement  benefit  at  age  62,  ignoring  the  actuarial  reduction  factor,  with  the  earnings  in  the  year  immediately  prior  to 
retirement 


The  plan  included  in  your  committee's  bill  necessarily  involves 
many  substantial  changes  in  provisions  of  present  law,  transitional 
provisions  for  the  period  during  which  the  new  system  is  implemented, 
and  a  number  of  "conforming"  amendments  to  minimize  possible 
disruptions  that  such  a  basic  change  in  the  benefit  structure  might 
otherwise  produce. 

The  key  elements  of  your  committee's  bill  with  respect  to  "decou- 
pling" and  the  establishment  of  replacement  rates  that  would  be  con- 
stant in  relation  to  wage  levels  over  time  are  outlined  below. 

1.  Wage  indexing  of  earnings 

Your  committee's  bill  would  provide  that  a  worker's  benefits  would 
be  based  on  earnings  levels  that  prevail  just  prior  to  age  62,  disability, 
or  death.  The  worker's  earnings  in  each  year  after  1950  would  be  up- 
dated (indexed)  to  reflect  the  increase  in  average  wages  through  the 
second  year  before  the  worker  reaches  age  62,  becomes  disabled,  or 
dies.^  Under  present  law,  for  the  purpose  of  computing  a  worker's 


1  While  it  would  seem  reasonable  to  update  earnings  through  the  first  year  before  the 
year  of  retirement,  data  on  actual  wage  growth  will  not  be  available  in  time  to  allow  for 
such  current  indexing.  For  1978  and  subsequent  years,  the  law  provides  that  earnings 
will  be  reported  on  an  annual,  rather  than  a  quarterlv  basis.  Thus,  for  example,  data  on 
average  wage  levels  in  1980  will  not  become  available  until  late  in  1981 — too  late  for 
Indexing  earnings  of  1981  retirees ;  1979  would  be  the  Indexing  year  for  1981  retirees. 
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benefit,  his  earnings  are  counted  in  actual  dollar  value,  and  these  earn- 
ings do  not  reflect  their  value  relative  to  average  earnings  at  the  time 
they  were  earned. 

A  worker's  earnings  would  be  indexed  by  multiplying  the  actual 
earnings  by  the  ratio  of  average  wages  in  the  second  year  before  he 
reaches  age  62,  becomes  disabled,  or  dies,  to  the  average  wages  in  the 
year  being  updated.  For  example,  if  a  worker  earned  $3,000  in  1956, 
and  retired  at  age  62  in  1979,  the  $3,000  would  be  multiplied  by  the 
ratio  of  average  annual  wages  in  1977  ($10,002)  to  average  annual 
wages  in  1956  ($3,514) ,  as  follows : 

$3,000X^^||g  =$8,539 

Thus,  while  the  worker's  actual  earnings  for  1956  were  $3,000,  his  rela- 
tive or  indexed  earnings  would  be  $8,539.  The  worker's  earnings  each 
year  would  be  adjusted  in  this  manner.  The  result  would  be  that  the 
worker's  benefits  would  be  based  on  earnings  levels  that  prevail  just 
prior  to  age  62,  and  benefits  would  be  based  on  the  worker's  relative 
earnings  (that  is,  relative  to  average  wages)  averaged  over  the  time 
the  worker  could  reasonably  be  expected  to  have  worked  in  covered 
employment. 

Under  present  law,  a  worker  who  had  above-average  earnings  in  the 
1950's  and  who  had  below-average  earnings  in  the  last  10  years  is  dis- 
advantaged compared  to  one  who  had  the  reverse  earnings  pattern. 
While  the  two  workers  might  have  had  the  same  earnings  relative  to 
average  earnings  over  the  period  as  a  whole,  the  worker  with  the  more 
recent  above-average  earnings  would  have  higher  average  monthly 
earnings  and,  consequently,  a  higher  benefit.  Under  the  bill,  these 
workers  would  get  the  same  benefit  amount,  all  other  things  being 
equal.  Moreover,  even  if  they  reach  age  62  at  different  times,  they 
would  get  benefits  that  represented  the  same  percent  of  the  preretir- 
ment  earnings. 

In  addition,  indexing  wages  as  proposed  by  your  committee  as- 
sures that  benefit  amounts  would  generally  be  related  to  the  standard 
of  living  that  prevails  when  the  worker  retires,  becomes  disabled,  or 
dies ;  that  is,  workers  would  share  in  the  general  rise  in  the  standard 
of  living  that  occurs  during  their  working  lifetimes. 

Your  committee  would  also  note  that  this  method  of  indexing  the 
worker's  wages  (the  benefit  formula  would  be  similarly  indexed) 
would  virtually  eliminate  the  unintended  and  growing  advantage  that 
young  disabled  workers  and  their  families  and  the  survivors  of  de- 
ceased workers  have  over  retired  workers  under  present  law.  Under 
the  present  method  of  computing  benefit  amounts,  benefits  for  young 
disability  and  survivor  cases  are  based  on  recent  and  relatively  high 
earnings  while  benefits  for  new  retirees  are  based,  at  least  in  part,  on 
past  earnings  levels  that  were  generally  much  lower  than  current 
earnings  levels.  For  a  Avorker  with  average  enr^^ings,  the  difference  in 
benefit  amounts  can  be  substantial — almost  $150  a  month,  and  in  dis- 
ability cases  may  create  certain  work  disincentives.  Under  wage  in- 
dexing, the  difference  would  be  virtually  eliminated. 

2,  Base  year  for  indexing 

Your  committee's  bill  would  index  earnings  in  retirement  cases 
through  the  second  year  before  age  62  (the  age  of  first  eligibility) 
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rather  than  to  retirement  (when  the  worker  is  first  entitled  to  benefits) . 
Indexing  earnings  to  first  eligibility  has  significant  advantages  in  the 
areas  of  public  understanding  and  administraton. 

Since  the  indexing  point  is  based  solely  on  the  date  of  birth  rather 
than  on  the  year  retirement  benefits  are  elected,  workers  would  be 
assured  that  their  age-62  benefit  would  not  decline  should  they  choose 
to  delay  retirement  and  that  it  would  rise  with  the  Consumer  Price 
Index.  If  wages  were  indexed  to  the  date  of  i  .-tirement  instead  of  to 
age  62,  the  worker's  benefit  amount  would  decline  if  average  wages 
decline  and  could  be  lower  than  if  he  had  retired  earlier,  depending 
on  whether  price  increases  out-pace  wage  increases  in  the  interim. 
Thus,  with  retirement  indexing,  both  the  worker  and  his  family  and 
Social  Security  Administration  field  personnel  would  be  presented 
with  a  difficult  decision.  The  worker  would  have  to  know  how  wage 
and  price  increases  might  affect  his  monthly  benefit  and  would  expect 
SSA  personnel  to  advise  him  as  to  the  optimum  time  to  retire.  Yet 
neither  would  have  the  information  necessary  to  make  the  correct 
decision. 

Thus,  indexing  to  eligibility,  as  under  the  committee  bill,  would 
furnish  greater  certainty  for  the  worker  and  SSA  personnel  in  advis- 
ing the  worker  concerning  his  decision  as  to  when  to  retire  and  apply 
for  benefits. 

In  addition,  age-62  indexing  is  less  complex  from  an  administra- 
tive standpoint,  and  therefore  administrative  costs  would  be  lower 
than  if  earnings  were  indexed  to  retirement. 

Your  committee  recognizes  that  indexing  to  first  eligibility  presents 
some  problems.  It  provides  less  incentive  for  a  worker  to  remain  in 
the  work  force  since,  all  other  things  being  equal,  the  worker  who 
retires  at  age  62  and  the  worker  who  retires  Z  years  later  at  age  65 
would  receive  benefits  based  on  approximately  the  same  PIA.  Re- 
tirement indexing  would  provide  benefit  amounts  that  are  closer 
to  those  provided  under  present  law  than  would  occur  if  earnings  were 
indexed  to  age  62. 

In  order  to  deal  with  these  problems  and  at  the  same  time  retain 
the  advantages  of  indexing  to  age  62,  your  committee  has  provided 
for  a  substantial  increase — from  one-twelfth  of  1  percent  per  month 
to  three-twelfths  of  1  percent  per  month  (from  1  percent  to  3  percent 
per  year) — in  the  delayed  retirement  credit.  Thus,  incentives  for  re- 
maining in  the  work  force  would  be  maintained,  and  workers'  benefits 
would  be  increased  as  a  result  of  work  after  age  65.  (See  item  B-9  for 
a  discussion  of  the  increase  in  the  delayed  retirement  credit.) 

3.  Computation  period 

Your  committee's  bill,  like  present  law,  provides  that  benefits  will 
generally  be  based  on  a  worker's  earnings  averaged  over  the  number  of 
years  after  1950  (or  age  21,  if  later)  up  to  the  year  the  worker 
reaches  age  62,  becomes  disabled,  or  dies,  whichever  occurs  first  (ex- 
cluding 5  years  of  lowest  or  no  earnings).  The  number  of  years  in 
the  computation  period  will  expand  over  time — for  example,  for 
workers  reaching  age  65  in  1979,  the  computation  period  will  be 
20  years,  and  eventually,  for  workers  reaching  age  65  in  1994  or  later, 
the  computation  period  will  be  35  years. 


27 


With  the  use  of  actual  earnings,  as  under  present  law,  the  expanding 
computation  period  depresses  replacement  rates  since  early  wages, 
which  are  generally  much  lower  than  current  wage  levels,  must  be 
used  in  computing  the  benefits.  However,  wage  indexing  would  assure 
that  if  a  w^orker's  earnings  increase  at  the  same  rate  as  average  wages 
in  the  economy,  his  average  indexed  monthly  earnings  (AIME)  would 
rise  at  the  same  rate  as  average  wages  in  the  economy. 

If  the  computation  period  were  set  at,  say,  10  or  20  years,  workers 
with  10  or  20  years  of  coverage  could  get  the  same  benefit  as  workers 
with  35  or  40  years  of  service.  To  avoid  such  a  result,  some  consider- 
ation would  probably  need  to  be  given  to  providing  for  an  explicit 
measure  of  length  of  service.  However,  an  explicit  provision  for  meas- 
uring continuity  of  service  would  pose  administrative  problems  and 
would  tend  to  raise  questions  of  individual  and  group  equity.  Even 
if  there  were  no  administrative  problems  or  questions  of  equity,  a 
short  computation  period  has  the  potential  for  workers  to  manipulate 
their  earnings  late  in  their  careers  so  that  their  average  earnings  are 
relatively  high  and,  as  a  result,  benefit  amounts  are  relatively  high. 

Your  committee  recognizes  that,  over  time,  the  long  computation 
period  tends  to  distinguish  between  short-  and  long-term  workers, 
since,  all  other  things  being  equal,  the  latter  would  have  higher  aver- 
age earnings  and  would,  therefore,  get  higher  benefit  amounts.  Since 
this  method  of  recognizing  length  of  service  seems  reasonably  adequate 
and  the  alternatives  present  serious  problems,  your  committee  is 
not  recommending  any  change  in  the  computation  period. 

^.  Benefit  formula 

Under  present  law,  benefit  amounts  for  a  worker  are  derived  from  a 
table  in  the  social  security  law  and  are  related  to  the  worker's  average 
monthly  earnings  in  covered  employment.  The  benefit  formula  that 
roughly  approximates  the  benefit  amounts  shown  in  the  present  table 
has  9  steps  and,  whenever  the  contribution  and  benefit  base  is  in- 
creased, a  new  step  is  added  to  take  account  of  the  higher  average 
earnings  possible  as  a  result  of  the  new,  higher  base.  Each  time  there 
is  an  automatic  cost-of-living  benefit  increase,  the  percentage  factors 
in  the  formula  are  increased  by  the  percentage  increase  in  the  cost  of 
living. 

Under  your  committee's  bill,  the  benefit  formula  shown  below  would 
be  applied  to  the  worker's  average  indexed  monthly  earnings  ( AIME) . 
The  formula  is  designed  to  produce  benefit  amounts  which  are  on  the 
average  about  5  percent  lower  than  the  benefits  which  would  be  pay- 
able under  present  law  to  workers  who  retire  in  January  1979,  when 
the  revised  benefit  structure  would  go  into  effect : 
90  percent  of  the  first  $180  of  AIME,  plus 

32  percent  of  AIME  over  $180  through  AIME  of  $1,085,  plus 

15  percent  of  AIME  above  $1,085. 
This  formula  would  apply  to  those  who  reach  age  62,  become  dis- 
abled, or  die  in  1979.  The  dollar  amounts  or  bend  points  (the  AIME 
levels  at  which  the  weighting  in  the  benefit  formula  changes)  would 
be  adjusted  automatically  as  average  wages  increase  for  those  who 
start  getting  benefits  in  the  future,  and  the  adjusted  bend  points  would 
be  rounded  to  the  nearest  multiple  of  $1. 
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Indexing  both  the  worker's  wages  and  the  bend  points  in  the  bene- 
fit formula  results  in  maintaining  the  progressive  benefit  structure  in 
the  future  and  in  the  worker's  benefit  protection  rising  with  general 
wage  levels  while  he  is  working. 

6.  Maxirmmi  family  henefit 

Under  present  law,  the  maximum  family  benefit  ranges  from  150 
percent  to  188  percent  of  the  primary  insurance  amount  (PIA).^ 

Your  committee  recommends  retaining  the  same  relationship  be- 
tween maximum  family  benefits  and  PIA's  as  in  present  law  and  to 
accomplish  this  recommends  determining  the  family  maximum  by  ap- 
plying the  following  formula  to  the  worker's  PI  A : 
150  percent  of  the  first  $230  of  PIA,  plus 
272  percent  of  PIA's  over  $230  through  $332,  plus 
134  percent  of  PIA's  over  $332  through  $433  plus 
175  percent  of  PIA's  above  $433. 
In  the  future,  the  dollar  amounts  in  the  formula  would  be  in- 
creased based  on  increases  in  average  wages.  This  would  assure  that 
the  current  relationship  between  maximum  family  benefits  and  PIA's 
is  maintained. 

6.  Transition 

Your  committee's  bill  would  provide  a  transitional  provision  to  pro- 
tect the  benefit  rights  of  people  who  are  now  approaching  retirement 
and  whose  retirement  plans  have  taken  social  security  benefits  into 
account. 

Under  your  committee's  bill,  the  transitional  provision  would  "guar- 
antee" that  a  worker  (and  his  dependents  or  survivors)  who  first  be- 
comes eligible  for  retirement  benefits  within  10  years  after  the  effective 
date  would  get  an  initial  benefit  that  would  be  the  higher  of : 

1.  The  benefit  derived  under  the  new,  wage-indexing  formula ; 

or 

2.  The  benefit  based  on  the  present  law  benefit  as  it  is  in  the  law 
on  the  effective  date  of  the  revised  system — J anuary  1979. 

For  purposes  of  the  guarantee,  the  January  1979  benefit  table  would 
not  be  subject  to  future  automatic  benefit  increases,  but  all  individual 
benefits  would  be  subject  to  all  benefit  increases  becoming  effective  be- 
ginning with  age  62.  Earnings  after  age  61  would  not  be  used  under 
the  guaranteed  benefit  computation.  With  the  passage  of  time,  benefits 
under  the  wage-indexing  system  would  rise  beyond  the  levels  generally 
payable  under  the  guarantee,  since  annual  wage  increases  would  be 
reflected  in  higher  AIME  and  in  the  adjustments  in  the  benefit  for- 
mula each  year  while  the  guaranteed  benefit  amounts  would  remain 
constant  in  the  future.  As  a  result,  the  proportion  of  new  retirees  that 
would  receive  higher  benefits  under  the  guarantee  would  decrease  with 
each  passing  year. 

As  shown  below,  it  is  estimated  that  the  percent  of  new  retirees  eligi- 
ble for  guarantee  benefits  each  year  that  would  receive  such  benefits 
would  decline  from  about  43  percent  in  1979  to  about  2  percent  in  1988. 


1  The  amount  on  which  all  benefits  are  based. 
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Percent  of  new  retirees  xcho  become  eligible  for  benefits  during  transitional 
period  and  who  would  get  benefits  under  guarantee 
Year:  ^^^^7* 

1979    g 

1980   

1981   \l 

1982   

1983    ^ 

1984    4 

1985    3 

1986    2 

1987    2 

1988    2 

The  committee's  bill  would  not  provide  a  transition  for  death  and 
disability  cases  since  benefits  in  such  cases  are,  under  present  law,  often 
significantly  higher  than  in  retirement  cases — a  situation  which,  as  dis- 
cussed in  the  following  section,  your  committee  does  not  believe  should 
be  perpetuated. 

7.  Disability  and  death  cases 

The  exclusion  of  disability  and  death  cases  from  the  transitional 
guarantee  under  the  bill  reflects  your  committee's  concern  that  benefits 
in  cases  where  the  worker  becomes  disabled  or  dies  while  young  may  be 
significantly  higher  than  benefits  in  retirement  cases.  This  situation 
occurs  because  benefits  in  early  disability  or  death  cases  are  based  on 
earnings  averaged  over  a  period  as  short  as  2  years  while  earnings 
in  retirement  cases  are  averaged  over  a  longer  p(^riod.  For  example, 
benefits  for  those  retiring  at  age  65  in  1979  will  be  based  on  earnings 
averaged  over  20  years.  As  a  result,  a  younger  disabled  worker  and 
his  family,  or  the  survivors  of  a  w^orker  who  died  while  young,  can  get 
higher  benefits  than  the  retired  worker  with  the  same  earnings  over 
the  last  several  years,  even  though  the  retired  worker  worked  in 
covered  employment  and  paid  social  security  taxes  over  a  much  longer 
period.  In  addition  to  this  problem  of  the  difference  in  treatment 
of  younger  as  compared  to  older  workers,  your  committee  is  concerned 
that  the  high  benefits  payable  in  early  disability  cases  can  act  as  a 
disincentive  for  disabled  workers  to  return  to  work  or  to  seek  voca- 
tional rehabilitation. 

Your  committee's  bill  would  very  substantially  reduce — and  in  some 
cases  eliminate — the  higher  early  disability  and  death  benefit  levels 
that  are  possible  under  present  law.  This  effect  is  due  to  the  fact  that 
wage-indexing  brings  all  earnings  up  to  date,  and  the  length  of  the 
computation  period  becomes  less  material. 

8.  Treatment  of  earnings  after  age  62  or  disahility 

Under  your  committee's  bill,  earnings  subsequent  to  the  year  of 
first  eligibility  (age  62)  or  onset  of  disability  would  be  counted  at 
actual  dollar  value  (that  is,  they  would  not  be  indexed)  and  substi- 
tuted for  earlier  years  of  indexed  earnings  in  the  initial  computation 
or  recomputation  if  they  would  increase  a  worker's  AIME  and  his 
PIA.  These  provisions  are  similar  to  those  under  present  law.  How- 
ever, since  past  earnings  would  be  higher  after  wage  indexing  than 
under  present  law,  earnings  after  age  62  would,  on  the  average,  have 
substantially  less  effect  in  increasing  benefit  amounts  than  under  pres- 
ent law.  Your  committee,  recognizing  that  this  effect,  like  the  effect  of 
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indexing  earnings  to  age  62,  may  work  to  reduce  incentives  for  re- 
maining in  the  labor  force,  has  provided  for  a  substantial  increase  in 
the  delayed  retirement  credit  (discussed  below)  in  order  to  increase 
the  incentives  for  people  to  continue  working  past  age  65. 

Special  rules  would  apply  in  the  case  of  earnings  after  age  61 
during  the  transitional  period.  Workers  who  are  eligible  for  benefits 
under  the  transitional  guarantee  (because  they  reach  age  62  in  the 
period  from  1979  through  1988)  could  have  earnings  after  age  61 
included  only  under  the  wage-indexing  computation.  Earnings  after 
age  61  cannot  be  included  in  the  computation  of  guarantee  benefits. 
(Workers  age  62  or  disabled  before  1979  would  continue  to  have 
their  benefits  computed  and  recomputed  under  the  provisions  of 
present  law  even  if  they  work  in  covered  employment  after  1976).) 

9.  Increase  in  the  delay  of  retirement  credit 

Under  present  law,  a  person  who  continues  working  and  delays  re- 
tirement beyond  age  65  gets  a  delayed  retirement  credit  of  one-twelfth 
of  1  percent  of  his  benefit  for  each  month  (1  percent  a  year)  he  does 
not  receive  a  benefit  from  age  65  and  up  to  the  month  he  reaches 
age  72. 

To  provide  incentives  for  workers  to  remain  in  the  labor  force,  your 
committee's  bill  would  provide  for  an  increase  in  the  delayed  retire- 
ment credit  to  one-fourth  of  1  percent  for  each  month  (3  percent 
per  year) . 

The  increased  delayed  retirement  credit  would  be  provided  for 
months  after  1981  for  workers  whose  benefits  are  computed  under  the 
new  Avage-indexed  system  or  under  the  10-year  transitional  guarantee. 
(Workers  whose  benefits  are  computed  or  recomputed  under  present 
law  would  continue  to  receive  the  1-percent  delayed  retirement  credit.) 
In  1983,  the  first  year  increased  benefits  reflecting  the  3-percent  delayed 
retirement  credit  would  be  payable  based  on  credits  provided  for 
1982, 100,000  people  would  get  higher  benefits,  and  $15  million  in  addi- 
tional payments  would  be  made  as  a  result  of  this  provision. 

10.  Treatment  of  earnings  hefore  1951 

Under  your  committee's  bill,  earnings  before  1951  would  not  be  in- 
dexed and  could  not  be  used  in  computing  benefits  under  the  new 
wage-indexing  system.  Instead,  the  present-law  computation  method 
that  applies  in  the  case  of  pre-1951  earnings  would  be  used ;  this  'ires- 
ent-law  computation  provides  for  an  "empirical"  method  of  allocat- 
ing pre-1951  earnings.  Because  earnings  in  the  period  1937-51  are  not 
kept  on  machine  records,  the  empirical  method  was  devised  to  sim- 
plify the  computation  of  benefits  for  workers  who  had  earnings  be- 
fore 1951  by  eliminating  the  time-consuming  manual  computations 
that  would  otherwise  have  to  be  done.  In  general,  under  the  empirical 
method,  total  earnings  in  the  period  from  1937  up  to  1951  are  allocated 
equally  to  each  of  the  years  prior  to  1951  that  are  used  to  determine 
the  worker's  average  earnings  on  which  his  benefit  is  based.  For  all 
practical  purposes,  the  use  of  pre-1951  earnings  in  benefit  computa- 
tions would  wash  out  in  1991 — when  a  worker  who  was  age  22  in  1951 
reaches  age  62.  The  old  start  computation  is  currently  used  for  about 
10  percent  of  new  retired  worker  beneficiaries. 

Under  your  committee's  bill  the  "empirical"  computation  method 
provided  under  present  law  would  continue  to  be  used  in  the  case  of 
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pre-1951  earnings.  Further,  the  "empirical*'  method  would  be  ex- 
tended to  apply  to  cases  involving  workers  who  reach  age  21  after 
1936  ^  and  before  1951,  since  it  would  represent  an  administrative  sim- 
plification. Over  the  next  few  years,  an  increasing  proportion  of  com- 
putations using  pre-1951  earnings  will  involve  workers  age  21  after 
1936 — people  reaching  age  62  in  1978  and  later  attained  age  21  after 
1936. 

11.  Freeze  the  minirimm  hene-fit 

Your  committee's  bill  provides  that  the  initial  minimum  PIA  of 
future  beneficiaries  would  be  frozen  at  an  amount  equal  to  the  mini- 
mum PIA  in  effect  in  January  1979  (now  estimated  at  about  $120.60), 
rounded  up  to  the  next  higher  dollar.  After  the  worker  reaches  age  62, 
becomes  disabled,  or  dies,  benefits  based  on  the  minimum  PIA  would 
be  updated  to  CPI  increases,  as  under  present  ]aw\ 

The  present  minimum  age-65  benefit  amount  is  $114.30,  and  this 
amount,  like  other  age-65  benefit  amounts,  is  automatically  increased 
for  current  and  future  beneficiaries  as  the  cost  of  living  (as  measured 
by  the  Consumer  Price  Index)  rises.  About  3.2  million  beneficiaries  are 
receiving  benefits  based  on  the  minimum,  and  currently  about  10 
percent  of  benefit  awards  to  retired  workers  are  based  on  the  minimum. 
The  minimum  benefit  of  $114.30  is  payable  on  average  monthly  earn- 
ings o.f  $76  or  less.  It  equals  li/^  times  $76  and  about  281/^  times  the 
lowest  average  monthly  earnings  possible.  To  many,  the  minimum 
benefit  represents  an  identifiable  welfare  aspect  of  the  social  security 
program. 

In  the  past,  the  minimum  has  been  increased  more  rapidly  than 
benefit  amounts  generally,  reflecting  the  view  held  widely  in  the  past 
that  people  receiving  the  minimum  were  among  the  poorest  benefici- 
aries and  were  most  in  need  of  higher  benefits.  Over  the  period 
1940-77,  the  minimum  was  increased  tenfold,  while  benefit  amounts 
above  the  minimum  have  increased  about  fivefold. 

Increasingly,  the  minimum  benefit  is  being  paid  to  people  who  did 
not,  during  their  working  years,  rely  on  their  covered  earnings  as  a 
primary  source  of  support.  Such  people  include,  for  example,  workers 
whose  primary  work  was  in  noncovered  employment  subject  to  a 
staff  retirement  system — such  as  Federal  civilian  employees.  As  of 
December  1975,  about  45  percent  of  civil  service  retirement  annui- 
tants were  receiving  social  security  benefits— more  than  a  quarter  of 
whom  were  receiving  the  minimum.  The  median  monthly  civil  service 
annuity  for  all  those  getting  social  security  benefits  was  about  $390, 
while  for  those  receiving  the  minimum  benefit,  it  was  over  $480. 

Other  people  for  whom  the  minimum  does  not  represent  a  primary 
source  of  support  include  those  with  marginal  labor-force  attachment 
because  they  were  primarily  dependent  on  someone  else.  (About  46 
percent  of  women  entitled  to  both  a  benefit  on  their  husbands'  earnings 
and  a  primary  benefit  based  on  their  own  earnings  receive  the  mini- 
mum benefit  liased  on  their  own  earnings.)  Less  than  25  percent  of  all 
workers  who  first  became  entitled  to  the  minimum  in  1970  had  niore 
than  9  years  in  covered  employment  since  1950,  and  slightly  more  than 
one-fifth  had  earned  over  $1,800  in  any  year  since  1950. 


1  Under  present  law  the  "empirlcar*  formula  applies  to  people  who  reached  age 
before  1937. 
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Because  of  the  characteristics  of  people  ^retting  the  minimum, 
it  has  been  characterized  as  being  a  "windfall"  to  people  who 
have  not  worked  regularly  under  the  program.  Criticism  of  the  wind- 
fall aspect  of  the  minimum  has,  however,  been  growing,  because  the 
minimum  is  increasingly  going  to  people  who  were  not  primarily  de- 
pendent on  earnings  from  covered  employment. 

In  general,  low-paid  workers  who  worked  regularly  under  the  social 
security  program  would  not  bo  disadvantaged  if  the  minimum  were 
frozen.  A  regular  worker  retiring  this  year  with  lifetime  earnings 
equal  to  the  prevailing  Federal  minimum  wage  each  year  would  get 
benefits  substantially  higher  than  the  minimum — $233.50  as  compared 
with  $114.30.  Even  a  person  who  worked  regularly  at  half  of  the  pre- 
vailing Federal  minimum  wage  would  get  more  than  the  minimum — 
$169.30.  Also  the  special  minimum  benefit  provision  for  long-term,  low- 
income  workers  is  liberalized  by  this  legislation  as  noted  in  the  next 
section  of  this  report. 

Freezing  the  minimum  emphasizes  that  the  supplemental  security 
income  (SSI)  program  is  an  appropriate  source  of  income  for  needy 
aged,  blind,  or  disabled  people.  Those  social  security  beneficiaries  who 
qualify  for  the  relatively  lower  minimum  in  the  future  who  are  needy 
could  receive  SSI  to  a  greater  extent  at  age  65  and  after  than  is  true 
today.  The  committee  believes  that  this  is  a  more  efficient  and  appro- 
priate method  of  dealing  with  the  problem  of  poverty  for  those  who 
have  only  a  marginal  attachment  to  work  covered  by  social  security. 
Your  committee  also  recognizes  that  SSI  payments  are  not  provided 
for  nondisabled  people  under  age  65  but  does  not  believe  that  f reez  • 
ing  the  minimum  for  people  under  age  65  would  impose  an  undu<; 
hardship.  Freezing  the  minimum  would  avoid  the  sharp  drop  in  bene- 
fit amounts  involved  in  the  elimination  of  the  minimum  and  would 
involve  similar,  though  more  gradual,  reductions  in  future  benefits  for 
people  with  very  low  average  earnings  under  social  security. 

Social  security  costs  would  be  reduced  by  about  0.09  percent  of  tax- 
able payroll  over  the  long  range  as  a  result  of  freezing  the  minimum 
benefit  amount.  Some  150,000  people  would  receive  lower  benefits  than 
under  present  law,  and  benefit  payments  would  be  reduced  by  $7  mil- 
lion during  the  first  year. 

12.  Increase  in  the  special  minimum  henefit 

Under  your  committee's  bill,  the  special  minimum  benefit,  that  is 
provided  for  long-term,  low-paid  workers  would  be  (1)  increased  to 
take  account  of  price  increases  since  it  was  last  adjusted  and  (2)  kept 
up  to  date  with  future  increases  in  the  Consumer  Price  Index  (CPI) 
for  both  present  and  future  beneficiaries. 

Present  law  provides  a  special  minimum  benefit  of  up  to  $180  a 
month  for  a  worker  with  30  years  of  creditable  covered  earnings  and 
$270  for  a  couple.  Your  committee's  bill  would  increase  these  bene- 
fit amounts  to  $230  for  an  individual  and  $345  for  a  couple,  effec- 
tive for  January  1979,  with  automatic  increases  thereafter.  The  special 
minimum  is  calculated  by  multiplying  $9  times  the  number  of  years 
of  coverage  a  worker  has  in  excess  of  10  and  up  to  30 — for  a  maximum 
multiplier  of  20 — and  under  the  bill  the  $9  figure  would  be  increased 
to  $11.50.  Generally,  a  "year  of  coverage"  under  present  law  and 
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your  committee's  bill  is  a  year  in  which  a  person  has  earnings  at 
least  as  high  as  one-quarter  of  the  contribution  and  benefit  base  ($4,125 
in  1977)  in  effect  for  the  year  and  this  amount  would  rise  with  average 
wages  in  the  future.  In  1979,  when  the  provision  takes  effect,  the 
special  minimum  will  generally  be  payable  only  to  low-paid  work- 
ers with  22  or  more  years  of  coverage. 

Unlike  the  regular  minimum  benefit  which,  increasingly,  may  repre- 
sent a  "windfall"  for  people  who  did  not  work  regularly  under  social 
security,  people  who  get  special  minimum  benefits  are  ordinarily  work- 
ers with  significant  attachment  to  the  covered  work  force  but  with  very 
low  earnings.  The  purpose  of  the  special  minimum  benefit  is  to  provide 
a  reasonably  adequate  benefit  for  long-term,  low-paid  workers  under 
social  security  without  incurring  the  high  costs  (and  windfalls)  that 
could  result  from  a  large  increase  in  the  regular  minimum  benefit  or 
from  other  possible  general  benefit  adjustments. 

The  special  minimum  provision  was  enacted  in  1972,  at  the  same  time 
that  the  SSI  program  was  enacted,  and  was  designed  to  help  reduce  the 
extent  to  which  long-term,  low-paid  workers  under  social  security 
would  have  to  turn  to  a  welfare  program  to  supplement  their  income. 
At  that  time,  and  in  1973  when  the  special  minimum  was  last  adjusted, 
there  were  no  provisions  for  automatic  adjustments  in  SSI  payment 
levels  and  no  provision  was  made  for  cost-of-living  increases  in  the 
special  minimum.  (Aul^omatic  cost-of-living  increases  in  SSI  payment 
standards— currently  $177.80  for  an  individual  and  $266.70  for  a 
couple — began  in  1975.)  Since  1973  the  number  of  people  drawing  bene- 
fits based  on  the  special  minimum  has  declined  from  217,000  to  less 
than  400  in  July  1977. 

Your  committee  believes  that  if  the  special  minimum  is  to  fulfill  its 
intended  purpose,  it  must  be  kept  up  to  date  in  the  future.  Thus,  the 
bill  would  provide  that  the  special  minimum  benefit  would  be  made 
inflation  proof  for  future  beneficiaries  b}^  automatically  increasing  it 
according  to  increases  in  the  cost  of  living.  Further,  once  on  the  social 
security  rolls,  special  minimum  beneficiaries  would  receive  automatic 
cost-of-living  increases  in  their  specal  minimum  benefits. 

It  is  estimated  that  220,000  people  would  become  eligible  for  in- 
creased benefits  under  this  provision  and  $14  in  additional  benefits 
would  be  paid  in  the  first  full  year.  Social  Security  program  costs 
would  be  increased  by  about  0.1  percent  of  taxable  payroll  over  the 
long  range. 

C.  COVERAGE 

Your  committee's  bill  would  extend  mandatory  social  security  cov- 
erage to  some  6  million  jobs  in  Federal  civilian,  State  and  local,  and 
nonprofit  organization  employment.  As  a  result,  the  social  security 
program  would  cover  about  97  percent  of  all  jobs. 

The  social  security  program  now  covers  about  90  percent  of  the  jobs 
in  paid  employment.  The  largest  group  of  jobs  excluded  from  social  se- 
curity coverage  is  about  5.7  million  jobs  in  public  employment,  most  of 
which  are  covered  under  public  staff -retirement  systems.  (About  2.4 
million  jobs  out  of  2.7  million  jobs  in  Federal  civilian  employment  are 
excluded  from  coverage.  Out  of  12.3  million  jobs  in  State  and  local 
employment,  about  3  million  jobs  are  not  covered  but  could  be  cov- 
ered if  the  States  elected  coverage  for  these  employees  and  0.3  million 
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jobs  are  excluded  from  coverage.)  In  addition,  some  210,000  jobs  in 
employment  for  nonprofit  organizations  are  not  covered  but  could  be 
covered  if  the  nonprofit  organizations  elected  to  cover  their  employees. 
Most  of  the  other  jobs  not  covered  represent  irregular  or  part-time 
work. 

Your  committee  notes  that  in  extending  coverage  under  the  bill  to 
Federal  and  State  and  local  employment,  some  categories  of  such 
employment  which  are  now  specifically  excluded  from  coverage  by  law 
such  as  services  performed  by  inmates  of  Federal  and  State  and  local 
prisons,  services  performed  by  temporary,  emergency  workers,  and 
services  by  student  employees  of  Federal  hospitals  would  no  longer 
be  excluded.  T^Hiether  coverage  should  be  extended  to  these  specially 
excepted  groups  is  a  complex  question  which  your  Commission  has 
not  been  able  to  resolve  in  the  time  available.  However,  since  under 
the  bill  coverage  would  not  be  extended  to  Federal  civilian.  State  and 
local,  and  nonprofit  organization  employment  until  1982,  your  Com- 
mittee will  have  time  to  closely  examine  the  issues  and  recommend 
any  changes  in  the  coverage  extension  it  believes  appropriate. 

The  following  specific  coverage  groups  are  added. 

/.  Federal  civilian  employees 

Your  committee's  bill  would  extend  social  security  coverage  to  the 
approximately  2.4  million  Federal  civilian  employees  now  excluded. 
Most  of  these  employees  are  covered  under  the  civil  service  retirement 
(CSR)  system ;  the  remainder  are  covered  largely  under  other  staff  re- 
tirement systems.  The  Social  Security  Act  of  1935  excluded  from  cov- 
erage all  civilian  employment  for  the  Federal  Government  or  for  an 
instrumentality  of  the  United  States.  At  that  time,  the  Federal  CSR 
system,  which  covered  most  Federal  civilian  employment,  had  been  in 
existence  for  15  years  and  there  seemed  to  be  no  need  for  Federal  em- 
ployees to  be  covered  under  two  retirement  systems. 

The  Social  Security  Amendments  of  1950,  as  part  of  a  major  expan- 
sion of  the  social  security  program,  covered  civilian  employees  of  the 
Federal  Government  who  were  not  covered  under  any  Federal  retire- 
ment system.  (These  employees  were  short-term  Federal  employees 
who  were  considered  likely  to  shift  between  Federal  and  private  em- 
ployment.) The  1950  amendments  specifically  excluded  from  coverage 
services  performed  for  the  Federal  Government  by  the  President,  the 
Vice  President,  Members  of  Congress,  legislative  employees  of  the 
Congress,  inmates  of  Federal  penal  institutions,  certain  student  em- 
ployees of  Federal  hospitals,  and  temporary,  emergency  employees. 

Your  committee  has  been  concerned  for  many  years  because  the  ex- 
clusion of  most  civilian  employees  of  the  Federal  Government  from 
social  security  coverage  has  resulted  in  two  major  problems,  related 
mainly  to  the  large  number  of  workers  who  shift  between  Federal  em- 
ployment and  work  covered  under  social  security.  The  first  problem  is 
that  there  are  gaps  in  protection  of  workers  who  have  worked  both 
under  the  CRS  system  and  social  security ;  some  employees  only  qualify 
for  benefits  under  one  system  so  that  their  benefits  are  not  based  on 
their  lifetime  earnings  and  contributions  to  both  systems,  while  other 
employees  fail  to  get  benefits  under  either  system.  The  second  prob- 
lem is  that  many  employees  who  have  worked  under  both  systems  are 
able  to  qualify  for  social  security  benefits  by  working  for  relatively 
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short  periods  in  jobs  covered  under  social  security,  and  to  also  qualify 
for  substantial  CSR  benefits. 

These  social  security  benefits  generally  are  based  on  substantially 
less  than  a  full  lifetime  of  covered  work  and  are  heavily  weighted  and 
represent  a  very  high  return  on  the  employee's  contributions.  This 
situation  is  unfair  to  all  Avorkers  covered  under  social  security  and  to 
their  employers,  who  must  bear  the  cost  of  the  windfall  benefits  pay- 
able to  Federal  employees. 

Over  the  years  many  studies  of  this  situation  have  been  made  by  the 
executive  agencies  that  have  responsibility  for  administering  the  social 
security  and  CSR  systems  and  various  proposals  to  remedy  the  situa- 
tion have  been  considered.  Your  committee  directed  that  such  studies 
be  made  in  1960,  1965,  and  1972.  Xone  of  the  proposals  advanced  has 
proved  acceptable  to  all  concerned.  Most  recently,  the  1975  Advisory 
Council  on  Social  Security  recommended  that  the  social  security  sys- 
tem be  made  applicable  to  virtually  all  gainful  employment  and  that 
the  Congress  should  develop  immediately  ways  of  achieving  this. 

Your  committee  believes  that  the  best  way  to  eliminate  the  problems 
that  now  occur  because  Federal  civilian  employment  is  not  covered 
under  social  security  would  be  to  extend  coverage  to  Federal  civilian 
employees.  It  is  recognized  that  the  complex  issue  of  how  the  CSR 
system  (and  other  Federal  staff-retirement  systems)  should  be  modi- 
fied to  take  account  of  the  social  security  coverage  should  be  resolved 
before  the  coverage  is  made  effective.  Any  modification  to  the  Civil 
Service  Retirement  Act  will  have  to  be  approved  by  the  Committee  on 
Post  Office  and  Civil  Service.  Thus  your  committee  has  delayed  the 
effective  date  until  January  1982. 

In  addition,  the  bill  provides  for  a  comprehensive  study  of  methods 
for  coordinating  the  social  security  system  and  the  civil  service  retire- 
ment system.  The  study,  to  be  completed  not  later  than  January  1, 
1980,  wouM  be  made  by  the  Secretary  of  Health,  Education,  and  Wel- 
fare in  consultation  with  the  Civil  Service  Commission.  The  Secretary 
would  be  directed  to  present  to  Congress  a  specific  and  detailed  plan 
for  the  coordination  of  the  two  systems.  The  plan  would  be  expected  to 
provide  Federal  employees  and  their  families  with  the  best  possible 
combination  of  retirement,  dependents,  survivors,  disability  and  health 
benefits  under  the  two  systems  at  the  lowest  possible  cost  consistent 
with  the  solvency  of  the  systems.  The  Secretary  is  directed  to  include 
in  the  plan  benefit  provisions  and  other  features  to  assure  that  Federal 
employees  would  not  be  placed  at  a  disadvantage  either  in  the  coverage 
protection  or  in  the  contributions  required  of  them  by  the  integration 
of  the  systems.  The  date  for  completion  of  the  study  would  allow  2 
years  before  the  integration  takes  place  for  the  relevant  committees  of 
Congress  to  act  on  the  plan. 

2.  State  and  local  employees 

Under  present  law,  social  security  coverage  for  State  and  local  em- 
ployees is  generally  available  only  on  a  group  basis  through  voluntary 
agreements  between  the  States  and  the  Secretary  of  Health,  Education, 
and  Welfare.  Coverage  for  a  group  of  State  and  local  employees  can 
be  terminated  after  2  years'  advance  notice  by  the  State  if  the  group 
has  been  covered  under  social  security  for  5  years  at  the  time  notice  is 
given,  or  by  the  Secretary  at  any  time  if  he  finds  that  the  State  has 
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failed  or  is  unable  legally  to  comply  with  the  terms  of  the  agreement 
and  2  years'  advance  notice  is  given. 

Your  committee  is  concerned  that,  because  many  State  and  local  em- 
ployees are  not  covered  currently  under  social  security  and  those  who 
are  covered  may  have  their  coverage  terminated,  inequities  in  benefit 
protection  have  arisen,  especially  for  workers  who  move  between  cov- 
ered and  noncovered  jobs.  In  some  cases  such  workers  qualify  for  staff- 
retirement  benefits  but  do  not  have  enough  coverage  under  social  secu- 
rity to  qualify  for  social  security  benefits  and  therefore  their  benefits 
in  retirement  do  not  reflect  their  lifetime  earnings.  In  other  cases  such 
workers  qualify  for  substantial  staff-retirement  benefits  and  also  for 
relatively  low.  heavily  weighted  (windfall)  social  security  benefits 
that  represent  a  very  high  return  on  the  worker's  social  security  con- 
tributions. Payment  of  windfall  social  security  benefits  to  State  and 
local  employees  is  financially  disadvantageous  to  the  social  security 
trust  funds  and  is  unfair  to  other  workers,  who  are  covered  compul- 
sorily  under  the  social  security  program. 

Your  committee  is  also  aware  that  the  pro\^sions  in  present  law  not 
only  provide  special  treatment  for  State  and  local  employees  in  gen- 
eral, but  also  provide  special  treatment  for  particular  kinds  of  State 
and  local  employees.  For  example,  State  and  local  employees  compen- 
sated wholly  on  a  fee  basis  and  employees  of  certain  transportation 
systems  acquired  by  State  and  political  subdivisions  from  private 
ownership  are  covered  compulsorily  under  social  security.  On  the 
other  hand,  some  State  and  local  employment  is  excluded  from  social 
security  coverage :  services  of  employees  who  are  hired  to  relieve  them 
from  unemployment,  services  in  a  hospital  or  other  institution  by  a 
patient  or  inmate,  and  services  performed  on  a  temporary^  basis  in  the 
event  of  an  emergency. 

Further,  certain  services  performed  by  employees  in  a  group  for 
which  coverage  is  provided  may  be  excluded  at  the  option  of  the  State  : 
services  in  elective,  part-time,  or  fee-basis  positions  and  services  per- 
formed by  election  workers  or  officials  who  are  paid  less  than  $50  in  a 
calendar  quarter.  In  addition,  a  number  of  provisions  which  apply 
only  to  employees  in  certain  named  States,  or  only  to  certain  employees 
in  a  named  State,  have  been  enacted  from  time  to  time.  Your  commit- 
tee believes  that  provisions  for  special  treatment  for  certain  State  and 
local  employees  are  unfair  to  other  State  and  local  employees  and  com- 
plicate administration  of  the  social  securit}^  program. 

The  1975  Advisory  Council  on  Social  Security  studied  major  areas 
of  employment  not  covered  under  social  security  (including  State  and 
local  employment)  and  urged  that  these  areas  be  covered  compulsorily. 
Also,  in  April  1976  your  committee  held  hearings  to  explore  the  issues 
relating  to  the  social  security  coverage  and  termination  of  coverage  of 
employees  of  State  and  local  governments.  During  the  hearings  a  num- 
ber of  approaches  to  solving  the  problems  that  arise  under  the  present 
State  and  local  coverage  provisions  were  discussed;  compulsory  cov- 
erage is  the  most  satisfactory  approach  to  those  problems. 

Compulsory  coverage  of  State  and  local  employment  would  fill  the 
gaps  in  protection  of  those  who  move  between  noncovered  State  and 
local  employment  and  work  covered  under  social  security.  Contribu- 
tions and  benefits  provided  under  staff-retirement  systems  for  groups 
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not  now  covered  under  social  security  could  be  adjusted  to  take  account 
of  social  security  coverage  and  contributions.  Coordinated  coverage 
under  social  security  and  a  staff-retirement  system  would  assure  that 
benefits  under  both  systems  would  be  reasonably  related  to  a  worker's 
lifetime  earnings  and  contributions. 

Some  have  argued  that  under  recent  opinions  of  the  Supreme  Court 
it  would  be  unconstitutional  to  provide  for  mandatory  taxation  of  the 
States  and  localities  as  employers.  However,  recent  decisions  have  been 
limited  to  the  commerce  power  and  there  is  no  controlling  opinion  on 
the  exercise  of  the  general  welfare  and  taxation  power.  Your  commit- 
tee believes  that  there  is  a  compelling  national  interest  in  universal 
coverage  linked  to  the  solvency  of  the  social  security  system  which  is 
sufficient  to  sustain  this  legislation. 

Your  committee's  bill  would  provide  compulsory  social  security 
coverage  effective  January  1,  1982,  for  all  State  and  local  employees 
(including  employees  of  Guam,  American  Samoa,  and  the  District  of 
Columbia )  who  are  not  covered  compulsorily  under  present  law. 

The  bill  would  also  provide  that  coverage  could  not  be  terminated  for 
a  group  of  State  and  local  employees  unless  the  required  2  years'  ad- 
vance notice  was  filed  before  September  14,  1977.  This  would  prevent 
terminations  after  September  1979 ;  State  and  local  employees  whose 
coverage  had  been  terminated  would  also  be  covered  effective  Janu- 
ary 1,  1982. 

Your  committee  bill  also  contains  a  number  of  provisions  affecting 
coverage  for  State  and  local  employees  in  particular  States. 

3.  Employees  of  nonprofit  organizations 

Under  present  law,  work  performed  for  nonprofit  religious,  charita- 
ble, educational,  or  other  tax-exempt  organizations  specified  in  section 
501(c)  (3)  of  the  Internal  Revenue  Code  is  excluded  from  compulsory 
coverage  under  the  Social  Security  Act.  The  exclusion  was  enacted 
because  it  was  believed  that  taxation  of  the  organizations  under  the 
Federal  Insurance  Contributions  Act  would  endanger  the  traditional 
tax-exempt  status  of  the  organizations.  Work  performed  for  other 
nonprofit  organizations,  listed  in  section  501  (c)  of  the  Code,  is  covered 
compulsorily. 

Social  security  coverage  is  available  to  employees  of  an  organization 
described  in  section  501(c)(3)  of  the  Code  if  the  organization  files 
with  the  Internal  Revenue  Service  a  certificate  expressing  its  desire  to 
have  the  coverage  extended  to  its  employees.  Current  employees  of  such 
arx  organization  have  a  choice  of  whether  or  not  they  want  to  be  covered 
under  social  security;  future  employees  of  such  an  organization  are 
covered  compulsorily.  Under  the  present  provisions,  90  percent  of  all 
employees  of  these  organizations  are  covered  under  social  security. 
Under  the  bill,  work  performed  for  an  organization  specified  in  section 
501(c)  (3)  of  the  Code  would  be  covered  compulsorily  under  social 
security  beginning  January  1, 1982. 

Your  committee  believes  that  the  basis  used  in  the  past  for  excluding 
these  nonprofit  organizations  from  social  security  taxation  is  no  longer 
valid  and  that  compulsory  coverage  under  social  security  would  solve 
the  problems,  such  as  those  discussed  earlier  with  respect  to  State  and 
local  coverage,  that  result  because  some  employees  are  not  covered 
currently  under  social  security  and  those  who  are  covered  may  have 
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their  coverage  terminated.  Compulsory  coverage  would  prevent  gaps 
in  the  protection  of  employees  who  have  divided  their  working  life- 
times between  covered  and  noncovered  employment,  and  would  prevent 
employees  whose  major  employment  is  not  covered  or  is  terminated 
from  qualifying  for  windfall  social  security  benefits  by  working  for 
relatively  short  periods  in  covered  jobs.  Also,  some  organizations  have 
reported  their  employees'  wages  for  social  security  purposes  and  have 
paid  social  security  taxes  without  filing  the  required  certificate.  Such 
organizations  have  filed  for  refunds  of  the  erroneously  paid  taxes,  and 
some  employees  who  were  relying  on  the  social  security  protection  were 
no  longer  covered.  Although  Public  Law  94-563,  enacted  October  19, 
1976,  was  designed  to  prevent  the  loss  of  social  security  coverage  in 
these  situations,  compulsory  coverage  would  eliminate  the  complex 
provisions  and  problems  that  now  apply. 

Under  present  law,  an  organization  which  filed  a  certificate  can 
terminate  coverage  of  its  employees  by  giving  2  years'  advance  notice 
of  the  termination  provided  coverage  has  been  in  effect  for  at  least  8 
years.  Also,  the  coverage  can  be  terminated  by  the  Secretary  of  the 
Treasury,  with  concurrence  of  the  Secretary  of  Health,  Education,  and 
Welfare,  at  any  time  if  he  finds  that  an  organization  has  failed  to  or  is 
unable  to  comply  with  the  law  and  60  days'  notice  of  the  termination 
is  fifiven.  Under  the  bill,  no  termination  would  be  allowed  before  com- 
pulsory coverage  was  effective  unless  the  notice  to  terminate  was  given 
on  or  before  September  13, 1977.  The  bar  to  future  terminations  would 
prohibit  nonprofit  organizations  from  terminating  social  security 
covera2:e  of  their  employees  in  order  to  avoid  paying  social  security 
taxes  for  a  period  before  compulsory  coverage  was  effective. 

I^,  Quarter-of -coverage  provision  for  Federal^  State  and  local  service^ 
and  service  for  nonprofit  organizatioTis  performed  prior  to  ef- 
fective date  of  coverage 
Your  committee  is  concerned  over  possible  disadvantages  arising 
out  of  the  late  entry  into  social  security  coverage  of  Federal  civilian 
and  State  and  local  employees  and  employees  of  nonprofit  organiza- 
tions. If  no  special  provision  is  made  for  these  employees,  many  who 
retire,  become  disabled,  or  die  within  a  few  years  of  the  time  social 
security  coverage  is  extended  will  not  have  worked  long  enough  to 
qualify  for  social  security  benefits  for  themselves  or  their  families 
even  though  they  (and  tfieir  employers)  may  have  paid  substantial 
social  security  contributions.  Under  social  security  law,  in  order  to  be 
insured  for  retirement  and  survivors  benefits,  an  individual  generally 
needs  as  many  quarters  of  coverage  (but  no  more  than  40)  as  the 
number  of  years  elapsing  after  1950  (or  age  21,  if  later)  and  up  to  the 
year  of  attainment  of  age  62  or  death.  In  addition,  a  person  is  insured 
for  survivors  benefits  if  he  has  at  least  6  quarters  of  coverage  in  the 
13-quarter  period  ending  with  the  quarter  in  which  he  died.  In  order 
to  qualify  for  social  security  disability  benefits,  an  individual  needs 
as  many  quarters  of  coverage  as  the  number  of  years  elapsing  after 
1950  (or  age  21,  if  later)  and  up  to  the  year  he  becomes  disabled. 
In  addition,  if  he  becomes  disabled  at  age  31  or  older  he  must  have 
20  quarters  of  coverage  (5  years)  in  the  40-quarter  period  ending 
with  the  quarter  in  which  he  becomes  disabled.  Thus,  for  example,  a 
Federal  civilian  employee  who  was  57  years  old  in  1982,  when  social 
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security  coverage  became  effective,  and  who  retired  in  1985  at  age 
60,  would  have  earned  at  most  16  quarters  of  coverage  from  his  Fed- 
eral employment — not  enough  to  qualify  for  social  security  disability 
or  retirement  benefits. 

In  recognition  of  this  problem,  your  committee's  bill  would  provide 
that  any  employee  in  covered  Federal,  State  and  local,  or  nonprofit 
employment  on  or  after  January  1,  1982  (who  also  performed  service 
as  an  employee  in  such  employment  before  1982),  would  be  granted 
credits  for  quarters  of  coverage,  but  not  for  earnings  for  benefit 
computation  purposes,  with  respect  to  such  employment  before  1982, 
provided  the  employee  earned  at  least  6  quarters  of  coverage  from 
such  employment  after  December  31, 1981. 

5.  Totalization  Agreements 

Under  present  law,  there  is  no  authority  in  the  Social  Security  Act 
for  entering  into  agreements  with  other  countries  to  provide  for  co- 
ordination between  the  social  security  systems  of  the  United  States 
and  of  other  countries.  Your  committee  is  concerned  that  because  there 
is  no  coordination  between  the  U.S.  social  security  system  and  foreign 
social  security  systems,  two  serious  problems  occur. 

First,  the  work  of  many  U.S.  citizens  employed  by  U.S.  employers 
in  foreign  countries  is  subject  to  the  social  security  taxes  of  the 
United  States  and  is  also  subject  to  the  social  security  taxes  of  the 
foreign  country.  Not  only  are  the  tax  payments  to  foreign  systems 
generally  higher  than  in  the  United  States  but  frequently  American 
workers  get  little  if  any,  return  for  the  taxes  they  and  their  employers 
pay  to  the  foreign  systems  because  social  security  eligibility  require- 
ments are  usually  stricter  under  foreign  systems. 

Second,  many  U.S.  citizens  who  divide  their  working  careers  be- 
tween work  covered  under  the  U.S.  social  security  system  and  work 
covered  under  a  foreign  social  security  system  suner  a  loss  of  conti- 
nuity in  their  social  security  coverage.  Some  who  work  abroad  for  a 
number  of  years  and  have  periods  of  coverage  under  two  or  more 
social  security  systems  may  not  qualify  for  benefits  under  one  or  more 
countries  when  they  retire,  become  disabled,  or  die.  (For  example, 
American  workers  who  work  abroad  for  a  number  of  years  may  lose 
their  U.S.  security  disability  protection  because  to  be  insured  for  dis- 
ability benefits  they  must  generally  have  substantial  recent  covered 
work  covered  by  the  U.S.  system.)  Others  may  qualify  for  social 
security  benefits  but  the  social  security  benefits  they  receive  are  not 
related  to  their  work  lifetimes  since  not  all  their  credits  can  be  taken 
into  account. 

Your  committee's  bill  would  help  solve  these  problems  by  authorizing 
the  President  to  enter  into  bilateral  agreements  (of  a  kind  generally 
known  as  totalization  agreements)  with  foreign  countries  to  provide 
for  limited  coordination  between  this  country's  social  security  system 
and  those  of  other  countries.  Each  agreement  would  be  submitted  to 
the  Congress  and  could  not  go  into  effect  until  90  days  (in  which 
the  Congress  has  been  in  session)  after  the  agreement  had  been 
submitted. 

A  totalization  agreement  would  eliminate  dual  coverage  and  dual 
employee  and  employer  social  security  taxes  for  the  same  work.  An 
agreement  could  also  provide  that  each  country  would  take  into 
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account  a  worker's  total  work  and  earnings  in  both  countries  for  pur- 
poses of  determining  eligibility  for  and  the  amount  of  benefits.  Each 
country  would  pay  only  a  part  of  the  totalized  benefit ;  the  amount  of 
the  benefits  paid  would  be  the  proportion  of  the  totalized  benefit  which 
is  attributable  to  the  covered  work  performed  in  the  paying  country. 
The  United  States  would  not  pay  a  totalized  benefit  to  a  worker  who 
had  less  than  6  quarters  of  coverage  under  the  U.S.  system.  While 
totalization  would  improve  protection  for  people  who  worked  in  both 
countries,  in  a  large  proportion  of  cases  of  the  worker  is  insured  based 
on  his  U.S.  work  alone,  his  regular  social  security  benefits  would  be 
higher  than  his  totalized  benefit. 

Totalization  agreements  (which  are  common  among  European  coun- 
tries) have  an  advantage  over  other  approaches  to  coordination  in 
that  the  agreements  are  designed  to  allow  each  cooperating  country 
to  carry  out  its  responsibilities  virtually  independently.  The  countries 
would  exchange  information  on  covered  earnings  and  earnings  credits 
and  provide  other  administrative  assistance,  but  otherwise  each  country 
would  make  its  determinations  and  computations  independently  and 
would  pay  benefits  directly,  without  any  need  for  an  interchange  of 
funds  or  balancing  of  amounts  paid  as  benefits. 

A  number  of  countries,  in<.»luding  Italy,  West  Germany,  Switzerland, 
Canada,  JFrance,  and  Japan,  have  approached  the  United  States  about 
the  po^ibility  of  concluding  social  security  totalization  agreements, 
and  the  Social  Security  Administration  has  had  technical  discussions 
with  representatives  of  each  of  these  countries  except  Japan.  A  draft 
totalization  agreement  between  the  United  States  and  Italy  was  signed 
jn  19T3  and  a  draft  totalization  agreement  between  the  United  States 
and  West  Germany  was  signed  in  1976,  to  signify  only  that  the  coun- 
tries accepted  the  text  of  the  agreement  for  purposes  of  seeking  the 
approval  of  their  national  legislatures.  Both  Italy  and  Germany  have 
enacted  the  agreement  with  the  United  States  into  their  laws.  The 
agreements  cannot  become  effective  until  they  are  authorized  for  the 
United  States  as  provided  in  the  bill.  Thus,  the  agreements  with  Italy 
and  West  Germany  would  have  to  be  submitted  to  the  Congress  after 
enactment  and  await  the  90  day  review  period  before  they  could  be- 
come effective. 

6,  ExclAmcmoflindtedpartnersM 

Under  present  law  each  partner's  share  of  partnership  income  is  in- 
cludable in  his  net  earnings  from  self-employment  for  social  security 
purposes,  irrespective  of  the  nature  of  his  membership  in  the  partner- 
ship. Under  the  bill  the  distributive  share  of  income  or  loss  received 
by  a  limited  partner  from  the  trade  or  business  of  a  limited  partner- 
ship would  be  excluded  from  social  security  coverage.  However,  the 
exclusion  from  coverage  would  not  extend  to  guaranteed  payments  (as 
described  in  section  707(c)  of  the  Internal  Revenue  Code),  such  as 
salary  and  professional  fees,  received  for  services  actually  performed 
by  the  limited  partner  for  the  partnership.  Distributive  shares  re- 
ceived as  a  general  partner  would  continue  to  be  covered.  Also,  if  a 
person  is  both  a  limited  partner  and  a  general  partner  in  the  same 
partnership,  the  distributive  share  received  as  a  general  partner  would 
continue  to  be  covered  under  present  law. 

Your  committee  has  become  increasingly  concerned  about  situations 
in  which  certain  business  organizations  solicit  investments  in  limited 
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partnerships  as  a  means  for  an  investor  to  become  insured  for  social 
security  benefits.  In  these  situations  the  investor  in  the  limited  part- 
nership performs  no  services  for  the  partnership  and  the  social  secu- 
rity coverage  which  results  is,  in  fact,  based  on  income  from  an  invest- 
ment. This  situation  is  of  course  inconsistent  with  the  basic  principle 
of  the  social  security  program  that  benefits  are  designed  to  partially 
replace  lost  earnings  from  work. 

These  advertisements  and  solicitations  are  directed  mainly  toward 
public  employees  whose  employment  is  covered  by  public  retirement 
systems  and  not  by  social  security.  Also,  these  advertisements  fre- 
quently emphasize  the  point  that  those  who  invest  an  amount  sufficient 
to  realize  an  annual  net  income  of  $400  or  more  (the  minimum  amount 
needed  to  receive  social  security  credit  in  a  year)  will  eventually  gain 
a  hi^h  return  on  their  social  security  contributions.  Many  of  those 
who  invest  in  limited  partnerships  will  qualify  for  minimum  benefits, 
which  are  heavily  weighted  for  the  purpose  of  giving  added  protec- 
tion for  people  who  have  worked  under  social  security  for  many  years 
with  low  earnings.  The  cost  of  paying  these  heavily  weighted  benefits 
to  limited  partners  must,  of  course,  be  borne  by  all  persons  covered 
by  the  social  security  program.  The  advertising  injures  the  social  se- 
curity program  in  the  public  view  and  causes  resentment  on  the  part  of 
the  vast  majority  of  workers  whose  employment  is  compulsorily  cov- 
ered under  social  security,  as  well  as  those  people  without  work  income 
who  would  like  to  be  able  to  become  insured  under  the  social  security 
program  but  cannot  afford  to  invest  in  limited  partnerships. 

7.  Social  security  em'ployer  taxes  on  tips  when  deemed  as  wages  for 

the  Federal  Tmninvum  wage 
Under  the  Fair  Labor  Standards  Act  of  1938,  an  employer  can  pay 
an  employee  less  than  the  Federal  minimum  wage  by  an  amount  equal 
to  the  tips  received  by  the  employee  but  not  by  more  than  50  percent 
of  the  minimum  wage.  Since  employers  are  exempt  from  paying  the 
employers'  share  of  social  security  taxes  on  tips  received  by  their  em- 
ployees, employers  do  not  pay  this  tax  on  the  amounts  of  tips  deemed 
to  be  wages  for  purposes  of  the  Federal  minimum  wage.  Under  the  bill, 
liability  for  the  employers'  share  of  social  security  taxes  would  be 
extended  to  any  tips  deemed  to  be  wages  under  the  Fair  Labor  Stand- 
ards Act.  Your  committee  believes  that  these  employers  should  not 
receive  an  advantage  over  other  employers  whose  employees  do  not 
receive  tips,  and  who  must  pay  the  employers'  share  of  the  social 
security  tax  on  the  full  amount  of  the  minimum  wage. 

8,  Clergymen 

Under  present  law,  the  services  which  a  clergyman  (including  a 
Christian  Science  practitioner)  or  member  of  a  religious  order  who  has 
not  taken  a  vow  of  poverty  [)  ]  performs  in  the  exercise  of  his  ministry 
are  covered  as  self -employment  for  social  security  purposes  beginning 
with  1968  unless  he  obtains  an  exemption  from  social  security  taxes 
(and  coverage)  by  filing  within  a  prescribed  period  (under  section 
1402(e)  of  the  Internal  Revenue  Code  of  1954)  an  application  for 
exemption,  together  with  a  statement  that  he  is  conscientiously  opposed 
tolJie  acceptance  (with  respect  to  his  services  as  a  clergyman)  of  any 
public  insurance  such  as  social  security.  Any  exemption  received  under 
present  law  is  irrevocable. 
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Your  committee's  bill  would  permit  a  clergyman  to  revoke  his  ex- 
emption if  application  for  such  revocation  was  filed  before  he  became 
entitled  to  sociar  security  retirement  or  disabilty  benefits  and  no  later 
than  the  due  date  of  a  Federal  income  tax  return  for  his  first  taxable 
year  beginning  after  the  date  of  enactment  of  this  bill.  However, 
once  revocation  was  made,  he  could  not  again  file  an  application  for  ex- 
emption. Social  security  coverage  for  a  clergyman  who  revoked  his 
exemption  would  begin  with  his  first  taxable  year  ending  on  or  after 
enactment  or  beginnmg  after  enactment  (whichever  is  specified  in  the 
application)  and  would  be  effective  for  social  security  benefits  payable 
for  months  in  or  after  the  calendar  year  in  which  the  application  is 
filed. 

9.  Other BMe cmdl(>€al changes 

CL  Validation  of  coverage  for  policemen  and  ftremem  in  Illinois 

Under  present  law,  social  security  coverage  is  available,  in  certain 
jurisdictions  specifically  named  in  tiie  law,  to  policemen  and  firemen 
who  are  in  positions  covered  under  a  State  or  local  retirement  system 
on  miifch  the  same  basis  as  to  other  State  and  local  government  em- 
ployees who  are  covered  under  retirement  systems. 

In  the  States  not  named  in  the  law,  policemen  in  positions  under  a 
retirement  system  cannot  be  covered.  However,  firemen  in  these  States 
who  are  under  a  retirement  system  can  be  covered  if  special  conditions 
in  the  Feder^tl  law  are  met.  The  Governor  of  the  State  must  certify 
that  the  overall  benefit  protection  of  the  group  of  firemen  would  be 
improved  by  extension  of  social  security  to  the  group ;  the  coverage 
t&ii  then  be  extended  by  means  of  a  referendum  in  which  only  firemen 
may  vote. 

Illinois  is  not  one  of  the  States  listed  in  the  law  in  which  social 
^curity  coverage  may  be  extended  to  policemen  and  firemen  who  are 
in  positions  under  a  retirement  system,  nor  has  it  taken  the  required 
action  to  cover  firemen  in  such  positions.  However,  for  a  number  of 
years,  Illinois  has  been  reporting^  as  covered  under  social  security  the 
earnings  of  some  policemen  and  firemen  who  are  covered  under  the 
Illinois  Municipal  Ketirement  Fund  (IMRF). 

Your  committee's  bill  would  deem  services  performed  prior  to  De- 
cember 31, 1977,  by  policemen  and  firemen  in  Illinois  covered  under  the 
IM]RF  to  be  covered  under  social  security  if  social  security  contribu- 
tions had  been  timely  paid  with  respect  to  the  services  and  either  there 
has  been  no  refund  of  the  contributions  or  such  refund  is  repaid  within 
90  days  of  enactment.  The  erroneous  coverage  would  not  be  validated 
for  the  services  of  policemen  and  firemen  employed  by  a  political  sub- 
division which  indicated  tiiat  it  did  not  wish  such  coverage  to  be 
validated. 

&.  Coverage  of  policemen  and  firemen  m  Mississippi 
The  bill  would  make  applicable  to  the  State  of  Mississippi  the  provi- 
sion in  the  Social  Security  Act  which  makes  social  security  coverage 
available,  in  certain  jurisdictions  specifically  named  in  the  law,  to 
policemen  and  firemen  who  are  in  positions  covered  under  a  State  Or 
local  retirement  system,  on  much  the  same  basis  as  to  other  persons 
under  retirement  systems.  Under  present  law,  the  provision  applies  to 
21  States,  Puerto  Rico,  and  to  all  interstate  instrumentalities. 
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In  Mississippi,  and  in  other  States  not  named  in  the  law,  social 
security  coverage  is  not  available  to  policemen  who  are  in  positions 
covered  under  a  State  or  local  retirement  system.  It  is  available  for 
firemen  under  a  retirement  system  in  these  States,  but  only  if  special 
conditions  set  forth  in  the  Federal  law  are  met.  The  Govc^mor  of  the 
State  must  certify  that  the  overall  benefit  protection  of  the  group  of 
firemen  which  would  be  brought  under  coverage  would  be  improved 
by  reason  of  the  extension  of  coverage  to  the  group,  and  coverage  can 
be  extended  only  by  means  of  a  referendum  in  which  only  firemen  may 
vote.  Your  committee's  bill  would  add  Mississippi  to  the  list  of  States 
which  may  make  social  security  coverage  available  to  policemen  and 
firemen  who  are  covered  under  a  State  or  local  retirement  system. 

c.  Coverage  of  State  and  Local  Employees  in  New  Jersey  Under 

the  Divided  Retirement  System  Procedv/re 
The  bill  would  make  applicable  to  the  State  of  New  Jersey  the  pro- 
vision in  the  Social  Security  Act  which  makes  social  security  coverage 
available,  in  certain  jurisdictions  specifically  named  in  the  law,  under 
the  divided  retirement  system  procedure.  Under  present  law,  social 
security  coverage  for  employees  of  the  States  and  their  political  sub- 
divisions is  available  only  through  agreements  between  the  Secretary 
of  Health,  Education,  and  Welfare  and  the  individual  States.  Each 
State  decides  what  groups  of  eligible  employees  will  be  covered,  sub- 
ject to  provisions  in  the  Federal  law  which  assure  retirement  system 
members  a  voice  in  any  decision  to  cover  them  under  social  security. 
Federal  law  provides  two  methods  for  covering  members  of  State  and 
local  government  retirement  systems.  Under  the  first  method,  the  refer- 
endum procedure  which  is  available  to  all  States,  coverage  is  extended 
to  all  present  and  future  employees  who  are  in  positions  under  a  retire- 
ment system  if  a  majority  of  the  eligible  employees  approve  such  cov- 
erasfe  in  a  referendum  vote. 

Under  the  other  method,  the  "divided  retirement  system"  procedure, 
which  is  now  applicable  to  20  States  specifically  listed  in  the  law  and 
all  interstate  instrumentalities,  coverage  may  be  extended  to  only  those 
present  employees  in  positions  under  a  retirement  system  who  desire 
it,  with  all  employees  who  subsequently  enter  or  reenter  positions  under 
the  retirement  system  being  coverage  automatically.  Your  committee's 
bill  would  add  New  Jersey  to  the  list  of  States  which  may  use  the 
divided  retirement  system  procedure. 

Even  though  your  committee  is  extending  mandatory  coverage  to 
State  and  local  employees  in  the  future,  this  provision  has  been  in- 
cluded in  the  bill  to  make  it  possible  for  those  employees  in  New  Jersey 
who  wish  to  come  in  to  the  system  to  do  so  at  an  earlier  time. 

d.  Coverage  of  employees  under  Wisconsin  retirement  system 
Social  security  coverage  for  employees  of  the  States  and  their  po- 
litical subdivisions  in  positions  not  under  a  retirement  system  was 
made  available  by  legislation  enacted  in  1^50  through  agreements  en- 
tered into  between  the  Secretary  of  Health,  Education,  and  Welfare 
and  the  individual  States.  In  1953,  the  Social  Security  Act  was 
amended  to  provide  that  the  agreement  with  the  State  of  Wisconsin 
could  be  modified  to  apply  to  service  performed  by  all  employees  in 
positions  covered  by  the  Wisconsin  Retirement  Fund. 
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Subsequent  amendments  to  the  Social  Security  Act  enabled  all 
Stat^  to  provide  coverage  for  employees  of  a  State  or  political  sub- 
division in  positions  under  a  retirement  system,  by  either  of  two  meth- 
ods. Under  one  method,  applicable  to  all  States,  coverage  is  extended 
to  all  present  and  future  members  of  a  retirement  system  if  a  majority 
of  the  eligible  employees  approve  such  coverage  in  a  referendum  vote. 
Under  the  other  method,  which  is  applicable  to  certain  specified  States, 
including  Wisconsin,  coverage  may  oe  extended  to  only  those  current 
members  of  a  retirement  system  who  desire  it,  with  all  future  mem- 
bers of  the  retirement  system  being  covered  compulsorily . 

The  State  of  Wisconsin,  using  the  exception  enacted  in  1953,  pro- 
vided coverage  for  employees  in  all  positions  under  the  Wisconsin 
Retirement  Fund  but  utilized  the  special  referendum  procedure  in  pro- 
viding coverage  for  the  Milwaukee  Teachers  Retirement  System  and 
the  State  Teachers  Retirement  System.  The  State  now  proposes  to 
merge  the  three  retirement  systems;  the  successor  system  would  be 
known  as  the  Wisconsin  Retirement  System. 

Your  committee's  bill  would  provide  that  the  special  provision  of 
the  Social  Security  Act  that  pertains  to  the  Wisconsin  Retirement 
Fund  would  apply  to  any  successsor  of  that  Fund.  This  change  would 
assure  continued  social  security  protection  for  members  of  the  Wiscon- 
sin Retirement  System,  that  future  members  of  the  System  would  be 
covered  under  social  security,  and  that  a  referendum  would  not  be 
necessary  each  time  a  new  group  becomes  a  participant  in  the  System. 

D.  EQUAL  TREATMENT  OF  MEN  AND  WOMEN 

1,  Equal  rights 

The  social  security  law  contains  a  number  of  relatively  minor  pro- 
visions that  are  different  for  men  and  women.  Your  committee  believes 
that  these  provisions  should  be  changed  to  eliminate  the  gender-based 
distinctions  and  terminology  and  provide  the  same  rights  for  men  and 
w<Mnen.  To  accomplish  this  it  has  included  in  its  bill  the  following  pro- 
visions, most  of  which  have  negligible  costs.  With  the  exceptions  indi- 
cated below,  these  provisions  would  be  effective  with  respect  to  bene- 
fits for  months  after  December  1977. 

a,  Father^s  henefUs 
Benefits  are  provided  by  the  present  statute  for  a  woman  who  has  in 
her  care  a  minor  or  disabled  child  (entitled  to  child's  benefits)  of  her 
retired,  disabled,  or  deceased  husband,  or  deceased  former  husband.  By 
virtue  of  a  1975  Supreme  Court  decision  in  Weinberger  v.  Wiesenfeld 
benefits  are  also  provided  for  a  similarly  situated  widowed  father. 
(In  Wiesenfeld^  the  Court  ruled  that  benefits  must  be  provided  for  a 
widower  with  an  entitled  child  in  his  care  on  the  same  basis  as  they 
are  provided  for  a  widow  with  an  entitled  child  in  her  care.)  Also 
under  the  law,  benefits  are  not  provided  for  a  father  who  has  in  his  care 
an  entitled  child  of  his  retired  or  disabled  wife  or  deceased  former 
wife. 

Your  committee's  bill  would  provide  benefits  for  men  who  were  not 
covered  by  the  Supreme  Court  decision — young  husbands  of  retired 
or  disabled  workers,  and  surviving  divorced  husbands  with  an  entitled 
minor  or  disabled  child  of  the  retired,  disabled,  or  deceased  worker  in 
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their  care.  The  bill  would  also  change  the  statute  to  reflect  the  Su- 
preme Court  decision  in  "Weinberger  v.  Wiesenfeld, 

It  is  estimated  that  2,000  husbands  or  surviving  divorced  husbands 
would  become  newly  eligible  for  benefits  or  eligible  for  larger  bene- 
fits on  the  effective  date.  An  estimated  $2  million  in  additional  bene- 
fits would  be  paid  in  the  first  full  year  of  operation. 

6.  Benefits  for  dworced  men 

Present  law  provides  benefits  based  on  a  former  spouse's  social  secu- 
rity earnings  record  for  an  aged  divorced  wife  and  an  aged  or  disabled 
surviving  divorced  wife  but  not  for  divorced  men  in  like  circum- 
stances. The  committee  bill  would  provide  such  benefits  for  aged  di- 
vorced husbands  and  aged  or  disabled  surviving  divorced  husbands. 

It  is  estimated  that  2,000  people  would  become  newly  eligible  for 
benefits  or  eligible  for  larger  benefits  on  the  effective  date.  An  esti- 
mated $3  million  in  additional  benefits  would  be  paid  in  the  first  full 
year  of  operation. 

c.  Remarriage  of  widowers  hefore  age  60 

Present  law  provides  that  an  aged  or  disabled  widow  (or  surviving 
divorced  wife)  may  qualify  for  widow's  benefits  if  she  "is  not  married" 
when  she  applies  ior  benefits.  For  a  widower  (or  surviving  divorced 
husband),  on  the  other  hand,  the  requirement  specifies  that  he  may 
qualify  for  widower's  benefits  if  he  "has  not  remarried."  As  a  result  of 
this  difference,  a  widower  (or  surviving  divorced  husband)  cannot 
ever  become  entitled  to  widower's  benefits  based  on  his  deceased  wife's 
(or  deceased  former  wife's)  earnings  if  he  has  remarried  before  age 
60,  even  if  he  is  not  married  at  age  60. 

The  committee  bill  would  permit  a  widower  (or  surviving  divorced 
husband)  to  obtain  benefits  based  on  his  deceased  wife's  (or  deceased 
former  wife's)  social  securitjr  if  he  is  not  married  at  the  time  he  applies 
for  widower's  benefits,  as  widows  now  can.  This  provision  would  be 
effective  after  December  1977.  However,  this  provision  will  be  super- 
ceded when  another  provision  in  your  committee's  bill  to  eliminate 
marriage  or  remarriage  as  a  factor  in  terminating  or  reducing  benefits 
becomes  effective  in  1979. 

d.  Transitionalinsuted status 

A  1965  amendment  to  the  social  security  law  made  certain  people 
who  attained  age  72  before  1969  eligible  for  benefits  based  on  a  shorter 
time  in  covered  employment  than  would  otherwise  be  required.  Bene- 
fits were  also  provided  for  certain  wives  and  widows  who  attained  age 
72  before  1969,  but  similar  benefits  were  not  provided  for  husbands  or 
widowers. 

Your  committee's  bill  would  provide  such  benefits  for  husbands  and 
widowers  under  the  same  conditions  as  for  wives  and  widows. 

e.  Benefits  at  age  72  for  certavn  vmnsured  individuals 

An  amendment  to  the  social  security  law  enacted  in  1966  made  it 
possible  for  certain  people  who  reach  age  72  before  1968  to  get  special 
monthly  cash  payments  (financed  from  general  revenues)  even  though 
they  have  not  worked  in  jobs  covered  by  social  security.  The  special 

Eayments  can  also  be  made  to  people  who  reach  age  72  after  1967  and 
efore  1972  if  they  have  a  specified  amount  of  work  under  social  secu- 
rity but  not  enough  to  qualify  for  regular  retirement  benefits. 
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When  both  members  of  a  couple  are  receiving  such  payments,  the 
husband  receives  a  full  benefit  (now  $78.50)  and  the  wife  gets  a  benefit 
equal  to  one-half  the  husband's  benefit  (now  $39.30) . 

The  committee  bill  would  provide  that  when  both  members  of  a 
couple  are  receiving  special  age-72  payments,  the  total  amount  of  the 
payments  ($117.80)  to  the  couple  would  be  divided  equally  between 
the  two. 

/.  Benep^s  of  spouses  of  childhood  disability  or  disabled  worker 
benefvciaries 

When  a  childhood  disability  beneficiary  (a  retired,  disabled,  or 
deceased  worker's  child  who  has  been  disabled  since  before  age  22) 
marries  another  person  getting  dependent's  or  survivor's  benefits,  and 
when  a  disabled  worker  marries  a  childhood  disability  beneficiary  or 
a  mother,  surviving  divorced  mother,  or  father,  neither's  benefits  are 
terminated  by  reason  of  the  marriage.  Subsequent  treatment  of  the 
spouse's  benefits  if  the  childhood  disability  beneficiary  or  disabled 
worker  beneficiary  has  medically  recovered  or  engages  in  substantial 
work  and  has  his  or  her  disability  benefits  terminated  varies  depending 
on  the  sex  of  the  disability  beneficiary.  If  the  disability  beneficiary  is 
a  male,  the  benefits  of  his  spouse  end  when  his  benefits  end.  If,  on  the 
other  hand,  the  disability  beneficiary  is  a  female,  the  benefits  of  her 
spouse  do  not  end  when  her  benefits  end. 

Your  committee  has  approved  a  change  in  the  law  under  which  this 
disparity  in  the  rights  of  men  and  women  would  be  removed.  Specifi- 
cally, the  committee-approved  bill  provides  that  the  benefits  of  the 
spouse  of  a  female  disability  beneficiary  would  be  terminated  if  she 
ceases  to  be  disabled,  as  is  now  the  case  if  the  disability  beneficiary  is 
a  male.  The  termination  of  benefits  of  the  spouse  of  the  disability 
beneficiary  would  be  consistent  with  the  treatment  under  present  law 
accorded  other  dependent  and  survivor  beneficiaries  who  remarry. 
However,  under  the  provisions  of  the  committee  bill  to  eliminate  mar- 
riage or  remarriage  as  a  factor  in  terminating  or  reducing  benefits, 
which  will  take  effect  later  than  the  equal  rights  provisions  of  the 
bill,  spouses  of  disability  beneficiaries  whose  benefits  are  terminated 
under  this  equal  rights  provision  of  the  bill  will  be  able  to  become 
reentitled  to  benefits. 

g.  Benefit  rights  of  illegitimate  children 

Present  law  provides  that  a  man's  illegitimate  child  who  cannot 
inherit  from  him  under  applicable  State  law  relative  to  devolution 
of  intestate  personal  property  may  nevertheless  be  deemed  to  be  his 
child  for  purposes  of  receiving  social  security  benefits  under  certain 
conditions.  Certain  of  these  provisions  may  also  apply  with  respect 
to  such  a  child  of  a  woman,  but  certain  others  do  not. 

Since  the  child  may  become  entitled  to  benefits  on  his  mother's  so- 
cial securiy  record  under  other  provisions  of  the  law,  the  lack  of 
exactly  the  same  provisions  in  the  case  of  mothers  has  not  resulted  in 
a  denial  of  benefits  for  the  child. 

Nevertheless,  your  committee  believes  that  the  law  should  be  changed 
to  avoid  such  a  gender-based  distinction.  Accordingly,  the  committee 
bill  would  provide  that  an  illegitimate  child's  status  for  purposes  of 
entitlement  to  child's  insurance  benefits  will  be  determined  with  re- 
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spect  to  the  child's  mother  in  the  same  way  as  it  is  now  determined 
with  respect  to  the  child's  father. 

In  addition,  the  committee  bill  would  change  the  social  security 
statute  with  respect  to  children  of  disabled  workers  to  conform  to  a 
1974  Supreme  Court  decision  in  Jimenez  v.  Weinberger,  That  decision 
provided  that  certain  illegitimate  children  could  ^et  benefits  based  on 
a  worker's  earnings  if  the  relationship  and/or  living  with  or  support 
requirements  in  the  law  are  met  at  the  time  the  child  applies  for  bene- 
fits instead  of  before  the  worker  becomes  disabled,  as  the  statute  pro- 
vides. The  committee  bill  makes  a  similar  change  with  respect  to 
children  of  retired  workers. 

h.  Waiver  of  civU  service  survivors  annuities 

Generally,  present  law  provides  that  if  a  civil  service  annuity  based 
in  part  of  military  service  performed  before  1957  is  payable  to  an 
individual,  such  service  may  not  be  used  in  determining  eligibility  for 
or  the  amount  of  such  individual's  social  security  benefit.  An  exception 
applies  to  a  widow  (or  child) ,  but  not  a  widower,  entitled  to  a  civil 
service  survivor's  annuity  based  in  whole  or  in  part  on  pre- 1957  mili- 
tary service.  The  widow  (or  child) ,  but  not  a  widower,  may  waive  the 
right  to  the  civil  service  survivor's  annuity  and  receive  credit  for  pre- 
1957  military  service  for  purposes  of  determining  eligibility  for  or 
the  amount  of  social  security  survivor's  benefits. 

The  committee  believes  that  a  widower,  as  well  as  a  widow,  should 
be  permitted  to  waive  payment  of  a  civil  service  annuity  attributable 
to  credit  for  military  service  performed  before  1957  in  order  to  have 
the  military  service  credited  toward  eligibility  for  or  the  amount  of  a 
social  security  benefit,  and  has  made  provision  for  such  in  the  bill. 

i.  Crediting  of  self-employment  income  in  community  property 

States 

Present  law  provides  that  all  income  from  self -employment  in  a 
trade  or  business  owned  or  operated  by  a  married  couple  in  a  State  in 
which  community  property  statutes  are  in  effect  be  deemed  to  be  the 
husband's  for  social  security  purposes  unless  the  wife  exercises  sub- 
stantially all  the  management  and  control  of  the  business,  in  which 
case  all  the  self -employment  income  is  treated  as  the  wife's.  In  non- 
community  property  States,  self-employment  income  of  married  cou- 
ples is  credited  to  the  spouse  who  owns  or  is  predominantly  active  in 
the  business. 

The  committee  bill  would  permit  self -employment  income  of  a  mar- 
ried couple  in  a  community  property  State  to  be  credited  for  social 
security  purposes  to  the  spouse  who  exercises  more  management  and 
control  over  the  trade  or  business,  with  respect  to  taxable  years  after 
1977.  Where  the  husband  and  wife  exercised  the  same  amount  of  man- 
agement and  control  the  self-employment  income  would  be  divided 
equally  between  both  the  husband  and  wife. 

2.  Elimination  of  marriage  or  remarriage  as  a  factor  terminating  or 
reducing  benefits  of  certain  beneficiaries 
Present  law  provides,  in  general,  that  the  marriage  (or  remarriage) 
of  a  worker's  divorced  or  surviving  spouse,  parent,  or  child  prevents 
or  terminates  entitlement  to  benefits  based  on  the  worker's  social  secu- 
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rity  earnings  record.  For  example,  a  widow  who  remarries  before  age 
60  cannot  get  benefits  based  on  her  first  husband's  earnings  as  long  as 
she  is  married.  If  she  remarries  after  age  60,  the  benefits  based  on  the 
first  husband's  social  security  are  reduced  or  terminated ;  the  widow 
gets  either  a  wife's  benefit  based  on  her  first  husband's  earnings  (which 
is  less  than  the  widow's  benefit  she  was  getting)  or  a  wife's  benefit 
based  on  her  current  husband's  earnings  (if  he  is  a  beneficiary) ,  which- 
ever is  higher.  Benefits  are  not  payable  to  divorced  spouses  and  young 
surviving  spouses  who  are  remarried. 

Your  committee  is  especially  concerned  about  the  effect  of  these 
provisions T)n  older  surviving  spouses  (and  divorced  spouses) .  Accord- 
ingly, your  committee  has  recommended  changes  in  the  law  which 
would  eliminate  marriage  or  remarriage  as  a  factor  affecting  entitle- 
ment to  benefits  or  benefit  amounts.  Specifically,  under  j^our  commit- 
tee's bill,  marriage  or  remarriage  would  not  bar  or  terminate  entitle- 
ment to  benefits  as  a  divorced  spouse,  surviving  spouse  (including 
those  with  an  entitled  child  in  their  care) ,  parent,  or  child,  and  remar- 
riage would  not  cause  any  reduction  in  aged  widow's  or  widower's 
insurance  benefits.  Also,  the  dependent's  benefits  of  a  person  married 
to  a  disabled  worker  or  an  adult  disabled  since  childhood  would  no 
sions  of  present  law.  An  estimated  $1.4  billion  in  additional  benefits 
would  be  paid  in  the  first  full  calendar  year  1980. 

The  amendments  made  by  your  committee  would  apply  with  respect 
to  benefits  for  months  after  December  1978.  People  whose  dependents' 
benefits  were  terminated  because  of  marriage  or  remarriage  (or  be- 
cause of  the  recovery  of  a  previously  disabl^  spouse)  prior  to  Janu- 
ary 1979  may  again  become  entitled  to  such  benefits  thereafter  upon 
application  for  reentitlement. 

In  the  first  full  year  of  operation  an  estimated  670,000  people  would 
be  eligible  for  benefits  that  they  would  not  get  because  of  the  provi- 
sions of  present  law.  An  estimated  $1.3  billion  in  additional  benefits 
would  be  paid  in  the  first  full  year. 

S,  Dumtion-of -marriage  requirement  for  divorced  women  {and  m^n) 
In  1965,  the  Congress  provided  benefits  for  aged  divorced  wives  and 
aged  surviving  divorced  wives  of  retired,  disabled,  or  deceased  insured 
workers,  subject  to  a  20-year  duration-of -marriage  requirement.  In 
providing  these  benefits,  your  committee  stated  that  the  purpose  of 
doing  so  was  to : 

.  .  .  provide  protection  mainly  for  women  who  have  spent 
their  lives  in  marriages  that  are  dissolved  when  they  are  far 
along  in  years — especially  housewives  who  have  not  been  able 
to  work  and  earn  social  security  benefit  protection  of  their 
own — from  loss  of  benefit  rights  through  divorce. 

Generally  speaking,  with  a  period  of  marriage  considerably  shorter 
than  20  years  there  is  a  greater  likelihood  that  a  divorced  person  will 
either  qualify  for  benefits  as  a  spouse  in  a  second  marriage  or  have 
earnings  and  qualify  for  benefits  as  a  worker  under  social  security. 
Your  committee  is  concerned,  however,  that  older  divorced  people 
married  less  than  20  years  may  nevertheless  T^fcch  old  age  without 
any  social  securitv  protection.  Accordingly,  your  committee's  bill 
would  reduce  from  20  years  to  5  years  the  length  of  time  a  person  must 
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have  been  married  to  a  worker  in  order  for  benefits  to  be  payable  to 
an  aged  divorced  spouse  or  surviving  divorced  spouse. 

The,  amendment  would  be  effective  with  respect  to  benefits  for 
months  after  December  1978. 

It  is  estimated  that  70,000  people  would  become  newly  eligible  for 
benefits  or  eligible  for  larger  benefits  on  the  effective  date.  An  esti- 
mated $160  million  in  additional  benefits  would  be  paid  in  the  first 
full  calendar  year,  1980. 

4.  Study  of  proposals  to  eliminate  dependency  and  sex  dis&riltrdnation 
As  discussed  previously,  your  committee's  bill  contains  amendments 
which  would  make  a  number  of  relatively  minor  social  security  pro- 
visions the  same  for  men  and  women.  However,  there  are  a  number  of 
more  broad-scale  proposals  for  changing  the  social  security  program 
to  take  into  account  the  changing  role  of  women  in  society.  Your 
committee  is  concerned  that  the  social  security  program  provide  ade- 
quate protection  in  terms  of  the  needs  of  today's  society  and  that 
women,  as  well  as  men,  be  treated  equitably  under  the  program. 

Therefore,  your  committee  has  directed  the  Secretary  of  Health, 
Education,  and  Welfare,  in  consultation  with  the  Task  Force  on  Sex 
Discrimination  in  the  Department  of  justice,  to  carry  out  a  detailed 
study  of  proposals:  (1)  to  eliminate  dependency  as  a  requirement  for 
entitlement  to  social  security  spouse's  benefits,  and  (2)  to  bring  about 
the  equal  treatment  of  men  and  women  in  any  and  all  respects.  In 
conducting  this  study  the  Secretary  shall  take  into  account  the  effects 
of  the  changing  role  of  women  in  today's  society  including  such  things 
as:  (1)  changes  in  the  nature  and  extent  of  women's  participation  in 
the  labor  force,  (2)  the  increasing  divorce  rate,  and  (3)  the  economic 
value  of  women's  work  in  the  home.  The  study  shall  include  appro- 
priate cost  analyses.  A  full  and  complete  report  shall  be  submitted 
by  the  Secretary  to  the  Congress  within  6  months  after  enactment  of 
the  bill. 

E.  IMPROVEMENTS  OF  THE  EARNINGS  TEST 

The  earnings  limitation  or  retirement  test  for  social  security  benefici- 
aries continues  to  bother  many  Americans  who  believe  that  retirees 
should  be  encouraged  to  work  rather  than  discouraged  from  working. 
Your  committee  has  provided  what  it  believes  is  the  most  liberal 
amendment  possible,  consistent  with  the  fiscal  condition  of  the  old-age 
and  survivors  insurance  system. 

1.  Annual  exempt  amount. — ^Under  present  law,  if  a  beneficiary 
under  age  72  earns  more  than  the  annual  exempt  amount  ($3,000  in 
1977 ;  more  in  subsequent  years)  in  a  year,  $1  less  in  benefits  is  paid  for 
each  $2  of  earnings  in  excess  of  the  $3,000.  However,  full  benefits  are 
paid,  regardless  of  the  amount  of  annual  earnings,  for  any  month  in 
which  the  beneficiary  neither  works  for  wages  in  excess  of  the  monthly 
measure  ($250  in  1977;  more  in  later  years)  nor  renders  substantial 
services  in  self -employment.  Under  the'bill,  beginning  in  1978,  the  an- 
nual exempt  amount  would  be  increased  so  that  a  beneficiary  age  65  or 
over  (but  under  age  72)  would  receive  the  full  amount  of  his  benefits 
each  month  if  his  annual  earnings  did  not  exceed  $4,000,  and  begin- 
ning in  1979,  such  a  beneficiary  would  receive  the  full  amount  of  his 
benefits  each  month  if  his  annual  earnings  did  not  exceed  $4,500.  Bene- 
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ficiaries  under  age  65  continue  to  be  subject  to  the  annual  ex- 

empt amount  provided  under  present  law.  The  provisions  for  the  auto- 
matic adjustment  of  the  annual  exempt  amount  under  present  law 
would  not  be  effective  for  beneficiaries  age  65  or  over  (but  under  72) 
for  either  1978  or  1979. 

2.  Monthly  earnings  test, — The  bill  would  change  the  retirement  test 
so  as  to  eliminate,  for  years  after  the  initial  year  of  retirement,  the 
provision  under  present  law  that  allows  a  beneficiary  to  receive  full 
benefits  for  any  month  in  which  the  beneficiary  neither  works  for 
wages  of  more  than  the  monthly  measure  nor  renders  substantial  serv- 
ices in  self -employment. 

The  present  test,  with  a  combined  annual-monthly  measure  of  earn- 
ings, creates  an  anomaly  by  permitting  the  payment  of  benefits  in  some 
situations  where  payment  is  difficult  to  justify.  For  example,  a  benefi- 
ciary who  earns,  say,  $20,000  a  year  and  who  works  regularly  through- 
out the  year  has  all  benefits  withheld.  A  beneficiary  who  earns  the  same 
amount,  but  works  only  part  of  the  year,  say  8  months,  can  receive 
benefits  for  the  remaining  4  months.  Also,  people  who  customarily 
work  less  than  a  full  12  months  each  year  (for  example,  in  seasonal 
employment)  can,  upon  reaching  the  age  of  eligibility  for  benefits,  re- 
ceive some  social  security  benefits  during  the  year  even  though  their 
work  patterns  have  not  changed  and  their  annual  earnings  are 
substantial. 

Your  committee's  bill  would  provide  that  the  monthly  measure 
would  apply  only  in  the  initial  year  of  retirement.  This  provision 
would  assure  that  a  beneficiary  who  retires  after  earning  a  substan- 
tial amount  in  the  year  of  retirement  would  get  benefits  for  the  months 
in  that  year  in  which  the  beneficiary  actually  was  retired. 

3.  Foreign  worh  test. — The  regular  earnings-related  retirement  test 
is  not  a  practical  test  for  beneficiaries  who  work  outside  the  United 
States  in  employment  that  is  not  covered  by  social  security,  primarily 
because  of  the  wide  variations  in  earnings  levels  in  the  many  <K>untries 
in  which  U.S.  social  security  benefits  are  payable,  the  changing  values 
of  foreign  currencies,  and  the  administrative  difficulties  that  a  monthly 
earnings  test  would  present  in  dealing  with  beneficiaries  living  abroad. 
For  these  beneficiaries,  benefits  are  payable  in  full  for  any  month  in 
which  a  beneficiary  works  6  or  fewer  calendar  days,  regardless  of  how 
many  hours  he  works  in  these  days  and  regardless  of  how  much  money 
he  earns ;  he  receives  no  benefits  for  any  month  in  which  he  works  in  7 
or  more  calendar  days. 

Unless  your  committee's  bill,  benefits  would  not  be  payable  for  any 
month  in  which  a  beneficiary  worked  in  9  or  more  calendar  days  in 
1978  and  in  12  or  more  calendar  days  in  1979.  Liberalization  of  the 
foreign  work  test  is  meant  to  allow  beneficiaries  who  work  outside  the 
United  States  an  increase  in  their  earnings  without  losing  benefits, 
just  as  the  increased  amount  of  the  annual  exempt  amount  for  the 
regular  retirement  test  allows  beneficiaries  in  the  United  States  to  earn 
more  without  suffering  deductions  from  their  benefits. 

F.  ANNUAL  WAG?.  REPORTING 

Public  Law  94r-202,  enacted  January  2,  1976,  made  changes  in  the 
law  to  institute  a  single  annual  wage  reporting  system  under  which 
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forms  W-2  will  be  used  as  the  annual  reports  of  wages  for  both  social 
security  and  income  tax  purposes  effective  with  reports  of  wages  paid 
in  1978.  Annual  reporting  will  eliminate  the  quarterly  reporting  of  a 
detailed  listing  of  wages  paid  to  each  employee  covered  under  social 
security.  Employers  will  still  have  to  file  with  the  Intenxal  Revenue 
Service  quarterly  reports  which  contain  summary  wage  and  tax  liabil- 
ity information.  State  and  local  employment  is  excluded  from  the 
change  to  annual  reporting. 

The  annual  reporting  provisions  of  Public  Law  94-202  made  no 
changes  in  the  provisions  of  the  Social  Secuiilv  Act  which  deal  with 
the  crediting  of  covered  work  on  a  quarterly  basis.  As  a  result,  em- 
ployers will  have  to  include  on  forms  W-2  data  on  wages  paid  the 
worker  in  each  quarter  so  that  the  Social  Security  Administration  can 
determine  whether  a  worker  has  enough  quarters  of  coverage  to  be 
eligible  for  benefits.  Thus,  the  annual  reporting  provisions  of  present 
law  do  not  provide  the  optimum  advantages  for  employers  or  for  the 
Government  that  annual  reporting  was  intended  to  achieve  bec^x^ 
quarterly  wage  data  will  still  need  to  be  reported  by  employ^rs^ 
and  the  data  will  have  to  be  processed  by  the  Social  Se<?uri^ 
Administration. 

Your  committee's  bill  would  change  the  provisions  of  the  social  secu- 
rity law  which  refer  to,  or  are  based  on,  the  use  of  quarterly  wage  data, 
so  that  only  annual  data  would  be  reported  on  the  forms  W-2.  Under 
the  bill,  annual  wage  data  would  be  substituted  for  quarterly  wage  data 
for  automatically  adjusting  the  contribution  and  benefit  base  and  the 
retirement  test  exempt  amount,  as  well  as  in  computing  the  benefit 
reduction  when  a  worker  is  entitled  to  workmen's  compensation,  in 
applying  coverage  tests  to  certain  jobs,  and  in  granting  military  serv- 
ice noncontributory  wage  credits. 

The  most  significant  program  change  would  be  a  provision  setting 
out  how  annual  wages  would  be  credited  in  terms  of  quarters  of  cov- 
erage. Under  present  law,  a  worker  generally  receives  credit  for  a 
uarter  of  coverage  for  a  calendar  quarter  in  which  he  received  at  least 
50  in  wages.  Under  the  bill,  a  worker  would  receive  one  quarter  of 
coverage  (up  to  a  total  of  four)  for  each  $250  of  earnings  in  a  quarter, 
and  the  $250  measure  would  be  increased  automatically  every  year  to 
take  account  of  increases  in  average  wages. 

Your  committee  believes  that  because  wage  levels  have  advanced  so 
tremendously  since  the  $50  measure  was  established  in  1939,  raising 
the  measure  to  $250  in  this  context  would  not  make  it  more  difficult  for 
workers  in  general  to  secure  social  security  credits.  While  there  would 
be  relatively  few  workers  who  would  lose  some  quarters  of  coverage, 
over  a  working  lifetime  most  would  b^ome  insured  anyway.  On  the 
other  hand,  some  workers  would  get  some  additional  quarters  of  cov- 
erage, but  again  most  would  have  become  insured  anyway.  ITie  quarter- 
of-coverage  measure  was  set  at  $250,  with  annual  automatic  adjust- 
ments, in  order  to  avoid  significant  increases  in  program  costs. 

G.  OTHER  PROVISIONS 

7.  Limit  cost  of  living  increases  for  early  retirees 

Your  committee's  bill  would  change  the  method  of  increasing  re- 
duced benefits  after  the  initial  month  of  entitlement.  If  an  individual 
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elects  to  receive  social  security  benefits  before  reachinjz  age  65, 
the  benefits  are  reduced  to  take  into  account,  in  general,  the  longer 
period  for  which  benefits  are  to  be  received.  Currently,  benefits  are  re- 
duced for  the  number  of  months  from  first  entitlement  to  age  65.  How- 
ever, if  benefits  are  subsequently  increased,  the  increase  is  reduced  for 
the  number  of  months  from  the  month  of  increase  to  a^re  65. 

After  age  65  there  is  no  reduction  in  the  increase.  Thus,  a  person 
who  started  gettting  retirement  benefits  at  age  62  (with  a  20  percent 
actuarial  reduction)  gets  benefit  increases  without  reduction  after 
age  65.  In  such  cases,  the  cost-of-living  increase  in  the  individual's 
benefits  will  exceed  the  percentage  increase  necessary  to  maintain  the 
purchasing  power  of  his  original  reduced  benefit  amount. 

Under  your  committee's  bill  subsequent  benefit  increases  would  be 
subject  to  the  same  reduction  factor  as  that  which  was  initially  ap- 
plied— from  the  month  of  initial  entitlement  to  retirement  age.  As 
under  current  law,  the  reduction  factor  would  be  adjusted  at  age  65 
(and  also  at  age  62  for  widows  and  widowers)  to  take  account  of  prior 
months  for  which  benefits  were  not  payable.  (Your  committee's  bill 
also  contains  a  provision  to  prevent  deliberalization  of  benefits  of 
individuals  already  receiving  social  security  benefits.)  Enactment  of 
this  legislation  would  reduce  outlays  by  $90  million  in  calendar  year 
19^78  and  $280  million  in  calendar  year  1979. 

2,  Limitation  of  retroactive  benefits 

Under  present  law,  social  security  retirement  benefits  are  payable  to 
workers  and  their  spouses  as  early  as  age  62,  with  the  benefits  paid 
before  age  65  actuarially  and  permanently  reduced  so  that,  on  the 
average,  the  beneficiaries  will  get  the  same  amount  of  lifetime  benefits 
that  they  woul^  receive  if  their  benefits  began  at  age  65.  Benefits  pay- 
able as  early  as  age  60  to  widows  and  widowers  are  also  actuarially  and 
permanently  reduced  when  benefits  are  received  for  months  prior  to 
age  65. 

Under  present  law,  a  person  who  files  an  application  after  he  is  first 
eligible  for  benefits  may  be  paid  benefits,  including  actuarially  reduced 
benefits,  for  a  retroactive  period  of  up  to  12  months  before  the  month 
in  which  the  application  is  filed,  if  all  conditions  of  eligibility  are  met 
for  those  months. 

Under  the  bill,  except  in  those  cases  where  the  benefits  were  disabil- 
ity-related or  where  unreduced  dependents  benefits  were  involved, 
monthly  benefits  would  not  be  paid  retroactively  for  months  before 
the  month  in  which  the  application  was  filed  Where  such  retroactivity 
would  result  in  permanently  reduced  benefits. 

Under  present  law,  the  applicant-beneficiary  who  is  eligible  for  re- 
duced benefits  may  be  faced  with  options  that  are  unclear  and  mislead- 
ing to  him,  and  which  could  make  it  difficult  for  him  to  decide  whether 
or  not  to  elect  reduced  benefits.  For  example,  if  a  worker's  monthly 
benefit  amount  were  $160  as  of  the  month  he  attained  age  65  and  filed 
an  application,  his  monthly  benefit  would  be  reduced  to  $149.40 — a 
permanent  reduction  of  $10.60  a  month — if  he  chooses  to  take  benefits 
for  12  months  prior  to  the  month  he  filed  his  application  in  order  to 
get  the  one-time  payment  of  $1,792.80. 

Your  committee  has  been  concerned  about  the  high  proportion  of 
applicants  in  such  situations  who  choose  to  receive  a  relatively  high 
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one-time  retroactive  benefit  payment,  even  though  it  means  a  perma- 
nent reduction  in  the  monthly  benefits  they  would  get  in  the  future. 
The  retroactive  payment  is  likely  to  be  quickly  used  up,  and,  while 
some  beneficiaries  make  up  for  the  reduction  in  monthly  benefits  with 
supplemental  security  income  (SSI)  payments,  manv  cannot  qualify 
for  these  payments  and  their  continuing  income,  on  which  they  have  to 
rely  for  the  remainder  of  their  lives,  may  be  too  small  to  provide  for 
current  needs.  Under  the  change,  this  difficult  choice  would  be  removed 
and  many  older  beneficiaries  would  have  higher  continuing  incomes 
to  meet  their  ongoing  needs. 

3,  Early  payment  of  social  security  and  SSI  benefit  checks  in  certain 
situations 

Under  present  law,  social  security  benefit  payments  for  a  particular 
month  are  payable  after  the  end  of  that  month,  and  payment  is  nor- 
mally made  on  the  third  day  of  the  month;  SSI  benefit  checks  for  a 
particular  month  are  delivered  on  the  first  day  of  that  month. 

The  bill  would  require  that,  when  the  delivery  date  for  either  pay- 
ment falls  on  a  Saturday,  Sunday,  or  legal  public  holiday,  the  cheeks 
would  be  delivered  on  an  earlier  date. 

The  committee  has  been  concerned  that  social  security  and  SSI  bene- 
ficiaries have  to  wait  several  days  before  they  dould  get  their  benefit 
checks  cashed  in  those  instances  where  the  delivery  date  fell  on  a  Sat- 
urday, Sunday,  or  legal  public  holiday.  Under  the  committee's  bill^ 
this  situation  would  be  alleviated. 

Under  the  bill,  if  the  usual  delivery  date  for  an  SSI  payment,  for 
example,  were  September  1,  and  that  date  fell  on  a  Monday  that  was  a 
legal  public  holiday,  the  check  would  be  paid  on  August  29.  If  the 
beneficiary  were  to  die  on,  say,  August  31,  he  would  not  be  entitled  to 
benefits  for  that  month,  and  the  check  paid  on  August  29  would  be 
erroneous.  Your  committee  believes  that  any  such  erroneous  payments 
that  occur  as  a  direct  result  of  this  provision  should  not  be  recovered* 
Therefore,  the  bill  would  provide  that  where  an  erroneous  payment  oc- 
curred under  this  provision,  the  erroneous  payment  would  not  be  an 
overpayment,  and  therefore  would  not  be  recovered,  if  the  event  that 
caused  the  payment  to  be.  erroneous  occurred  after  the  check  was 
delivered. 

Relatiomhip  of  tJie  taxable  earnings  base  vmder  the  rail/toad  retire- 
ment  program  {Tier  II)  and  the  Pension  Benefit  €hmrarvty  Cor- 
poration (PBGC), 
The  Hailroad  Eetirement  Act  of  1974  re^ructured  the  railroad  re- 
tirement program  so  that  the  benefits  paid  were  divided  into  two 
p)arts— tier-I  and  tier-II.  The  tier-I  benefit  is  essentially  a  social  secu- 
rity benefit  based  on  both  railroad  employment  and  non-railroad  em- 
ployment covered  by  social  security.  The  benefit  is  financed  out  of  a 
tax  on  employers  and  employees  equal  to  the  tax  that  would  be  paid 
under  social  security.  Moreover,  each  time  the  social  security  tax  base 
and  tax  rates  are  increased,  an  identical  increase  occurs  in  the  railroad 
tier-I  tax.  Each  year  the  tier-I  taxes  collected  under  the  railroad  pro- 
gram are  transferred  to  the  social  security  trust  funds  and  the  social 
security  tru^  funds  transfer  to  the  railroad  program  -fche  amount  of 
social  security  benefits  that  would  have  been  paid  had  railroad  em* 
ployment  been  covered  under  the  social  security  program. 
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The  tier-n  benefit  is  an  industry  annuity  program  which  is  financed 
from  a  9.5  percent  tax  on  wages  paid  by  employers  without  any  con- 
tribution fix>m  employees.  Both  the  amount  of  earnings  taxed  and  the 
benefit  paid  are  Imiited  by  the  amount  of  earnings  taxed  under  the 
social  security  program  and  rise  as  the  social  security  tax  base  rises. 

Although  the  tier  II  program  is  authorized  by  Federal  law,  financed 
by  Federal  taxes  and  administered  by  a  Federal  agency,  the  present 
program  is  the  result  of  industry-wide  negotiations  between  railway 
management  and  railway  labor  organizations.  Your  committee  has 
been  informed  that  railway  labor  and  management  are  now  engaged 
in  industry-wide  negotiations  r^arding  wages,  conditions  of  work 
and  fringe  benefits  (including  raSroad  retirement  benefits),  and  that 
these  negotiations  could  be  prejudiced  if  the  increases  in  the  social 
security  tax  base  included  in  the  amendments  reported  by  your  com- 
mittee were  also  to  go  into  effect  for  purposes  of  tier-II  of  the  Railroad 
Retirement  Act.  Your  committee  has  no  intention  of  affecting  in  any 
way  these  negotiations  and  the  bill  provides  that  the  tier-II  tax  base 
and  benefit  computation  base  will  be  at  the  same  levels  they  would 
have  been  under  the  automatic  increase  provision  of  the  Social  Secu- 
rity Act  had  your  committee's  bill  not  he&a  enacted. 

A  somewhat  similar  situation  exists  with  respect  to  the  Pension 
Benefit  Guaranty  Corporation  (PBGO)  under  the  Employee  Retire- 
ment Income  Security  Act  of  1974  which  provides  for  the  insurance 
of  pensions  up  to  a  ceitain  maximum  monthly  amount.  Initially,  this 
was  $750.  The  intent  was  that  this  amount  should  be  automatically 
adjusted  annually  to  reflect  increases  in  the  general  level  of  wages. 
The  mechanism  was  to  increase  the  amount  according  to  iJie  increases 
in  the  Social  Security  maximum  taxable  earnings  base,  which  under 
present  law  rises  in  accordance  with  increases  in  the  general  level  of 
earnings.  However,  the  ad  hoc  increases  in  the  earnings  base  in  the 
bill  would  have  the  unintended  effect  of  increasing  the  maximum 
amount  of  pension  insured  under  ERISA  more  than  was  the  intention 
of  the  initial  legislation.  Accordingly,  your  committee's  bill  would 
rectify  this  situation  by  a  technical  change,  so  as  to  maintain  the 
oridnal  intent.  This  would  be  done  by  tying  the  indexing  of  the  in- 
sured pension  amount  under  ERISA  to  the  current  Social  Security 
earnings  base  as  it  would  increase  under  current  law  had  your  commit- 
tee's bill  not  been  enacted. 

IV.  Actuarial  Cost  Estimates  Under  the  Bill 

A.  ACTTUARIAL  SOUNDN'ESS  OF  THE  OASDHI  SYSTEM 

In  order  to  determine  the  financial  soundness  of  the  OASDHI  sys- 
tem over  a  long-range  period,  the  concept  of  long-range  actuarial  bal- 
ance has  normally  been  used.  The  long-range  actuarial  balance  for 
OASDI  is  the  difference  between  the  75-year  average  OASDI  tax  rate 
and  the  75-year  average  expenditures  expressed  as  a  percentage  of  tax- 
able payroll,  The  long-range  actuarial  balance  for  HI  is  calculated  in 
a  similar  fashion,  but  over  a  25-year  period.  If  the  difference  is  positive 
(that  is,  if  the  averaare  tax  rate  exceeds  the  average  expenditures), 
the  system  is  said  to  have  an  actuarial  surplus;  if  it  is  negative,  the 
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system  is  said  to  have  an  actuarial  deficit.  In  addition,  if  that  differ- 
ence is  less  than  5  percent  of  the  average  expenditures,  the  system  is 
said  to  be  in  close  actuarial  balance.  In  the  past  when  there  has  been 
an  actuarial  imbalance  (i.e.,  an  actuarial  deficit  or  actuarial  surplus) , 
the  Congress  has  traditionally  acted  to  revise  either  taxes  or  benefits, 
or  both,  so  as  to  bring  the  program  into  close  actuarial  balance. 

The  provisions  of  the  committee  bill  are  summarized  in  the  follow- 
ing section.  The  long-range  cost  of  the  OASDI  system  under  the  com- 
mittee bill  is  estimated  to  be  13.42  percent  of  taxable  payroll  and  the 
average  OASDI  tax  rate  is  J1.73  percent  which  results  in  an  "actuarial 
deficit''  of  1.69  percent  of  taxable  payroll.  This  is  significantly  lower 
than  the  deficit  under  present  law  of  8.20  percent  of  taxable  payroll, 
but  still  outside  the  5  percent  limit  of  variation  which  is  0.67  percent 
of  taxable  payroll  based  on  the  estimated  cost  of  13.42  percent  of  tax- 
able payroll. 

The  long-range  cost  of  the  HI  system  under  the  conunittee  bill  is 
estimated  to  be  3.53  percent  of  taxable  payroll  and  the  average  HI 
tax  rate  is  2.69  percent.  This  results  in  a  substantial  "actuarial  deficit" 
of  0.84  percent  of  taxable  payroll,  which  is  lower  than  the  deficit  under 
present  law  of  1.16  percent  of  taxable  payroll,  but  still  outside  the  5 
percent  limit  of  variation  for  close  actuarial  balance,  which  is  0.18 
percent  of  taxable  payroll  based  on  the  estimated  cost  of  3.53  percent 
of  taxable  payroll. 

B.  ACTUARIAL  COST  ESTIMATES  FOR  THE  OASDI  SYSTEM 

1,  Effect  of  the  hUl  on  the  actuarial  balance  of  the  OASDI  system 

From  an  actuarial  cost  standpoint,  the  major  features  of  the  bill  are 
as  follows : 

a.  Decoupling 

Benefits  are  decoupled  using  a  wage  indexing  procedure  for  those  at- 
taining age  62,  dying  or  becoming  disabled  after  1978.  For  retirement 
cases,  there  would  be  a  10-year  guarantee  of  the  benefits  that  would  re- 
sult from  the  computation  procedures  in  present  law  based  on  the  bene- 
fit table  in  effect  at  the  end  of  1978. 

h.  Benefit  level 

The  decoupling  benefit  formula  would  be  designed  to  produce  re- 
placement rates  that,  on  the  average,  are  5  percent  lower  than  those 
projected  under  present  law  for  the  beginning  of  1979. 

c.  Freezing  the  mvrdmurri  hervefit 

The  minimum  PIA  in  the  decoupling  procedure  would  be  frozen 
for  all  future  years  at  the  level  shown  in  the  benefit  table  in  effect  at 
the  end  of  1978. 

d.  Delayed  retirement  increment 

Retirement  benefits  would  be  increased  by  3  percent  (instead  of  the 
1  percent  in  present  law)  for  every  year  that  the  beneficiary  fails  to 
receive  benefits  bet  ween  ages  65  and  72. 

e.  Increase  in  retirement  test 

For  beneficiaries  aged  65  and  over,  the  exempt  amount  in  the  earn- 
ings test  would  be  increased  to  $4,000  in  197$,  to  $4,500  in  1979,  and 
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(as  in  present  law)  would  automatically  increase  thereafter.  For  bene- 
ficiaries under  age  65,  the  exempt  amount  would  remain  as  in  present 
law.  The  monthly  measure  would  be  eliminated  except  in  the  year  of 
retirement. 

/.  Elimination  of  remarriage  terminations 
Remarriage  would  not  be  a  cause  for  precluding  or  terminating  en- 
titlement to  benefits. 

g.  Elimination  of  windfall  for  early  retirees 

Future  percent  increases  in  benefits  would  be  applied  to  the  amounts 
being  paid,  rather  than  to  PIA's. 

h.  Universal  coverage 

Effective  in  1^82,  coverage  would  be  extended  on  a  compulsory  basis 
to  all  Federal,  State  and  local  government  employees  and  employees 
of  nonprofit  organizations. 

i.  Increase  in  the  taxahle  wage  base 

The  taxable  wage  base  for  employers,  employees,  and  self-employed 
persons  would  be  increased  to  $19,900  in  1978 ;  $22,900  in  1979 ;  $25,900 
in  1980 ;  $27,900  in  1981 ;  and  as  in  present  law  would  automatically 
increase  thereafter. 

j.  Increase  in  self-employed  tax  rate 
Effective  in  1981  the  OASDI  tax  rate  for  self-employed  persons 
would  be  equal  to  li^  times  the  rate  for  employees. 

k.  Tax  rate  increases 
The  tax  rates  would  be  increased  as  shown  in  tables  1  and  2. 

TABLE  l.-CONTRIBUTION  RATES  FOR  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  UNDER  PRESENT  LAW 

AND  UNDER  THE  COMMITTEE  BILL 

[In  percent) 

Employer  and  employee 

rate,  each  Self-employed  rate 


Committee  Committee 
Calendar  years  Present  law  bill      Present  law  bill  i 


1977.,   4.95  4.95  7  7.tM) 

I978-«0^„...-     4.95  5.05  7  7.10 

1981-84   4.95  5.15  7  7.70 

1985-89   4.95  5.45  7  8.20 

1990-2010    4.95  6.00  7  9.00 

2011  and  later  ._   5.95  6.00  7  9.00 


1  Approximately  IH  times  ttie  employee  rate  beginning  in  1981. 

TABLE  2.-C0NTRIBUTI0N  RAT£S  FOR  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  UNDER  THE  BILL. 

SUBDIVIDED  BY  TRUST  FUND 

[In  percent] 

Employer  and  employee  rate,  each  Self-employed  rate 


Calendar  years  OASI  Dl  Total  OASI  01  Total 


1977......._....   4.375  0.575  4.95  6.185  0.815  7.00 

1978   4.275  .775  5.05^  6.010  1.090  7.10 

1979-80  -   4.300  .  750  5.05  6.045  1.055  7.  ID 

1981-84   4.350  .  800  5.15  6.500  1.200  7.70 

1985-89..    4.550  .  900  5.45  6.850  1.350  8.20 

1990  and  later   4.900  l.lOO  6.00  7.350  1.  650  9.00 
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The  changes  in  the  medium-range  and  long-range  actuarial  balances 
of  the  system  from  the  levels  under  present  law  to  those  under  the  bill 
are  shown  in  tables  3  and  4. 

TABLE  3.-CHANGES  IN  ACTUARIAL  BALANCE  OF  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM 
OVER  THE  MEDIUM-RANGE  PERIOD  (1977-2001)  EXPRESSED  AS  PERCENT  OF  TAXABLE  PAYROLL,  BY  TYPE  OF 
CHANGE,  PRESENT  LAW  AND  THE  BILL 

(In  percent] 

Item  OAii  Dl  Total 

Medium-range  actuarial  balance  under  present  law   -1.45  —0.89  -2.34 

Wage-indexing  decoupling   .35  .19  .54 

Benefit  level   .26  .08  .33 

Freezing  the  minimum  benefit'   .03  .01  .04 

Delayed  retirement  increment   —.04  0  —.04 

Retirement  test   —.0$  0  -.05 

Elimination  of  remarriage  terminations   —.10  C  —.10 

Elimination  of  windfall  for  early  retirees   .13  0  .13 

Universal  coverage   .49  .07  .56 

Miscellaneous  provisions'   6  ff  0 

Increase  in  the  taxable  wage  base   .41  .08  .48 

Increase  in  self-employed  tax  rates   .08  .01  .09 

Tax  rate  increases  *   .75  .  56  .1.31 

Total  effect  of  changes  in  bill   2.29  1.00  3.29 

Medium-range  actuarial  balance  under  bill   .84  .10  .95 

1  Includes  updating  the  special  minimum  and  increasing  it  automatically  after  1979. 

2  Includes  equal  treatment  by  sex  (without  the  effect  of  any  dependency  test  or  pension  offset  provisions),  employer 
liability  for  taxes  on  minimum  wage  for  employees  receiving  tips,  correction  of  the  flaw  in  present  law  regarding  limited 
partnerships,  elimination  of  retroactive  payments  of  actuarially  reduced  benefits,  reducing  marriage  requirements  from 
zO  yr  to  5  yr  for  certain  divorced  beneficiaries,  and  annual  reporting  of  earnings. 

NOTES 

Expenditures  and  taxable  payroll  are  calculated  under  the  intermediate  set  of  assumptions  (alternative  II)  which  are 
described  in  the  1977  Report  of  the  Board  of  Trustees  of  the  Federal  old-age  and  survivors  insurance  and  disability  in- 
surance trust  funds.  These  assumptions  incorporate  ultimate  annual  increases  of  5^  percent  in  average  wages  in  covered 
employment  and  4  percent  in  Consumer  Price  Index,  an  ultimate  unemployment  rate  of  5  percent,  and  an  ultimate  total 
fertility  rate  of  2.1  children  per  woman.  Taxable  payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on 
self-employment  income,  on  tips,  and  on  multiple-employer  "excess  wages"  as  compared  with  the  combined  employer- 
employee  rate. 

Figures  may  not  add  due  to  rounding. 

TABLE  4.— CHANGES  IN  ACTUARIAL  BALANCE  OF  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYS- 
TEM OVER  THE  LONG-RANGE  PERIOD  (1977-2051)  EXPRESSED  AS  PERCENT  OF  TAXABLE  PAYROLL,  BY  TYPE 
OF  CHANGE,  PRESENT  LAW  AND  THE  BILL 

(In  percent] 

item  OASi  m  Totai 

Long-range  actuarial  balance  under  present  law   -6. 06  -2. 14  —8. 20 

Wage-Indexing  decoupling   3.19  .95  4.14 

Benefit  level   .53  .12  .66 

Freezing  the  minimum  benefit '   .07  .02  .09 

Delayed  retirement  increment   -.09  0  -.  09 

Retirement  test   -.  07  0  -.07 

Elimination  of  remarriage  terminations   —.08  0  —.08 

Elimination  of  windfall  for  early  retirees   .24  0  .24 

Universal  coverage   .29  .05  .34 

Miscellaneous  provisions'   0  0  0 

Increase  in  the  taxable  wage  base   .36  .07  .43 

Increase  in  self-employed  tax  rates   .09  .02  .11 

Tax  rate  increases   .19  .56  .  75 

Total  effect  of  changes  in  bill   4^^3  1^78  6. 51 

Long-range  actuarial  balance  under  bill   —1. 33  — .  36  —1. 69 

>  Includes  updating  the  special  minimum  and  increasing  it  automatically  after  1979. 

'  Includes  equal  treatment  by  sex  (without  the  effect  of  any  dependency  test  or  pension  offset  provisions),  employer 
liability  for  taxes  on  minimum  wage  for  employees  receiving  tips,  correction  of  the  flaw  in  present  law  regarding  limited 

Sartnerships,  elimination  of  retroactive  payments  of  actuarially  reduced  benefits,  reducing  marriage  requirements  from 
0  yr  to  5  yr  for  certain  divorced  beneficiaries,  and  annual  reporting  of  earnings. 

NOTES 

Expenditures  and  taxable  payroll  are  calculated  under  the  intermediate  set  of  assumptions  (alternative  II)  whie)l«re 
described  in  the  1977  Report  of  the  Board  of  Trustees  of  the  Federal  old-age  and  survivors  insurance  and  disability  in- 
surance trust  funds.  These  assumptions  incorporate  ultimate  annual  increases  of  bH  percent  in  average  wages  in  coWr«d 
employment  and  4  percent  in  Consumer  Price  Index,  an  ultimate  unemployment  rate  of  5  percent,  and  an  ultimate  total 
fertility  rate  of  2.1  children  per  woman.  Taxable  payroll  is  adjusted  to  uke  into  account  the  lower  contribution  rates  on 
self-employment  income,  on  tips,  and  on  multiple-employer  "excess  wages"  as  compared  with  the  combined  employer 
em'-''«vee  rate. 

.     es  may  not  add  due  to  rounding. 
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These  medium-range  and  long-range  estimates  are  based  on  the  as- 
sumption that  average  earnings  will  increase  after  1982  at  an  annual 
rate  of  5%  percent,  and  that  the  CPI  will  increase  at  4  percent  per 
year.  Somewhat  higher  increases  were  assumed  in  the  early  years. 

2.  Income  and  outgo  in  near  future  for  the  OASDI  system 

Tables  5  through  7  show  the  progress  of  the  OASI,  DI,  and  the  com- 
bined OASDI  trust  funds  under  present  law  in  the  past  and  under  the 
bill  in  the  future. 

TABLE  5.-0PERATI0NS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND,  CALENDAR  YEARS  1972-87 

[Amounts  in  billions] 


Fund  at 

beginning  Fund  at  end 

of  year  as  a  of  year  as  a 

percentage  of  percentage  of 

disburse-  disburse- 

Disburse-    Net  increase   Funds  at  end   ments  during  ments  during 

Calendar  year                 Income           ments         in  fund         of  year            year  year 


1972  

$40.1 

$38.5 

$1.5 

$35.3 

88% 

92% 

1973  

48.3 

47.2 

1.2 

36.5 

75 

77 

1974  

54.7 

53.4 

1.3 

37.8 

68 

71 

1975  

59.6 

60.4 

-.8 

37.0 

63 

61 

1976  

66.3 

67.9 

-1.6 

35.4 

54 

52 

Estimated  future  experi- 

ence: 

1977  

72.5 

75.6 

-3.1 

32.3 

47 

43 

1978  

80.6 

83.6 

-3.1 

29.3 

39 

35 

1979  

90.8 

92.7 

-1.9 

27.4 

32 

30 

1980  

100.8 

101.3 

-.4 

26.9 

27 

27 

1981  

110.7 

109.9 

.8 

27.8 

25 

25 

1982...  

129.4 

118.5 

10.9 

38.7 

23 

33 

1983  

140.5 

127.5 

12.9 

51.6 

30 

40 

1984  

150.7 

137.5 

13.3 

64.9 

38 

47 

1985  

168.2 

148.3 

19.9 

84.8 

44 

57 

1986  

181.3 

159.7 

21.6 

106.4 

53 

67 

1987  

194.4 

171.9 

22.5 

128.8 

62 

75 

TABLE  6.— OPERATIONS  OF  THE  DISABILITY  INSURANCE  TRUST  FUND,  CALENDAR  YEARS  1972-87 

[Amounts  in  billions] 


Fund  at 

beginning  Fund  at  end 

of  year  as  a  of  year  as  a 

percentage  of  percentage  of 

disburse-  disburse- 

Disbu.se-    Net  increase    Fund  at  end  ments  during  ments  during 

Calendar  year                 Income           ments^         in  fund         of  year            year  year 


1972.....  

$5.6 

$4.8 

$0.8 

$7.5 

140% 

157% 

1973  

6.4 

6.0 

7.9 

125 

133 

1974.  

7.4 

7,2 

.2 

8.1 

110 

113 

1975  

8.0 

8.8 

-.8 

7.4 

92 

84 

1976  

8.8 

10.4 

-1.6 

5.7 

71 

55 

Estimated  future 

experience: 

1977....  

9.6 

12.0 

-2.4 

3.3 

48 

27 

1978  

14.2 

13.7 

.5 

3.8 

24 

28 

1979  

15.9 

15.3 

.6 

4.4 

25 

29 

1980.  

17.6 

17.1 

.5 

4.9 

26 

28 

1981....  

20.3 

19.0 

1.4 

6.2 

26 

33 

1982  

24.0 

20.9 

3.1 

9.3 

30 

45 

1983.  

26.1 

23.0 

3.1 

12.4 

40 

54 

1984  

28.0 

25.3 

2.6 

15.0 

49 

59 

1985  

33.3 

27.9 

5.4 

20.4 

54 

73 

1986  

36.2 

30.7 

5.5 

25.9 

66 

84 

1987  

38.8 

33.7 

5.2 

31.0 

77 

92 

59 


TABLE  7.— OPERATIONS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  THE  DISABILITY  INSURANCE 
TRUST  FUNDS,  COMBINED,  CALENDAR  YEARS  1972-87 

(Amounts  in  billions] 


Funds  at 


beginning 

Funds  at  end 

of  year  as  a 

of  year  as  a 

percentage  of 

percentage  of 

disburse- 

disburse- 

Disburse- 

Net increase 

Funds  at  end 

ments  during 

ments  during 

Calendar  year 

Income 

ments 

in  funds 

of  year 

year 

year 

1972  

$45.6 

$43.3 

$2.3 

$42.8 

93% 
80 

99% 

1973  

54.8 

53.1 

1.6 

44.4 

1974  

62.1 

60.6 

1.5 

45.9 

73 

1975  

67.6 

69.2 

-1.5 

44.3 

66 

64 

1976  

75.0 

78.2 

-3.2 

41.1 

57 

53 

Estimated  future  exper- 
ience: 

1977  

1978  

1979   

1980  

1981  

1982  

1983  

1984  

1985  

1986  

1987   


82.1 
94.7 
106.7 
118.5 
131.0 
153.4 
166.5 
178.7 
201.5 
217.4 
233.2 


87.6 
97.3 
108.0 
118.4 
128.9 
139.4 
150.5 
162,8 
176.2 
190.4 
205.6 


-5.5 
-2.5 
-1.3 
.1 
2.2 
14.0 
16.0 
15.9 
25.3 
27.1 
27.6 


35.6 
33.1 
31.7 
31.8 
34.0 
48.0 
64.0 
79.8 
105.1 
132.2 
159.8 


3.  Increases  in  OASDI  henefit  disbursements  and  contribution  income 
in  1978-87 

The  increases  in  the  total  benefit  disbursements  and  contributions 
income  of  the  old-age,  survivors,  and  disability  insurance  system  in 
calendar  years  1978-87,  as  a  result  of  the  changes  in  the  bill,  are  shown 
in  tables  8  and  9. 


TABLE  8. 


-ESTIMATED  AMOUNT  OF  ADDITIONAL  OASDI  BENEFIT  PAYMENTS  IN  CALENDAR  YEARS  1978-87 
UNDER  THE  PROVISIONS  IN  THE  BILL 


In  billions] 


Calendar  year 


Additional  benefits 


OASI 


Dl 


OASDI 


1978  _   -$0.4 

1979   .7 

1980   .7 

1981   .5 

1982   .1 

1983   -.3 

1984    T  -7 

1985  ~   -1.1 

1986....   -1.6 

1987   -2.0 


-!8 

-1.1 

-1.4 
-1.8 
-2.2 
-2.7 


.5 

-1.4 
-2.1 
-2.9 
-3.7 
-4.6 


1  Less  than  $50,000,000. 


TABIC  9.— ADDITIONAL  CONTRIBUTION  INCOME  RESULTING  FROM  THE  COMMITTEE  BILL  IN  CALENDAR  YEARS 

1978-«3.  BY  PROVISION 
[In  billions] 


Calendar  year 


Increase  in  Reallocation 
contribution    of  tax  rates 
and  benefit  between 
base  OASDI  and  HI 


Increase  in 
OASDI  self- 
employment 
tax  rate  to 
IK  times 
employee 
rate 


Subtotal,  Additional 

excluding  amount  due  Total 

Increase      universal  to  universal  additional 

in  tax  rates      coverage  coverage  amount  > 


OASDI: 

1978   $2.3            $1.7                                             KO   $4.0 

1979   4.6             2.0                                                6.6    6.7 

1980   6.3             2.3                                                8.5    8.6 

1981   7.0             1.3            $0.1            $3.4            11.8   11.9 

1982   7.5             1.3              .4             4.0  13.2           $11.7  25.0 

1983   7.9             1.4              .4             4.3  14.0            14.2  28.3 

HI: 

1978   .5           -1.7                                             -1.2    -1.2 

1979   1.0           -2.0                                             -1.0    -1.0 

1980   1.4           -2.3                                                -.9   -.9 

1981   1.8           -1.3                                                .5   .5 

1982..   2.0           -1.3    ,7             3.0  3.7 

1983   2.1           -1.4    .7             3.6  4.3 

Total: 

1978   2.8                                                              2.8    2.8 

1979   5.6                                                               5.6   5.6 

1980   7.6                                                                7.6   7.7 

1981   8. 8                                .1             3. 4            12. 3   12. 3 

1982   9.5                                 .4             4.0  13.9            14.7  28.7 

1983   10.0                                 .4             4.3  14.7            17.8  32.6 


1  Includes  relatively  small  amounts  of  additional  taxes  payable  by  employers  on  employees'  income  1rom  tips. 

4,  Long-range  OASDI  cost  projections 

Table  9  shows  the  long-range  cost  estimates  of  the  OASDI  system  as 
modified  by  the  bill  and  as  compared  with  the  taxes  provided. 

TABLE  lO.-ESTIMATED  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM  AS  PER 
CENT  OF  TAXABLE  PAYROLL  UNDER  THE  BILL,  FOR  SELECTED  YEARS  1977-2055 
[In  percent) 


Expenditures  as  percent  of  taxable  payroll  i 


Old-age  and 

survivors 

Disability 

Tax  rate 

Calendar  year 

insurance 

insurance 

Total 

in  bill 

Difference 

1977/.  

  9.39 

1.50 

10.89 

9.90 

-0.99 

1978  

  9.05 

1.48 

10.52 

10. 10 

-.42 

1979  

  8.91 

1.47 

10.38 

10. 10 

-.28 

1980  

  8. 74 

1.48 

10.22 

10. 10 

-.  19 

1981  

  8. 72 

1.51 

10.22 

10.30 

.01 

1982  ... 

  7. 99 

1.41 

9.40 

10.30 

.93 

1983  

 :  8.05 

1.45 

9.50 

10.30 

.80 

1984  

  8. 12 

1.50 

9.62 

10.30 

.69 

1985  

  8.20 

1. 55 

9.75 

10.90 

1.14 

1986  

  8. 27 

U59 

9.86 

10.90 

1. 01 

1987  

  8.34 

1. 63 

9.97 

10.^0 

.93 

1988...  

  8. 36 

1.69 

10. 05 

10.90 

.86 

1989  

  8. 37 

1.75 

10.12 

10.90 

.72 

1990  

  8. 38 

1.81 

10. 19 

12.00 

1.88 

1991  

  8.38 

1.86 

10. 24 

12.00 

1.70 

1992  

  8.39 

1.90 

10.29 

12.00 

1.78 

1993  

  8.39 

1.95 

10. 34 

12.00 

1.60 

1994  

  8.41 

2.00 

10.40 

12.00 

1.65 

1995  

  8.42 

2.05 

10.47 

12.00 

1.58 

1996  

8.41 

2. 10 

10. 51 

12.00 

1.43 

1997  

  8.40 

2. 16 

10. 5& 

12.00 

1.44 

1998  

  8. 40 

2.21 

10.62 

12.00 

1.35 

1999  

  8. 41 

2. 27 

10.68 

12.00 

1.33 

2000  

  8.42 

2. 32 

10.74 

12.00 

1.26 

2001  

  8.45 

2.38 

10.83 

12.00 

1.12 

2005  

  8.57 

2.62 

11.19 

12.00 

.88 
.01 

2010  

  9.21 

2.77 

11.98 

12.00 

2015  

  10.40 

2.96 

13.36 

12.00 

-1.32 

2020  

  11.94 

2.99 

14.93 

12.00 

-2.96 

2025  

  13.45 

2.88 

16.33 

12.00 

-4. 37 

2030  

  14.31 

2. 75 

17.06 

12.00 

-5.08 

2035  

  14.41 

2.67 

17.08 

12.00 

-5.06 
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TABLE  lO.-ESTIMATED  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM  AS 
PERCENT  OF  TAXABLE  PAYROLL  UNDER  THE  BILL,  FOR  SELECTED  YEARS  1977-2055-Continued 

[In  percent] 

Expenditures  as  percent  of  taxable  payroll  > 
Old-age  and 


survivors       Disability  Tax  rate 

Calendar  year  insurance       insurance  Total  in  bill  Difference 


2040   13.94  2.69  16.62  12.00  -4.62 

2045   13.47  2.76  16.23  12.00  -4.23 

2050   13.32  2.79  16.11  12.00  -4.11 

2055....   13.38  2.80  16.18  12.00  -4.18 

25-yr  averages: 

1977-2001   8.45  1.80  10.25  11.20  .9 

2002-26   10.52  2.82  13.34  12.00  -1.3«; 

2027-51   13.89  2.74  16.63  12.00  -4.64 

75-yr  average:  1977-2051   10.96  2.46  13.42  11.73  -1.6, 


>  Expenditures  and  taxable  payroll  are  calculated  under  the  intermediate  set  of  assumptions  (alternative  II)  which  are 
described  in  the  1977  Report  of  the  Board  of  Trustees  of  the  Federal  Old-Age  and  Survivors  Insurance  and  Disability 
Insurance  Trust  Funds.  These  assumptions  incorporate  ultimate  annual  increases  of  5^  percent  in  average  wages  in 
covered  employment  and  4  percent  in  Consumer  Price  Index,  an  ultimate  unemployment  rate  of  5  percent,  and  an  ultimate 
total  fertility  rate  of  2.1  children  per  woman.  Taxable  payroll  is  adjusted  to  take  into  account  the  lower  contributions  rates 
on  self-employment  income,  on  tips,  and  on  multiple-employer  "excess  wages"  as  compared  with  the  combined  employer- 
employee  rate. 

It  may  be  noted  from  table  9  that  the  OASDI  tax  rates  scheduled 
in  the  commitee's  bill  would  exceed  the  yearly  costs  for  at  least  the 
next  30  years.  Under  the  proposed  tax  schedule  there  would  be  a  sig- 
nificant accumulation  of  trust  funds  as  may  be  observed  from  table  10. 
However,  due  to  the  projected  long-range  actuarial  imbalance,  the 
trust  funds  are  eventually  exhausted.  This  is  projected  to  occur  around 
the  year  2009  for  the  disability  insurance  program  and  around  the 
year  2029  for  the  old-age  and  survivors  insurance  program. 

TABLE  ll.-TRUST  FUND  RATIOS:  FUNDS  AT  BEGINNING  AND  END  OF  YEAR  AS  A  PERCENTAGE  OF  DISBURSEMENTS 

DURING  YEAR 
(In  percent] 

Funds  at  beginning  of  year  as  a  percentage  of  Funds  at  end  of  year  as  a  percentage  of  dis- 
disbursements  during  year                      bursements  during  year 
Calendar    


year 

OASI 

Dl 

Total 

OASI 

Dl 

Total 

1977  

47 

48 

47 

43 

27 

41 

1978  

39 

24 

37 

35 

28 

34 

1979  

32 

25 

31 

30 

29 

29 

1980  

27 

26 

27 

27 

28 

27 

1981  

25 

26 

25 

25 

33 

2e 

1982  

23 

30 

24 

33 

45 

34 

1983  

30 

40 

32 

40 

54 

42 

1984  

38 

49 

39 

47 

59 

49 

1985  

44 

54 

45 

57 

73 

60 

1986  

53 

66 

55 

67 

84 

69 

1987  

62 

77 

64 

75 

92 

78 

1988  

71 

84 

73 

84 

95 

86 

1989  

79 

87 

80 

93 

95 

93 

1990  

88 

87 

87 

111 

115 

112 

1991  

104 

106 

105 

129 

132 

130 

1992  

121 

121 

121 

147 

145 

146 

1993  

138 

133 

137 

164 

156 

163 

1994  

154 

143 

152 

182 

163 

178 

1995  

171 

150 

166 

199 

167 

193 

1996  

187 

153 

181 

217 

168 

207 

1997  

204 

154 

194 

235 

221 

1998  

221 

153 

207 

253 

163 
156 

234 

1999  

238 

149 

219 

271 

246 

2000  

255 

143 

230 

288 

148 

258 

2001  

270 

135 

240 

305 

136 

268 

2005  

328 

84 

271 

365 

73 

296 

2010  

364 

0) 

»278 

394 

3  297 

2015.  

339 

3  238 

355 

3  244 

2020  

257 

3  157 

256 

0) 

3  147 

2025  

138 

(') 

344 

119 

3  19 

2030  

(») 

(0 

3-91 

(«) 

8 

3-128 

1  Fund  exhausted  in  2009. 

3  Figures  are  theoretical  because  it  is  estimated  that  the  disability  trust  fund  will  be  exhausted  in  2009. 
3  Fund  exhausted  in  2029. 


62 


C.  BASIC  ASSUMPTIONS  FOR  COST  ESTIMATES  FOR  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  SYSTEM 

1,  General  basis  for  long-range  cost  estimates 

The  long-range  estimates  for  the  old-age,  survivors,  and  disability 
insurance  program  presented  in  this  report  are  based  on  the  assump- 
tion that  average  earnings  in  covered  employment  will  increase  after 
1982  at  an  annual  rate  of  6%  percent.  Similarly,  the  assumption  has 
been  made  that  the  CPI  will  increase  at  an  annual  rate  of  4  percent. 
Higher  increases  for  both  earnings  and  CPI  are  assumed  for  the  yearly 
years.  These  assumptions  yield,  over  the  long-range,  an  implied  in- 
crease in  real  earnings  of  1%  percent  per  year,  which  is  based  on  the 
actual  average  experience  of  the  last  25  years  (estimated  at  about  1.7 
percent  per  year  based  on  annual  averages  for  the  period  1956-76), 
although  recent  experience  has  been  much  lower  (about  1.1  percent  in 
the  last  15  years  and  0.5  percent  in  the  last  10  years  based  on  annual 
averages) . 

The  estimates  reflect  the  effects  under  present  law  and  under  the  sys- 
tem as  it  would  be  modified  by  the  committee  bill  of  various  changes 
assumed  to  occur  as  a  result  of  the  automatic  provisions.  Table  11  sum- 
marizes those  changes. 

TABLE  12.-ASSUMED  FUTURE  CHANGES  RESULTING  FROM  AUTOMATIC  PROVISIONS  UNDER  PRESENT  LAW 

AND  UNDER  THE  COMMITTEE  BILL 


Annual  exempt  amount  under 
General  Contribution  and  benefit  base        the  retirement  test 
benefit     ■  


increase  ^ 

Present 

Committee 

Present 

Committee 

Caleni 

Jar  year 

(percent) 

law* 

bili> 

law 

bill* 

1917 

  5.9 

(16,500 

$16,500 

$3,000 

$3,000 

im 

5.5 

17,700 

19, 900 

3,240 

4,000 

1979 

  5.2 

18.900 

22, 900 

3,480 

4, 500 

1980 

5.0 

20, 400 

25, 900 

3,720 

4,920 

1981 

.........  4.2 

21,900 

27,900 

3, 960 

5, 280 

1  Under  present  law,  applies  to  both  persons  eligible  for  benefits  at  the  time  of  the  benefit  increase  and  to  persons 
becoming  eligible  for  benefits  thereafter.  Under  the  Committee  bill,  applies  only  to  persons  eligible  for  benefits  as  of  the 
time  of  the  benefit  increase,  for  years  after  1978. 

>  Under  present  law,  the  contribution  and  benefit  base  for  each  year  is  determined  under  the  automatic  increase  pro- 
visions of  the  law. 

*  Under  the  Committee  bill,  the  increases  in  the  contribution  and  benefit  base  in  each  year  1978-81  are  ad  hoc  increases. 
For  years  after  1981.  the  base  is  determined  under  the  automatic  increase  provisions  of  the  law. 

*  the  higher  exempt  amounts  under  the  Committee  bill  apply  only  to  those  beneficiaries  subject  to  ttie  retirement  test 
who  are  aged  65  and  over.  The  exempt  amounts  that  are  provided  under  present  law  would  continue  to  apply  to  bene- 
ficiaries who  are  under  age  65. 

It  should  be  observed  that  the  assumptions  of  constant  annual  in- 
creases in  the  CPI  were  not  adopted  because  it  was  felt  that  these 
increases  would  remain  constant  in  the  future.  These  assumptions  are 
intended  to  represent  average  increases  over  the  long-range  future, 
with  the  increases  being  higher  in  some  years  and  lower  in  others. 

The  long-range  cost  projections  are  based  on  assumptions  that  are 
intended  to  represent  close  to  full  employment  (average  unemploy- 
ment is  assumed  at  5  percent  of  the  labor  force) . 
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The  long-range  cost  estimates  presented  in  this  report  were  prepared 
for  a  75 -year  period.  A  valuation  period  of  this  length  has  been  se- 
lected because  it  approximates  the  life  span  of  the  current  working 
population. 

2.  Measurement  of  costs  in  relation  to  taxable  payroll 

Long-range  costs  included  in  this  report  are  expressed  as  a  percent- 
age of  taxable  payroll.  This  measure  is  used  because  it  is  directly  com- 
parable to  the  combined  employer-employee  tax  rate.  Because  of  this 
characteristic  the  adequacy  of  any  tax  schedule  can  be  readily  deter- 
mined and  new  tax  schedules  can  be  readily  designed  to  meet  the  cost 
of  the  program. 

D.  ACTUARIAL  COST  ESTIMATES  FOR  THE  HI  SYSTEM 

1.  Effect  of  the  hill  on  the  actuarial  balance  of  the  HI  system 
From  an  actuarial  cost  standpoint,  the  major  features  of  the  bill 

that  affect  the  HI  system  are  as  follows : 

a.  Universal  coverage 
Effective  in  1982,  coverage  would  be  extended  on  a  compulsory  basis 
to  all  Federal,  State,  and  local  government  employees  and  employees 
of  non-profit  organizations. 

&.  Increase  in  the  taxable  wage  base 
The  taxable  wage  base  for  employers,  employees,  and  self-employed 
persons  would  be  increased  to  $19,000  in  1978 ;  $22,900  in  1979 ;  $25,900 
in  1980 ;  and  $27,900  in  1981.      in  present  law,  the  wage  base  would 
increase  automatically  thereafter. 

c.  Tax  rate  decreases 

The  tax  rates  would  be  decreased,  as  shown  in  table  12. 

The  changes  in  the  actuarial  balance  of  the  HI  system,  from  a  deficit 
of  1.16  percent  of  taxable  payroll  under  present  law  to  a  deficit  of 
0.84  percent  under  the  bill,  are  shown  in  table  13. 

2.  Short-range  estimates  of  the  income  and  outgo  of  the  HI  system 
Table  14  shows  the  progress  of  the  HI  trust  fund  under  present  law 

in  the  past  and  under  the  bill  in  the  future. 

3.  Long-range  estimates  for  the  HI  system. 

The  adequacy  of  a  schedule  of  contribution  rates  to  support  the  HI 
system  is  measured  by  comparing  on  a  year-to-year  basis  the  tax  rates 
with  the  corresponding  total  costs  of  the  program,  expressed  as  per- 
centages of  taxable  payroll.  The  total  cost  of  the  program  in  any  year 
essentially  is  the  combined  employer-employee  contribution  rate  that 
will  be  sufficient  to  (a)  provide  the  benefit  payments  and  administra- 
tive expenses  for  the  year  for  insured  beneficiaries  and  (b)  build  the 
trust  fund  to  the  level  of  a  year's  disbursements  and  maintain  it  at 
that  level.  If  the  tax  rate  and  the  total  cost  (expressed  as  a  percentage 
of  taxable  payroll)  are  exactly  equal  in  each  year  of  the  25-year  pro- 
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jection  period  and  all  projection  assumptions  are  realized,  tax  revenues 
along  with  interest  income  will  be  sufficient  to  provide  for  benefits  and 
administrative  expenses  for  insured  persons  and  to  build  the  trust  fund 
gradually  to  the  level  of  a  year's  outgo  by  the  end  of  the  period.  To  the 
extent  that  small  differences  between  the  yearly  costs  of  the  program 
and  the  corresponding  tax  rates  occur  for  short  periods  of  time  and  are 
offset  by  subsequent  differences  in  the  reverse  direction,  adequate  fi- 
nancing will  have  been  provided. 

Table  15  shows  the  long-range  cost  estimates  of  the  HI  system  as 
modified  by  the  bill  and  as  compared  with  the  taxes  provided.  As  indi- 
cated in  this  table,  the  HI  tax  rates  scheduled  in  the  bill  would  be  less 
than  the  total  costs  in  nearly  every  year  of  the  25-year  projection 
period.  Under  the  proposed  tax  schedule,  the  assets  in  the  trust  fund 
decline  as  a  percentage  of  a  year's  outgo  from  a  level  of  77  percent  at 
the  beginning  of  1976  to  a  level  of  approximately  50  percent  during 
the  mid-1980's.  As  shown  in  table  16,  the  assets  in  the  trust  fund  decline 
very  rapidly  in  the  late  1980's,  with  the  fund  projected  to  be  exhausted 
completely  in  1991. 

TABLE  13— CONTRIBUTION  RATES  FOR  HOSPITAL  INSURANCE  UNDER  BILL,  AS  COMPARED  WITH  THOSE  UNDER 

PRESENT  LAW 

[In  percent] 


Employer,  employee,  and 
self-employed  rate,  each 

Present  law  Bill 


Calendar  year: 

1977   0.90  0.90 

1978   1. 10  1. 00 

1979-80   1.10  1.00 

1981-84   1.35  1.30 

1985   1. 35  1. 30 

1986-2001   1.50  1.45 


Table  14. —  Changes  in  actuarial  balance  of  the  hospital  insurance  system 
expressed  as  percent  of  taxable  payroll,  by  type  of  change,  present  law  and 
the  bill 

Item  Percent 

Actuarial  balance  under  present  law   —1. 16 

Universal  coverage   24 

Increase  in  wage  base  for  employers   10 

Increase  in  wage  base  for  employees  and  self-employed  persons   H—  ^ 

Revised  tax  schedule   — .  11 

Total  effect  of  changes  in  bill   -f .  32 

Actuarial  balance  under  bill   — .  84 


Note. — Expenditures  and  taxable  payroll  are  calculated  under  the  intermediate  set  of 
assumptions  (alternative  II)  which  is  described  in  the  1977  Report  of  the  Board  of 
Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund.  These  assumptions  incorporate 
ultimate  annual  increases  of  5%  percent  in  average  wages  in  covered  employment  and  4 
percent  in  Consumer  Price  Index,  an  ultimate  unemployment  rate  of  5  percent,  and 
an  ultimate  total  fertility  rate  of  2.1  children  per  woman.  Taxable  payroll  is  adjusted  to 
take  into  account  the  lower  contribution  rate  on  self -employment  income,  on  tips,  and  on 
multiple-employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 
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TABLE  15.— PROGRESS  OF  THE  SOCIAL  SECURITY  HOSPITAL  INSURANCE  TRUST  FUND  UNDER  BILL, 
CALENDAR  YEARS  1972-87 

[Amounts  in  billions] 


Fund  at 
beginning  of 


Calendar  year: 

Income 

Disburse- 
ments 

Net  increase 
in  fund 

Fund  at  end 
of  period 

year  as  a 
percentage  of 
disbursements 
during  year 

1972  

$6.4 

$6.5 

-$0.1 

$2.9 

47% 

1973  

10.8 

7.3 

3.5 

6.5 

40 

1974  

12.0 

9.4 

2.7 

9.1 

69 

1975  

13.0 

11.6 

1.4 

10.5 

79 

1976  

13.8 

13.7 

.1 

10.6 

77 

Estimated  future  experience: 

1977  

16.1 

16.2 

-.1 

10.5 

66 

1978   

19.7 

19.0 

.6 

11.1 

55 

1979  

22.3 

22.2 

.1 

11.2 

50 

1980  

24.5 

25.7 

-1.2 

10.0 

44 

1981  

33.5 

29.7 

3.8 

13.8 

34 

1982  

39.7 

33.9 

5.8 

19.6 

41 

1983  

43.1 

38.5 

4.6 

24.2 

51 

1984  

46.1 

43.7 

2.4 

26.6 

55 

1985    

49.0 

49.2 

-.1 

26.5 

54 

1986    

57.5 

55.0 

2.5 

29.0 

48 

1987  

61.7 

61.4 

.3 

29.4 

47 

Note:  Figures  may  not  add  due  to  roundmg. 


TABLE  16.-ESTI MATED  COST  OF  HOSPITAL  INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL  UNDER 
THE  BILL,  FOR  CALENDAR  YEARS  1977-2001 

[In  percent] 


Expenditures      Trust  fund       Total  cost 

under  the    building  and  of  the         Tax  rate 

Calendar  year:  program  i  Maintenance  ^        program  in  bill'  Difference 


0.15 

2.14 

1.80 

-0. 34 

1978  

 2.04 

.15 

2. 19 

2. 00 

-.  19 

1979  

  2. 13 

.14 

2.27 

2. 00 

-.27 

1980   

  2. 22 

13 

2.35 

2.00 

-.35 

1981  -  

  2. 36 

.12 

2.48 

2. 60 

.12 

1982  

  2. 29 

.12 

2.41 

2. 60 

.19 

1983  

  2. 44 

.12 

2. 56 

2.60 

.04 

1984  

  2. 60 

.11 

2.71 

2. 60 

-.11 

1985  

  2. 75 

.11 

2. 86 

2. 60 

-.26 

1986  

  2. 89 

.11 

3.  00 

2. 90 

-.10 

1987  

  3.03 

.11 

3. 14 

2. 90 

-.24 

1988  

  3. 17 

.11 

3. 38 

2. 90 

-.38 

1989  

  3. 33 

.10 

3. 43 

2. 90 

-.53 

1990  

  3. 49 

.10 

3.  59 

2. 90 

-.69 

1991  

  3. 65 

.10 

3.  75 

2. 90 

-.  85 

1992  

  3. 80 

.10 

3. 90 

2. 90 

-1.00 

1993  

  3. 97 

.10 

4.  07 

2. 90 

-1.17 

1994  

  4. 13 

.10 

4.  23 

2. 90 

-1.33 

1995  

  4. 30 

.09 

4.  39 

2. 90 

-1.49 

1996  

  4. 43 

.09 

4.  52 

2. 90 

-1.62 

1997  

  4. 57 

.09 

4.66 

2. 90 

-1.76 

1998  

  4. 71 

.09 

4. 80 

2. 90 

-1.90 

1999  

  4. 85 

.09 

4. 94 

2.90 

-2. 04 

2000  

  5. 01 

.09 

5.10 

2. 90 

-2. 20 

2001  

  5. 16 

.09 

5.  25 

2. 90 

-2. 35 

Average  <  

  3. 42 

.11 

3.  53 

2. 69 

-.84 

\  Ratio  of  benefit  payments  and  administrative  expenses  for  insured  beneficiaries  to  taxable  payroll.  Taxable  payroll  is 
adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple-employer 
"excess  w/ages." 

2  Allowance  for  building  the  trust  fund  balance  to  the  level  of  a  year's  outgo  and  maintaining  it  at  that  level,  after  account- 
mg  for  the  offsetting  effects  of  interest  earnings. 

3  Rate  for  employers  and  employees,  combined. 
*  Average  for  the  25-yr  period  1977-2001. 
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Table  17. — HI  trust  ratios:  fund  at  hegitnninff  of  year  as  a  percentage  of  disburse- 
ments during  year 

Fund  at  heffinning  of  year 
as  a  percentage  of 

Calendar  year :  disbursement  during  year 

1977    66 

1978    55 

1979    50 

1980    _  44 

1981    34 

1982    41 

1983    51 

1984    55 

1985    54 

1986   48 

1987    47 

1988    43 

1989    34 

1990    22 

1991    7 

1992  and  later    C) 

1  Trust  fund  exhausted  In  1992. 

V.  Section-by-Section  Analysis  of  the  Bill 

TITLE  i — ^PRdVISIONS  TO  IMPROVE  THE  FINANCING  OF  THE  OLD-AGE, 
SURVIVORS,  AND  DISABILTY  INSURANCE  PROGRAM 

Section  101.  Adjustments  in  tax  rates 

Section  101  of  the  bill  provides  for  shifting  to  the  OASDI  program 
0.10  percent  of  the  0.2  percent  tax  rate  increase  already  scheduled  in 
present  law  for  1978-80  for  the  health  insurance  program,  and  restor- 
ing 0.05  percent  of  the  shift  in  1981  and  after  for  increasing  tax  rates 
for  employees  and  employers,  each  by  0.15  percent,  0.30  percent,  and 
0.55  percent,  in  1981,  1985,  and  1990*  respectively,  and  for  restoring 
the  OASDI  tax  rate  for  the  self-employed  to  li^  times  the  employee 
tax  rate. 

Old-age,  survivors,  and  disability  insurance  tax  rates 

Section  101(a)  of  the  bill  amends  sections  3101(a),  3111(a)  and 
1401(a)  of  the  Internal  Revenue  Code  of  1954  to  provide  a  new 
schedules  of  old-age,  survivors,  and  disability  insurance  tax  rates  for 
employees,  employers,  and  the  self-employed. 

Subsection  (a)  of  the  amended  section  3101  and  subsection  (a)  of 
the  amended  section  3111  provide  new  schedules  of  tax  rates  on  wages 
for  purposes  of  old-age,  survivors,  and  disability  insurance.  Under 
present  law,  these  tax  rates  for  employees  and  employers,  each,  are 
as  follows : 

Calendar  years :  Percent 

1977-2010    4.95 

2011  and  after   5.  95 

Under  the  bill,  the  tax  rates  on  wages  for  both  employees  and  em- 
ployers for  old-age,  survivors,  and  disability  insurance  are  as  follows : 
Calendar  years :  Percent 

1977  -    4.95 

1978  to  1980  ^    5.  05 

1981  to  1984   5. 15 

1985  to  1989   5.45 

1990  and  after  .   6.  0 
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Subsection  (a)  of  the  amended  section  1401  provides  new  schedules 
of  tax  rates  for  self-employment  income  for  purposes  of  old-age, 
survivors,  and  disability  insurance.  Under  present  law,  the  OASDI 
tax  rate  for  the  self-employed  is  7  percent  for  all  taxable  years  begin- 
ning after  1972. 

Under  the  bill,  the  tax  rates  in  self -employment  income  for  old-age, 
survivors,  and  disability  insurance  are  as  follows: 

Taxable  years  beginning  after:  Percent 

1972  (and  before  1978)   7.00 

1977  (and  before  1981)  -  ^  7.10 

1980  (and  before  1985)  —  7.70 

1984  to  1989__^   8.20 

Hospital  insurance  rates 

Section  101(b)  of  the  bill  amends  sections  3101(b),  3111(b),  and 
1401  (b)  of  the  Code  to  provide  new  schedules  of  hospital  insurance  tax 
rates  for  employees,  employers,  and  the  self-employed. 

Subsection  (b)  of  the  amended  section  3101  and  subsection  (b)  of 
the  amended  section  3111  provide  new  schedules  of  tax  rates  on  wages 
for  purposes  of  hospital  insurance.  Under  present  law,  these  tax  rates 
are  as  follows : 

Calendar  years :  Percent 

1977   0.90 

1978-80  ^   1. 10 

1981^   1.35 

1986  and  after   1.50 

Under  the  bill,  the  tax  rates  on  wages  for  employees  and  employers, 
each,  for  hospital  insurance  are  as  follows : 

Calendar  years :  Percent 

1977   —   0.90 

1978-80    1.  00 

1981-85  -   1.30 

and  after   1. 45 


Subsection  (b)  of  the  amended  section  1401  provides  a  new  schedule 
of  tax  rates  on  self-employment  income  for  purposes  of  hospital 
insurance. 

Under  present  law,  these  tax  rates  are  as  follows : 

Taxable  years  beginning  after :  Percent 

1973  (and  before  1978)   0.90 

1977  (and  before  1981)  ^—  1.10 

1980  (and  before  1986)  1.35 

1985   1.50 

Under  the  bill,  the  tax  rates  on  self -employment  income  for  hospital 
insurance  are  as  follows : 

Taxable  years  beginning:  after :  Percmt: 

1973  (and  before  1978)   0.90 

1977  (and  before  1981)   1.00 

1980  (and  before  1987)   1.  30 

1985   ,   1.  45 

Section  102.  Allocations  to  disahility  insurance  trust  fund 

Section  102  ( a)  ( 1 )  of  the  bill  a  mends  section  201  Cb)  ( 1)  of  tlie  Social 
Security  Act  which  deals  with  the  amount  to  be  allocated  and  app^o- 
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priated  to  the  Federal  Disability  Insurance  Trust  Fund  each  year  with 
respect  to  wages.  Under  present  law,  the  amounts  so  allocated  and 
appropriated  with  respect  to  wages  paid  are  as  follows : 


Calendar  year:  Percent 
1977   1. 150 

1978-  80   1.200 

1981-85   1.300 

1986-2010   1.400 

2011  and  after  1.700 

Under  the  amended  section  201(b)  (1),  the  amount  so  allocated  and 
appropriated  will  be  as  follows : 

Calendar  years:  Percent 

1977   1.150 

1978    1.  550 

1979-  80  -  .  1.  500 

1981-84  1.600 

1935-89  1.  800 

1990  and  after  2.200 


Section. X02  (a)  (2)  of  the  bill  amends  section  201(b)  (2)  of  the  Act, 
which  deals  with  the  amount  to  be  allocated  and  appropriated  to  the 
Federal  Disability  Insurance  Trust  Fund  each  year  with  respect  to 
self-employment  income.  Under  present  law  the  amounts  so  allocated 
and  appropriated  with  respect  to  any  self -employment  income  reported 
for  a  taxable  year  are  as  follows : 


Taxable  years  beginning  after  :  Percent 

1973  (and  before  1978)  0.  815 

1977  (and  before  1981)   .850 

1980  (and  before  1986)   .920 

1985  ( and  before  2011 )   .990 

2010  .__  1.000 

Under  the  amended  section  201  (b)  (2) ,  the  amounts  so  allocated  and 
appropriated  will  be  as  follows : 

Taxable  years  beginning  after :  Percent 
1973  (and  before  1978)   0.815 

1977  (and  before  1979)  1.  090 

1978  (and  before  1981)  1.055 

1980  (and  before  1985)  1.  200 

1984  (and  before  1990)  1. 350 

1989  1.650 


Section  103(a)  (1)  of  the  bill  amends  section  230(a)  of  the  Act  to 
provide  that  the  Secretary  will  publish  the  ad  hoc  increases  in  the  con- 
tribution and  benefit  base  provided  in  subsection  (c)  in  the  Federal 
Register  on  or  before  ^^ovember  1  of  the  year  before  the  year  they  are 
to  be  effective.  This  change  is  needed  because  the  ad  hoc  base  increases 
for  1978-1981  are  considered  to  be  determined  under  subsection  (b)  as 
though  they  were  automatic  increases. 

Section  i03(a)  (2)  of  the  bill  amends  section  230(b)  of  the  Act  to 
take  account  of  the  ad  hoc  base  increases  provided  in  subsection  (c). 

Section  103(b)  of  the  bill  amends  section  230(c)  of  the  Act  to  pro- 
vide for  ad  hoc  increases  in  the  base  applicable  to  employees,  em* 
ployers,  and  the  self  employed  to  $19,900  in  1978,  S22,900  in  1979, 
$25,900  in  1980,  and  $27,000  in  1981.  For  years  after  1981,  the  base  will 
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be  automatically  adjusted  as  under  present  law  with  the  1981  base  to 
be  used  as  the  starting  point  for  computing  subsequent  bases  under 
this  section.  For  purposes  of  computing  tier  II  pensions  under  the 
Railroad  Retirement  Act  of  1974  the  contribution  and  benefit  base 
will  be  the  contribution  and  benefit  base  in  effect  as  if  this  act  had  not 
been  enacted. 

Section  103(c)  (1)  provides  that  the  contribution  and  benefit  base 
determined  under  section  230  of  the  Act  to  compute  the  monthly  in- 
surance benefits  guaranteed  by  the  Pension  Benefit  Guaranty  Corpora- 
tion under  P.L.  93-406  (ERISA)  shall  be  the  contribution  and  benefit 
base  in  effect  as  if  this  Act  had  not  been  enacted. 

Section  103(d)  of  the  bill  amends  section  215 (i)  (2)  (D)  of  the  Act 
to  specify  how  the  amoUnts  to  be  included  on  the  last  line  of  Columns 
III  and  IV  in  the  benefit  table  will  be  determined  when  the  table  is 
extended  to  reflect  new  AME  levels  possible  under  a  new  contribution 
and  benefit  base  and  the  new  base  is  not  divisible  by  12. 

Section,  10 Jf,  Standby  guarantee  of  trust  fund  levels 

Section  104  of  the  bill  provides  standby  authority  for  automatic 
loans  from  tlie  general  revenues  of  the  Government  to  the  social  secu- 
rity trust  funds  whenever  the  assets  of  the  old-age  and  survivors  insur- 
ance or  disability  insurance  trust  fund  at  the  end  of  any  calendar  year 
after  1977  are  below  25  percent  of  the  total  outgo  from  that  fund 
during  that  year.  The  section  also  provides  for  repayment  of  any  such 
loan  or  loans  and  temporary  tax-rate  increases  to  provide  funds  to 
repay  the  loans. 

Section  104  (a)  of  the  bill  amends  section  201  of  the  Act  by  adding 
a  new  subsection  (j)  which  provides,  in  paragraph  (1)  thereof,  that 
if  at  the  close  of  any  calendar  year  after  1977  the  balance  remaining 
in  the  Federal  Old- Age  and  Survivors  Insurance  Trust  Fund  or  the 
Federal  Disability  Insurance  Trust  Fund  (as  determined  by  the  Sec- 
retary of  the  Treasury  in  the  following  February)  is  less  than  25 
percent  of  the  total  amount  of  the  expenditures  made  from  such  fund 
under  Title  II  of  the  Act  during  that  calendar  year,  there  is  auto- 
matically appropriated  to  the  Secretary  of  the  Treasury  for  loan  to 
such  fund  as  of  the  following  July  1  an  amount  equal  to  the  difference 
between  such  balance  and  271/^  percent  of  such  total  amount. 

Paragraph  2  of  the  new  subsection  (j)  provides  that  if  at  the  close 
of  any  calendar  year  succeeding  a  year  for  which  a  loan  was  made 
under  paragraph  (1),  (A)  the  balance  remaining  in  the  fund  (as 
determined  by  the  Secretary  of  the  Treasury  in  the  following  Febru- 
ary) is  less  than  35  percent  of  the  amount  of  expenditures  made  from 
such  fund  during  such  succeeding  year,  and  (B)  the  outstanding  bal- 
ance of  all  loans  (including  interest)  which  were  made  to  the  fund 
with  respect  to  years  before  such  succeeding  year  is  $2  billion  or  more, 
the  tax  rates  set  by  sections  1401(a),  3l6l'(a),  and  3111(a)  of  the 
Internal  Revenue  Code  of  1954  (self -employment,  emiployee  and  em- 
ployer rates,  respectively)  will  be  increased  as  provided  in  section  3125 
of  the  Code  (provided  by  section  104(b)  of  the  bill,  described  below) 
in  the  second  calendar  year  after  such  succeeding  year. 

Paragraph  (3)  of  the  new  subsection  (j)  provides  that  any  amount 
appropriated  for  loans  to  either  the  old-age  and  survivors  insurance 
or  disability  insurance  trust  fund  with  respect  to  any  calendar  year 
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under  paragraph  (1)  shall  be  repaid,  with  interest,  by  transfer  from 
such  fund  to  the  general  fund  of  the  Treasury  as  follows :  A  repayment 
shall  be  made  on  July  1  next  succeeding  any  subsequent  calendar  year 
at  the  close  of  which  (as  determined  by  the  Secretary  of  the  Treasury 
in  the  following  February)  the  balance  remaining  in  such  funds  ex- 
ceeds 30  percent  of  the  total  amount  of  the  expenditures  made  from 
such  fund  under  Title  II  of  the  Social  Security  Act  during  that  cal- 
endar year ;  the  amount  of  the  repayment  will  be  equal  to  the  difference 
between  (A)  such  balance,  and  (B)  30  percent  of  the  total  amount  of 
such  expenditures. 

Paragraph  (a)  also  provides  that  interest  on  loans  made  under 
paragraph  ( 1 )  shall  be  at  a  rate,  as  determined  by  the  Secretary  of  the 
Treasury,  equal  to  the  averasre  market  yield  on  the  outstanding  mar- 
ketable obligations  of  the  United  States  of  comparable  maturities  at 
the  time  the  loan  was  made. 

Section  104  (b)  of  the  bill  amends  chapter  21  of  the  Internal  Revenue 
Code  of  1954  by  redesignating  sections  3125  and  3126  as  sections  3126 
and  31^7,,  respectively,  and  by  adding  a  new  section  3125  which  pro- 
vides that  whenever  an  appropriation  has  been  made  under  the  new 
section  201  (j)  (1)  for  loans  to  the  old-age  and  survivors  insurance  or 
disability  iosurance  trust  fund,  and  the  new  section  201  (j)  (2)  applies 
with  respect  to  a  succeeding  calendar  year,  as  described  above,  the  tax 
rate  for  employees  and  employers,  each,  which  would  otherwise  be  in 
effect  (under  sections  3101(a)  and  3111(a)  of  the  Code)  with  respect 
to  wages  received  or  paid  in  the  2nd  calendar  year  after  such  succeed- 
ing year  will  be  increased  by  0.10  percent  and  the  tax  rate  for  the 
self-ejnployed  which  would  otherwise  be  in  effect  (under  section  1401 
(a)  of  the  Code)  with  respect  to  taxable  years  beginning  in  the  second 
year  after  such  succeeding  year,  will  be  increased  by  0.15  percent. 

Section  104(b)  of  the  bill  also  amends  the  tableof  sections^  Chap- 
ter 21  of  the  Code  to  take  account  of  the  redesignated  and  new  sections, 
and  amends  section  1401(a)  of  the  Code  (as  amended  by  section  101 
(a)  (3)  of  the  bill),  and  sections  3101(a)  and  3111(a)  of  the  Code  (as 
amended  by  sections  101(a)  (1)  and  (2)  of  the  bill)  to  add  appropri- 
ate conforming  references  to  the  new  section  3125. 

Section  105.  Effective  date 

Section  105  of  the  bill  provides  that  the  amendments  made  by  s^- 
tions  101, 102,  and  103  are  to  apply  with  respect  to  remuneration  paid 
or  received  after  1977  and  to  taxable  years  beginning  after  1977.  Sec- 
tion 105  further  provides  that  the  amendments  made  by  section  104 
shall  apply  with  respect  to  calendar  years  after  1977. 

TITLE  n  STABILIZATION  OF  REPLACEMENT  RATES  IN  THE  OLD-AGE, 

SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM 

General 

Section  201  of  the  bill  amends  section  215  of  the  Social  Security  Act 
to  provide  a  new  method  for  calculating  a  worker's  average  earnings 
for  benefit  purposes  and  for  determining  primary  insurance  amounts 
(PlA's).  This  section  also  provides  for  a  transition  from  the  present 
to  the  new  system  in  the  case  of  workers  reaching  age  62  in  the  first 
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10  years  under  the  new  system  and  makes  other  benefit  adjustments. 
Section  201  of  the  bill  specifically  provides  for : 

1.  A  new  benefit  formula  for  computing  the  PI  A  of  workers 
who  become  eligible  for  old-age  insurance  benefits,  become  dis- 
abled, or  die  after  1978,  which  would  be  automatically  updated  to 
future  changes  in  average  wages ; 

2.  Application  of  the  new  PIA  formula  to  earnings  that  are 
indexed  to  take  account  of  changes  in  average  wage  levels  during 
the  workers'  lifetimes ; 

3.  A  transitional  provision  that  guarantees  workers  who  be- 
come age  62  in  the  period  1979-1988  that  their  retirement  benefits 
will  be  no  less  than  the  amount  derived  from  the  table  in  the  law 
in  December  1978  with  cost-of-living  increases  beginning  only 
with  eligibility  (age  62) ; 

4.  A  restatement  of  recomputation  provisions  (largely  similar 
to  present  law)  for  workers  who  reach  age  62,  become  disabled, 
or  die  after  1978; 

5.  An  increase  in  the  special  minimum  to  a  maximum  of  $230 
(instead  of  $180  as  under  present  law)  and  future  automatic 
cost-of-living  adjustments  in  special  minimum  PIA's;  and 

6.  A  regular  minimum  benefit  frozen  at  the  level  under  present 
law  as  of  implementation  (about  $121  in  January  1979)  with 
cost-of-living  increases  beginning  with  the  year  the  worker 
reaches  age  62,  becomes  disabled,  or  dies. 

Computation  of  'primary  insurance  amount 

Section  201  (a)  of  the  bill  provides  a  new  section  215  (a)  of  the  Act. 
Paragraph  (1)  of  the  new  section  215(a)  provides  for  the  basic  PIA 
computation. 

Subparagraphs  (A)  and  (B)  of  the  new  section  215(a)  (1)  provide 
a  formula  for  computing  PIA's  based  on  average  indexed  monthly 
earnings  (AIME)  and  for  automatically  adjusting  the  formula  in 
the  future  to  increases  in  average  wages  in  the  economy.  Subparagraph 
(A)  of  the  new  section  215(a)  (1)  specifies  that  factors  in  the  new 
formula  will  be  90  percent  for  the  lower  part  of  the  worker's  AIME, 
32  percent  of  the  next  higher  portion  of  AIME,  and  15  percent  of 
remaining  additional  AIME.  (These  percentage  factors  will  not  be 
subject  to  automatic  change  in  the  future.)  Subparagraph  (A)  further 
provides  that  the  PIA  will  be  the  sum  of  the  application  of  these  per- 
centages to  the  appropriate  portions  of  AIME,  rounded  up  (if  neces- 
sary) to  the  next  higher  multiple  of  $0.10  and  increased  under  the 
automatic  cost-of-living  adjustment  provisions. 

Subparagraph  (B)  of  the  new  section  215  (a)  (1)  specifies  the  AIME 
levels  to  which  the  percentage  factors  in  the  formula  would  apply  for 
1979  and  to  whom  the  formula  applies.  For  people  who  reach  age  62, 
become  disabled,  or  die  in  1979,  the  formula  will  be:  90  percent  of 
the  first  $180  of  AIME,  plus  32  percent  of  AIME  above  $180  but  not 
above  $1085,  ohis  15  percent  of  AIME  above  $1085.  For  those  who 
reach  age  62,  become  disabled,  or  die  in  each  year  after  1979,  the  1979 
amounts  ($180  and  $1085)  will  be  automatically  adjusted  to  wages 
by  multiplying  them  by  the  ratio  of :  Average  wages  for  the  second 
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year  before  the  year  for  which  the  determination  is  made  to  average 
wages  in  1977.  The  resulting  amounts  (formula  brackets)  will  be 
rounded  to  the  nearest  $1,  (or  to  the  new  higher  $1,  if  an  exact  multiple 
of  $0.50  but  not  of  $1).  Thus,  in  computing  a  worker's  PI  A,  the 
formula  that  applies  is  the  one  determined  for  the  earliest  of  the  year 
of  eligibility  for  old-age  benefits  (age  62) ,  onset  of  disability,  or  death. 

For  purposes  of  subparagraph  (B),  average  wages  means  the 
average  of  total  annual  wages  (as  reported  to  the  Secretary  of  the 
Treasury)  as  defined  in  the  regulations  of  the  Secretary  (of  HEW) 
and  without  regard  to  the  contribution  and  benefit  base  limitation.  (It 
is  anticipated  that,  pursuant  to  regulations,  Forms  1040  for  1977  and 
1978  will  be  used  in  determining  average  wages  for  those  years,  and 
Forms  W-2  for  1978  and  later  years  will  be  used  in  determining  aver- 
age wages  for  years  after  1978.  The  data  will,  beginning  in  1977,  in- 
clude the  reports  of  wages  for  employment  both  covered  and  not 
covered  under  the  Act,  and  will  include  wages  in  excess  of  the  con- 
tribution and  benefit  base.) 

Subparagraph  (C)  of  the  new  section  215(a)  (1)  provides  that  no 
PIA  as  computed  under  the  new  formula  will  be  less  than  the  greater 
of  (1)  the  minimum  PIA  in  the  benefit  table  in  the  law  in  effect  in 
December  1978,  and  rounded  (if  necessary)  to  the  next  multple  of 
$1.00;  or  (2)  the  "special  minimum"  PIA.  The  minimum  PIA  will 
not  be  automatically  adjusted  to  increases  in  the  Consumer  Price 
Index  (CPI)  as  provided  under  subsection  (i)  until  a  worker  reaches 
age  62,  becomes  disabled,  or  dies.  This  subparasraph  also  provides 
that,  for  1979,  the  special  minimum  will  equal  $11.50  times  the  num- 
ber  of  a  worker's  years  of  coverage  over  10  and  up  to  (and  including) 
30.  The  special  minimum  will  be  automatically  adjusted  to  increases 
in  the  CPI  as  provided  under  subsection  (i)  as  amended  by  this  bill 
for  years  after  1978.  (Under  present  law,  the  dollar  amount  used 
to  compute  a  special  minimum  benefit  has  been  $9.00  since  the  1973 
amendments.) 

The  new  subparagraph  (C)  also  restates  the  present-law  definition 
of  a  year  of  coverage  (the  total  number  of  which  cannot  exceed 
30)  for  purposes  of  computing  a  special  minimum  benefit.  The  num- 
ber of  years  of  coverage  for  1937-50  is  determined  by  dividing  total 
wages  credited  for  that  period  by  $900  disregarding  any  fraction. 
The  resultant  number  cannot  exceed  14.  The  number  of  years  of 
coverage  after  1950  (excluding  years  wholly  within  a  period  of 
disability)  is  the  number  of  years  in  which  earnings  equal  no  less 
than  25  percent  of  the  contribution  and  benefit  base  in  effect  in  each 
year. 

For  1977,  the  base  is  $16,500  and  25  percent  of  the  base  is  $4125. 
To  maintain  the  present  measure  of  a  year  of  coverage  in  relation  to 
average  wages,  a  new  provision  is  added  under  which  for  purposes  of 
the  special  minimum  provision  the  base  for  years  after  1977  will  be 
limited  to  the  amount  that  would  be  in  effect  for  those  years  if  present 
law  remained  in  effect  without  change. 

Subparagraph  (D)  of  the  new  section  215(a)  (1)  specifies  that  in 
each  year  after  1978,  the  Secretary  is  to  publish  by  November  1  the 
benefit  formula  applicable  for  the  following  calendar  year  and  the 
average  wages  on  which  the  formula  is  based.  The  formula  for  a 
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given  year  will  be  applicable  to  those  who  reach  age  62,  have  an  onset 
of  disability,  or  die  in  that  year.  The  Secretary  is  also  required  to 
publish  by  November  1979,  average  wages  for  each  year  after  1950. 

Paragraph  (2)  of  the  new  section  215(a)  provides  for  exceptions 
to  the  basic  PI  A  computation  outlined  in  paragraph  (1)  in  certain 
cases  involving  disability  insurance  benefits. 

Subparagraph  (A)  of  the  new  section  215(a)(2)  provides  that 
where  a  worker  was  entitled  to  disability  benefits  in  any  of  the  12 
months  before  he  reaches  age  62,  has  a  new  onset  of  disability  or 
dies,  the  year  he  reaches  age  62,  has  the  new  onset  of  disability  or  dies 
will  not  count  as  a  year  of  eligibility  for  purposes  of  sections  215(a), 
(b) ,  and  (i)  as  amended  by  this  Act.  In  such  cases,  the  year  of  eligibil- 
ity will  be  the  year  of  onset  of  the  prior  disability. 

Subparagraph  (B)  of  the  new  section  215(a)(2)  provides  that 
where  a  worker  was  entitled  to  disability  benefits  in  any  of  the  12 
months  before  he  became  entitled  to  a  retirement  benefit,  reentitled  to 
a  disability  benefit,  or  died,  the  PI  A  will  equal  the  greater  of :  (1)  The 
previous  disability  PIA  increased  by  any  intervening  automatic  and 
ad  hoc  benefit  increases,  (2)  the  minimum  benefit,  or  (3)  the  special 
minimum  benefit.  The  effect  of  this  subparagraph  is  to  provide  for 
conversions  from  the  disability  to  the  retirement  rolls  at  age  65  and 
to  avoid  providing  a  new,  later,  indexing  year  (or  a  wage-indexing 
computation,  if  the  previous  computation  was  made  under  the  law  in 
effect  prior  to  1978)  in  cases  where  an  individual  has  been  off  the 
benefit  rolls  for  only  a  short  time  before  becoming  reentitled  to 
benefits. 

Subparagraph  (C)  of  the  new  section  215(a)(2)  provides  that 
when  a  PIA  is  computed  after  a  previous  disability  entitlement  has 
terminated,  the  PIA  can  be  no  lower  than  the  disability  PIA  that 
was  most  recently  determined  (including  automatic  benefit  increases 
up  to  the  month  of  termination) . 

Paragraph  (3)  of  the  new  section  215(a)  specifies  the  (prospective) 
applicability  of  the  new  PIA  computation  method  provided  in  para- 
graph (1)  of  the  new  section  215  (a) . 

Subparagraph  (A)  of  the  new  section  215(a)  (3)  specifies  that  the 
new  computations  provided  in  the  paragraph  (1)  of  the  new  section 
215(a),  except  for  the  special  minimum  benefit  computation,  are 
applicable  only  to  workers  who  had  not  attained  as^e  62  prior  to 
January  1979  and  who  became  eligible  for  old-age  or  disability  insur- 
ance benefits  or  die  in  or  after  January  1979.  It  also  provides  certain 
exceptions  by  reference  to  paragraph  (4)  (which  relates  to  certain 
previously  disabled  workers  and  to  the  transitional  provision). 

Subparagraph  (B)  of  the  new  section  215(a)(3)  provides  that 
unless  fewer  than  12  months  have  elapsed  since  the  termination  of  a 
prior  period  of  disability,  a  person  will  be  deemed  ^'eligible"  (1)  for 
old-asre  insurance  benefits  as  of  the  month  in  which  he  attains  age  62, 
or  (2)  for  disability  insurance  benefits  as  of  the  month  the  period 
of  disability  betran  as  provided  under  section  216 (i)  (2)  (C)  of  the 
Act.  (As  specified  in  paragraph  (2) ,  a  person  who  had  a  prior  period 
of  disability  which  terminated  within  12  months  will  be  deemed  eligi- 
ble as  of  the  month  the  prior  period  of  disability  besran.) 

Parafifraph  (4)  of  the  new  section  215  Ca)  excludes  certain  workers 
disabled  before  1979  from  the  new  PIA  computation  provisions 
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(except  those  relating  to  the  special  minimum  benefit)  and  contains 
transitional  provisions  protecting  benefit  amounts  for  workers  reach- 
ing age  62  after  1978  and  before  1989  (the  transitional  "guarantee"). 

Subparagraph  (A)  of  the  new  section  215(a)  (4)  excludes  from  the 
new  computations,  (except  for  the  special  minimum  benefit  computa- 
tion provided  in  subparagraph  (C)  (i)  (II)  a  worker  disabled  before 
1979,  unless  at  least  12  months  elapse  after  the  termination  of  the 
prior  period  of  disability  and  before  the  month  he  attains  age  62, 
becomes  disabled  again,  or  dies. 

TfCmsitional  provision 

Subparagraph  (B)  contains  the  transitional  provisions  and  pro- 
vides that  the  new  computations  (except  for  the  special  minimum 
computation)  will  not  apply  to  a  worker  who  otherwise  would  qualify 
for  those  computations  if  the  present  law  PIA  computed  under  sub- 
sections 215  (a)  or  (d)  as  in  effect  in  December  1978  is  greater. 

The  transitional  provisions  apply  to  workers  who  reach  age  62  after 
1978  and  before  1989.  They  also  will  apply  to  a  small  number  of 
workers  who  have  an  onset  of  disability,  or  die  after  1978  if  their 
benefit  computation  includes  earnings  after  1936  and  before  1951.  In 
determining  whether  the  present-law  benefit  is  greater,  the  benefit 
table  as  in  effect  in  December  1978  will  apply  with  no  cost-of-living 
increases  added  to  the  benefit  after  1978  and  before  the  year  the  worker 
reaches  age  62,l)ecomes  disabled,  or  dies  as  provided  in  subsection  (i) 
(2)  (A)  (iii).  Also,  in  such  cases,  earnings  beginning  with  the  year  of 
age  62,  disability  onset  or  death  will  be  excluded  in  computing  the 
average  monthly  wage  on  which  the  benefits  are  based. 

New  section  215(a)(5)  provides  that  in  computing  PIA's  after 
December  1978  for  workers  who  reach  age  62,  become  disabled,  or  die 
before  1979  and  therefore  do  not  qualify  for  the  new  benefit  formula 
or  the  transitional  provisions,  the  provisions  for  determining  the  PIA 
in  effect  in  December  1978  will  apply  except  that  effective  for  Janu- 
ary 1979,  the  dollar  amount  used  to  compute  a  special  minimum 
benefit  will  be  $11.50.  Also,  for  years  after  1978,  the  PIA's  and 
maximum  family  benefits  for  such  workers  will  be  increased  by  general 
ad  hoc  benefit  increases  and  by  automatic  benefit  increases  (as  provided 
by  subsection  (i)). 

Computation  of  merage  indexed  monthly  earnings  {AIME) 

Section  201(b)  of  the  bill  provides  a  new  section  215(b)  of  the 
Social  Security  Act  for  computing  average  indexed  monthly  earnings. 
The  method  of  coinputing  average  earnings  is  generally  the  same  as 
that  used  under  present  law  except  that  indexed,  rather  than  actual 
earnings,  are  used.  New  section  215(b)  (1)  provides  that  an  individ- 
ual's average  indexed  monthly  under  subsection  (a)(1)(B))  wages 
and  self-employment  income  in  his  benefit  computation  years  (as 
determined  under  paragraph  (2) )  by  the  number  of  months  in  those 
years. 

New  section  215(b)  (2)  (A)  provides  that  the  number  of  worker's 
benefit  computation  yeats — ^the  number  of  years  used  in  computing 
AIME — equals  the  number  of  elapsed  years  minus  5,  but  in  nO  case  can 
the  number  of  such  ye&,rs  be  less  than  2. 
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Clause  (i)  of  section  215(b)(2)(B)  defines  benefit  computation 
years  as  the  computation  base  years  that  are  equal  to  the  number  of 
elapsed  years  and  in  which  the  total  of  indexed  wages  and  self- 
employment  income  is  the  highest. 

Clause  (ii)  defines  computation  base  years  as  years  after  1950  and 
up  to:  (1)  The  year  the  first  month  of  entitlement  to  old-age  insur- 
ance benefits  occurred  or  (2)  if  the  worker  died  without  becoming 
entitled  to  a  benefit  the  year  after  the  year  of  death.  Years  wholly 
within  a  period  of  disability  are  excluded  from  computation  base  years. 

Clause  (iii)  defines  elapsed  years  as  the  number  of  years  after  1950, 
or  age  21,  if  later,  and  up  to  the  year  of  death  or  age  62  (but  not  less 
than  5  if  the  year  of  age  62  is  used) .  Any  part  of  a  year  included  in  a 
period  of  disability  is  not  counted  as  an  elapsed  year.  This  definition 
applies  in  all  cases  except  under  the  special  provision  in  section  104(j) 
(2)  of  the  Social  Security  Amendments  of  1972,  which  applies  to 
men  who  reach  age  62  in  1973  and  1974. 

New  section  215(b)  (3)(A)  provides  that,  except  as  specified  in 
paragraph  (B) ,  the  wages  or  self -employment  income  credited  to  each 
of  a  worker's  computation  base  years  will  be  indexed  by  multiplying 
the  wages  or  self -employment  income  by  the  ratio  of:  (1)  Average 
wages  for  the  indexing  year  to  (2)  average  wages  for  the  year  being 
indexed.  The  indexing  year  is  the  second  year  after  1976  and  before  the 
year  of  the  worker's  initial  eligibility  for  old-age  or  disability  insur- 
ance benefits  (age  62  or  onset  of  disability),  or  death,  whichever  is 
earliest.  However,  a  year  will  not  be  counted  as  the  year  of  the  worker's 
eligibility  or  death  if  the  worker  was  entitled  to  a  disability  insurance 
benefit  for  any  of  the  12  months  immediately  preceding  the  month  he 
attained  age  62,  had  an  onset  of  disability  or  died. 

For  purposes  of  this  subparagraph  (as  for  purposes  of  section  215 
(a)(1)(B)),  average  wages  means  the  average  of  total  annual  wages 
(as  reported  to  the  Secretary  of  the  Treasury)  as  defined  in  regula- 
tions of  the  Secretary  (of  HEW)  and  without  regard  to  the  contribu- 
tion and  benefit  base  limitation. 

New  section  215(b)(3)(B)  provides  that  wages  and  self -employ- 
ment income  credited  to  an  individual  in  all  years  that  occur  after  the 
indexing  year  are  counted  in  actual  dollar  amounts  for  purposes  of 
computing  AIME. 

New  section  215(b)(4)  provides  that  for  purposes  of  computing 
average  monthly  wages  after  1978  under  the  provisions  of  the  law  in 
effect  in  December  1978  for  a  worker  to  whom  the  transitional  guaran- 
tee provisions  in  subsection  (a)  (4)  apply,  computation  base  years  in- 
clude only  years  after  1950  (or  1936,  if  applicable)  and  up  to  the  year 
of  attainment  of  age  62,  onset  of  disability,  or  death.  Wages  and  self- 
employment  income  in  years  after  those  events  cannot  be  used  in  a 
"guarantee"  computation.  As  under  present  law,  calendar  years  wholly 
within  a  period  of  disability  also  cannot  be  computation  base  years  for 
purposes  of  a  "guarantee"  computation. 

Benefit  table  applicable  to  workers  eligible  before  1979 

New  section  215(c)  specifies  that  subsection  (c)  as  in  effect  in  De- 
cember 1978  will  remain  in  effect  for  workers  who  attain  age  62,  be- 
come disabled,  or  die  before  1979,  That  is,  the  benefit  table  in  effect  in 
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December  1978,  plus  all  subsequent  cost-of-living  increases  under  sub- 
section (i)  will  apply  to  such  workers. 

Section  201(d)  of  the  bill  amends  section  215(d)  of  the  Social  Se- 
curity Act  to  provide  a  simplified  method  for  computing  the  PIA's 
of  workers  age  21  after  1936  and  before  1951  when  wages  before  1951 
are  included  in  the  computations  so  that  machine,  rather  than  manual, 
procedures  can  be  used  in  making  such  computations.  The  revised 
method  of  computing  the  PI  A  under  new  section  215(d)  (1)  is  as  fol- 
lows :  The  average  monthly  wage  of  workers  age  21  after  1936  and  be- 
fore 1951  is  to  be  determined  over  the  same  period  of  years  and  in  the 
same  manner  as  provided  under  the  law  in  effect  in  December  1977. 
However,  the  total  wages  paid  to  such  workers  prior  to  1951  will  for 
purposes  of  benefit  computation  years  and  computation  base  years  be 
deemed  to  have  been  paid  at  an  equal  yearly  rate  up  to  $3000  a  year 
(the  maximum  amount  creditable  before  1951)  for  years  after  age  21 
and  before  the  earlier  of  1951  or  the  year  of  death :  the  remainder  (I) 
if  less  than  $3000,  is  deemed  credited  to  the  year  preceding  the  year  of 
age  21  or  (II)  if  $3000  or  more,  is  deemed  credited  in  $3000  increments 
to  the  year  of  age  21  and  to  each  year  consecutively  preceding  that  year 
with  any  remainder  credited  to  the  year  immediately  preceding  the 
earliest  year  to  which  $3000  was  credited.  For  purposes  of  this  subsec- 
tion, total  wages  may  not  exceed  $42,000. 

A  new  formula  is  provided  for  determining  the  PIA's  which  results 
in  a  PIA  approximately  equivalent  to  the  amount  that  would  result  if 
actual  yearly  wages  were  used  in  the  computation.  The  fonnula  for 
determining  the  PIA  is :  40  percent  of  the  first  $50  of  average  monthly 
wages  (AMW)  as  computed  under  this  subsection,  plus  10  percent  of 
the  next  $200  of  AMTW,  increased  by  1  percent  for  each  increment  year. 
The  number  of  increment  years  used  will  not  be  less  than  4  nor  more 
than  14;  the  number  is  determined  by  dividing  an  individual's  total 
wages  before  1951  by  $1650.  (Under  present  law,  an  "increment"  is  the 
term  used  to  describe  the  1 -percent  increase  in  the  primary  insurance 
benefit  that  is  given  for  each  year  before  1951  in  which  the  worker  was 
paid  $200  or  more ;  the  maximum  possible  is  14 — the  number  of  years 
in,  the  period  1937-50.) 

Section  201  (d)  (3)  of  the  bill  amends  section  215  (d)  (3)  of  the  Act 
to  delete  the  requirement  that  when  wages  prior  to  1951  are  included 
in  computing  the  AMW  of  an  individual  who  attains  age  21  after  1936 
and  prior,  to  1951,  the  present  law  computation  provisions  in  effect 
before  the  Social  Security  Amendments  of  1967  must  be  used. 

Section  201(d)  (4)  of  the  bill  amends  section  215(d)  of  the  Act  to 
add  a  new  paragraph  4  which  provides  that  when  wages  prior  to  1951 
are  included  in  the  computation,  the  present-law  simplified  method 
for  computing  PIA's  of  workers  age  22  in  or  before  1937  remains  in 
effect  for  workers  who  reach  age  62,  become  disabled,  or  die  before 
1978. 

References  to  average  indexed  monthly  earnings 

Section  201(e)  of  the  bill  amends  section  215(e)  of  the  Act,  which 
specifies  the  maximum  amounts  of  covered  wages  and  self -employ- 
ment income  that  can  be  used  for  purposes  of  computing  PIA's  to 
refer  to  AIME  in  addition  to  AMW,  where  appropriate. 
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Recomputations 

Section  201(f)  of  the  bill  provides  a  new  section  215(f)(2)  for 
recomputing  PIA's.  The  provisions  for  recomputing  PIA's  are  largely 
the  same  as  those  in  present  law. 

New  section  215(f)  (2)(A)  provides  that  the  Secretary  at  times 
prescribed  in  regulations,  will  recompute  the  PIA's  of  individuals 
who  have  covered  wages  or  self -employment  income  after  1978  and 
who  are  entitled  to  an  old-age  or  disability  insurance  benefit. 

New  section  215(f)(2)(B)  provides  that  for  recomputations  of 
PIA's  based  on  AIME,  the  benefit  formula  applied  will  be  the  one 
used  in  computing  the  worker's  initial  PI  A  (or  for  those  to  whom  the 
transitional  provisions  apply  as  described  in  subsection  (a)  (4)  (B) ), 
the  one  that  would  have  been  used  in  computing  the  initial  PIA  if  the 
"guarantee"  PIA  had  not  been  higher. 

New  section  215(f)  (2)  (C)  provides  that  as  under  present  law,  the 
number  of  computation  base  years  are  expanded  to  include  years  of 
additional  earnings. 

New  section  215(f)  (2)  (D)  provides  that  as  under  present  law,  a 
recomputation  to  take  account  of  a  year  of  additional  earnings  will 
be  effective  with  January  of  the  following  year,  or  in  a  death  case, 
with  the  month  of  death. 

Section  201(f)  (2)  of  the  bill  repeals  section  215(f)  (3)  of  the  Act 
since  it  is  obsolete.  Paragraph  (3)  provides  for  recomputing  PIA's 
for  workers  who  had  self -employment  income  in  1952  and  applied  for 
benefits  or  died  prior  to  1961. 

New  section  215(f)  (4)  provides  that  a  recomputation  will  be  effec- 
tive only  if  it  results  in  an  increase  in  the  PIA  of  at  least  $1.  Section 
201(f)(4)  of  the  bill  adds  new  paragraphs  (7)  and  (8)  to  section 
215(f)  of  the  Act.  New  paragraph  (7)  provides  that  present  law  re- 
computation provisions  will  continue  to  apply  for  workers  who  become 
eligible  for  old-age  benefits,  have  an  onset  of  disability,  or  die  before 
1978.  However,  for  an  individual  whose  PIA  is  computed  under  the 
transitional  provisions,  eaming-s  in  and  after  the  year  of  attainment 
of  age  62  or  onset  of  disability,  or  death  cannot  be  used  for  purposes 
of  recomputing  the  "guarantee"  PIA. 

New  paragraph  (8)  provides  that  special  minimum  PIA's  that  were 
computed  for  beneficiaries  under  the  law  in  effect  prior  to  January' 
1979  will  be  recomputed  to  take  account  of  the  increase  from  $9  to 
$11.50  in  the  dollar  amount.  The  recomputation  will  be  effective  be- 
ginning January  1979. 

Cost-of-living  increases  in  henefits. 

Section  201(g)  (1)  of  the  bill  amends  section  215  (i)  (2)  (A)  (ii)  to 
specify  that  an  automatic  benefit  increase  effective  for  June  of  a  year 
in  which  the  Secretary  determines  that  a  cost-of-living  computation 
quarter,  which  triggers  such  an  increase,  has  occurred  will  apply  to : 
(1)  The  benefits  of  those  entitled  to  special  payments  under  sections 
227  and  228 ;  (2)  the  PIA's  on  which  beneficiaries  are  entitled  includ- 
ing the  frozen  minimum  PIA's  and  special  minimum  PIA's;  and  (3) 
maximum  family  benefits  at  the  same  time  as  the  PIA's  on  which  they 
are  based,  where  a  PIA  was  computed  under  the  law  in  effect  in  De- 
cember 1978  will  be  increased  at  the  same  time  as  the  PIA's  except  as 
provided  in  new  paragraphs  6  and  7  of  section  203. 
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As  under  present  law,  the  increase  in  the  Consumer  Price  Index 
(CPI)  measured  from  the  last  cost-of-living  computation  quarter 
to  the  current  one  (or  from  the  last  quarter  in  which  an  ad  hoc  in- 
crease became  effective)  and  rounded  to  the  nearest  .1  of  1  percent  will 
be  applied  to  the  benefits,  PIA's,  and  family  maximums  listed  above. 
The  increased  PIA's  will  be  rounded  to  the  next  higher  $.10  if  not 
an  even  $.10.  For  beneficiaries  getting  special  minimum  benefits,  the 
PIA's  on  which  the  special  minimum  benefits  are  based  will  be  in- 
creased. The  increase  will  be  determined  from  the  revised  range  of 
special  minimum  PIA's  published  by  the  Secretary. 

Section  201(g)(2)  of  the  bill  amends  section  215(i)(2)(A)  of 
the  Act  by  adding  a  new  clause  to  make  the  automatic  benefit  increases 
in  a  year  applicable  to  PIA's  computed  or  recomputed  in  that  year, 
regardless  of  when  entitlement  began  in  that  year.  However,  the  in- 
creases would  be  effective  only  for  benefits  payable  for  months  after 
May  of  that  year. 

Section  201  (g)  (3)  of  the  bill  amends  section  215  (i)  (2)  (D)  of  the 
Act  to  provide  that  when  the  Secretary  publishes  the  amount  of  an 
automatic  cost-of-living  benefit  increase  in  the  Federal  Register,  he 
must  also  publish  the  range  of  increased  special  minimum  PIA's 
possible  and  corresponding  family  maximums  for  the  next  year.  The 
effect  of  this  provision  is  that  the  $11.50  dollar  amount  for  computing 
special  minimum  PIA's  will  not  be  increased  to  take  account  of  in- 
creases in  the  cost  of  living.  Instead  the  range  of  PIA's  possible  based 
on  the  $11.50  dollar  amount  will  be  revised  whenever  an  automatic 
benefit  increase  is  effective.  Each  revised  ranqre  of  special  minimum 
PIA's  will  apply  to  both  current  and  future  beneficiaries. 

Section  201(g)(4)  amends  section  215 (i)  by  adding  a  new  para- 
graph (4)  that  provides  that  the  automatic  adjustment  of  benefit  pro- 
visions in  effect  prior  to  1979  shall  continue  to  apply  for  workers  who 
became  eligible  for  old-age  insurance  benefits,  have  an  onset  of  dis- 
ability, or  die  before  1979  and  requires  that  the  Secretary  publish  the 
revised  benefit  tables  for  that  purpose.  The  revised  tables  will  not 
apply  to  tjiose  who  became  eligible  for  old-age  insurance  benefits,  have 
an  onset  of  disability,  or  die  after  1978. 

For  people  whose  benefits  are  computed  under  the  law  in  effect  in 
December  1978  because  the  transitional  provisions  apply,  the  cost-of- 
living  increases  will  not  apply  after  1978  and  before  they  attain  age 
62,  have  an  onset  of  disability  or  die  (as  provided  in  clause  I  of  sub- 
section (a)  (4)(B)). 

Maximum  family  hensfits 

Section  202  of  the  bill  restates  section  203(a)  of  the  Social  Security 
Act  with  changes  to  take  account  of  the  new  system  for  computing 
PIA's  based  on  wage-indexed  earnings. 

Paragraphs  (1)  and  (2)  of  new  section  203(a)  provides  for  a 
formula  for  determining:  maximum  family  benefits.  For  workers  who 
became  eligible  for  old-age  insurance  benefits,  have  an  onset  of  dis- 
ability, oi*  die  in  1979,  the  formula  for  determining  the  maximum  fam- 
ily benefit  is : 
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150  percent  of  the  first  $230  of  PIA,  plus 
272  percent  PIA  over  $230  through  $332,  plus 
134  percent  of  PIA  over  $332  through  $433,  plus 
175  percent  of  PIA  over  $433. 

The  resulting  amounts  will  be  rounded  to  the  next  higher  $.10  if 
not  an  even  multiple  of  $.10. 

For  workers  who  become  eligible  for  old-age  insurance  benefits, 
have  an  onset  of  disability,  or  die  in  years  after  1979,  the  dollar 
amounts  in  the  formula  will  be  increased  to  take  account  of  increases 
in  wages  in  the  same  way  that  the  dollar  amounts  in  the  benefit  formula 
in  section  215  (a)  will  be  adjusted. 

Subparagraph  (C)  of  new  paragraph  (2)  provides  that  by  Novem- 
ber 1  of  each  year  after  1978,  the  Secretary  will  publish  in  the  Federal 
Register  the  formula  that  will  be  applicable  to  workers  who  become 
eligible  for  old-age  insurance  benefits,  have  on  onset  of  disability,  or 
die  in  the  following  year.  The  formula  will  not  apply  for  determining 
maximum  family  benefits  for  workers  getting  special  minimum 
benefits. 

Subparagraph  (D)  of  new  paragraph  (2)  provides  that  the  formula 
in  effect  in  a  year  will  not  apply  to  a  worker  who  becomes  eligible  for 
a  retirement  or  disability  benefit  or  dies  in  that  year  if  he  was  entitled 
to  a  disability  benefit  for  any  of  the  12  months  before  he  reached  age 
62,  had  a  new  onset  of  disability,  or  died.  In  such  cases,  the  year  of 
eligibility  will  be  the  year  of  onset  of  disability  for  the  benefit  the 
worker  was  entitled  to  during  the  prior  12  months. 

New  section  203(a)  (3)  (A)  provides  that  when  the  family  maxi- 
mum provisions  apply  to  a  child  entitled  on  the  earnings  of  more  than 
one  insured  worker,  the  maximum  family  benefit  will  not  be  less  than 
the  smaller  of  (1)  the  sum  of  each  of  the  maximum  family  benefits 
(as  under  present  law)  or  (2)  1.75  times  the  highest  PIA  possible  in 
the  year  based  on  AIME  equal  to  1/12  of  the  contribution  and  benefit 
based  effective  in  that  year. 

Section  203(a)  (2)  of  the  Act  in  effect  prior  to  December  1978,  the 
general  saving  clause  for  beneficiaries  entitled  prior  to  January  1971, 
is  restated  with  reference  changes  and  redesignated  as  section 
203(a)(3)(B). 

Section  203(a)  (3)  of  the  Act  in  effect  prior  to  December  1978  is 
restated  and  redesignated  as  section  203(a)  (3)  (C).  Also,  references 
to  "wife"  are  changed  to  "spouses"  in  order  to  take  account  of  amend- 
ments made  by  title  IV  of  the  bill,  which,  among  other  changes,  elim- 
inated gender-based  references  in  the  Act  and  provides  benefits  for 
divorced  husbands. 

The  new  section  203(a)  (4)  restates  that  the  matter  following  para- 
graph (3)  of  section  203(a)  of  the  Act  in  effect  prior  to  December 
1978,  which  provides  that  when  the  total  of  monthly  benefits  are 
reduced  for  purposes  of  the  maximum  family  benefit,  each  person's 
benefit,  except  an  old-ag^e  or  disability  insurance  benefit,  will  be  reduced 
proportionately  and  deletes  obsolete  special  provisions  for  reducing 
benefits  of  illegitimate  children. 

Section  203(a)  (4)  of  the  Act  in  effect  prior  to  December  1978  (the 
"no-loss"  saving  clause)  is  redesignated  as  section  203(a)  (5)  and  is 
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made  applicable  to  all  families  whose  benefits  are  limited  by  the  family 
maximum.  Under  present  law,  only  families  in  which  the  worker's 
benefit  is  reduced  under  section  202  (q)  are  assured  that  the  total  bene- 
fits will  not  be  less  after  a  benefit  increase  than  before  the  increase. 

The  new  section  203(a)  (6)  provides  that  where  an  individual  is 
entitled  to  benefits  based  on  the  PIA's  of  2  or  more  workers  and  one 
of  the  PIA's  is  computed  under  the  law  in  effect  after  1978  and  the 
other  is  computed  under  the  law  in  effect  prior  to  1979,  the  total  fam- 
ily benefits  will  be  reduced  to  an  amount  equal  to  1.75  times  the  high- 
est PI  A  possible  in  the  month  based  on  AIME  equal  to  1/12  of  the 
contribution  and  benefit  base  effective  in  that  year. 

The  new  section  203(a)  (7)  specifies  that,  subject  to  paragraph  6, 
the  family  maximum  provisions  in  section  203  (a)  applicable  under  the 
law  in  December  1978  will  remain  in  effect  for  workers  who  become 
eligible  for  old-age  benefits,  have  an  onset  of  disability,  or  die  before 
1979;  for  individuals  who  become  eligible  or  die  after  1978,  the  family 
maximum  p>rovisions  in  effect  after  1978  will  govern  unless,  as  specified 
in  new  paragraph  (2)(D),  the  worker  was  entitled  to  a  disability 
benefit  for  any  of  the  12  months  prior  to  the  month  he  attained  age 
62,  had  an  onset  of  disability,  or  death. 

Increase  in  delayed  retirement  credit 

Section  203  of  the  bill  amends  section  202  (w)  of  the  ^^ct  to  permit 
the  benefits  to  be  increased  after  age  65  under  this  section  regardless 
of  whether  the  individual  received  any  benefits  reduced  under  section 
202  (q)  prior  to  age  65. 

This  section  further  amends  section  202 (w)  to  provide  that  for 
workers  who  become  eligible  for  old-age  insurance  benefits  after  1978, 
the  delayed  retirement  credit  will  be  one- fourth  of  1  percent  per 
month. 

Conforming  amendments 

Section  204(a)  of  the  bill  amends  section  202 (m)  (1)  of  the  Act  to 
provide  that,  as  under  present  law,  a  sole-surviving  dependent  will  get 
a  benefit  equal  to  an  amount  no  less  than  the  minimum  PIA  provided 
in  subsection  (a)(l)(C)(i)(I).  That  benefit  will  be  automatically 
adjusted  under  section  215  (i)  for  increases  in  the  cost  of  living  begin- 
ning with  months  after  May  of  the  year  in  which  the  insured  worker 
died. 

Section  204(b)  of  the  bill  further  amends  section  202  (w)  of  the  Act 
to  conform  the  references  to  the  special  minimum  PIA  for  months 
before  1979  and  for  months  after  1978. 

Section  204(c)  of  the  bill  amends  section  217(b)  (1)  of  the  Act  to 
provide  a  conforming  change  in  that  provision  to  limit  the  references 
to  computation  provisions  in  section  215  to  mean  those  sections  as  in 
effect  prior  to  1979. 

Section  204  (d)  of  the  bill  amends  section  224  (a)  of  the  Act  to  retain 
the  use  of  AME  rather  than  AIME  in  the  determination  of  average 
current  earnings  for  purposes  of  determining  the  workmen's  compen- 
sation offset. 

Section  204(e)  of  the  bill  amends  section  1839(c)  (3)  (B)  of  the  Act 
to  revise  the  method  of  automatically  adjusting  the  supplementary 
medical  insurance  premium.  The  premium  will  be  adjusted  by  using 
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the  percentage  increase  in  PIA's  based  on  AIME  of  $900.  As  under 
present  law,  the  percentage  is  determined  from  May  1  of  the  year  of 
promulgation  to  the  following  May  1. 

Section  204(f)  of  the  bill  amends  section  104(j)  (2)  of  the  Social 
Security  Amendments  of  1972  to  refer  to  the  section  of  the  law  defining 
elapsed  years  as  amended  by  this  bill. 

Effective  date 

Section  205  of  the  bill  provides  that  the  amendments  made  in  title 
II  of  the  bill  other  than  section  201(d)  will  be  effective  with  respect 
to  monthly  benefits  and  lump-sum  death  payments  for  months  after 
1978.  The  amendments  made  by  section  201  (d)  (the  simplified  method 
for  computing  PIA's  where  wages  prior  to  1951  are  included  in  the 
computation)  will  be  effective  with  respect  to  monthly  benefits  of  an 
individual  who  becomes  eligible  for  an  old-age  disability  benefit,  or 
dies  after  December  1977. 

TriLE  III  COVERAGE  UNDER  THE  OLD-AGE  SURVIVORS  AND  DISABILITY 

INSURANCE  PROGRAM 

Section  SOI,  Coverage  of  Federal  employees 

Section  301  of  the  bill  repeals  the  exclusion  from  social  security 
coverage  of  services  performed  in  the  employ  of  the  Federal 
Government. 

Section  301(a)  of  the  bill  amends  section  210(a)  of  the  Social  Secu- 
rity Act  to  repeal  paragraphs  (5)  and  (6),  which  now  exclude  from 
the  definition  of  "employment"  service  performed  in  the  employ  of  the 
United  States  or  an  instrumentality  of  the  United  States  which  is 
covered  by  a  retirement  system  established  by  United  States  law,  and 
of  certain  other  instrumentalities  of  the  United  States.  It  also  makes 
the  technical  and  conforming  changes  in  other  provisions  of  the  Act 
which  are  necessary  to  reflect  the  repeal  of  this  exclusion. 

Section  301(b)  of  the  bill  amends  section  3121  of  the  Internal 
Revenue  Code  of  1954  to  conform  to  the  amendment  made  in  section 
210  (a)  of  the  Act  by  section  301  (a)  of  the  bill. 

Section  301(c)  of  the  bill  provides  that  these  amendments  will  ba 
effective  with  respect  to  service  performed  after  December  1981. 

Section  301(d)  (1)  of  the  bill  provides  that  the  Secretary,  in  con- 
sultation with  the  Civil  Service  Commission  shall  make  a  study  on 
how  /best  to  coordinate  the  benefits  of  the  civil  service  retirement  sys- 
teni/with  the  OASDI  program  to  develop  for  Federal  employees  a 
combined  program  of  retirement,  desirability,  and  related  benefits  to 
aspre  that  employees  are  no  worse  off,  comparing  their  benefits  under 
the  combined  program  with  the  benefits  they  would  receive  under  the 
Federal  staff  systems  then  in  effect,  after  their  coverage  under  the 
OASDI  program. 

Section  301  (d)  (2)  of  the  bill  provides  that  no  later  than  January  1, 
1980,  the  Secretary  shall  submit  a  report  of  the  study  to  Congress. 
The  report  will  contain  a  specific  and  detailed  plan  for  coordination 
of  the  two  systems  including  provisions  for  financing  and  benefits. 

Section  301(e)  of  the  bill  provides  that  the  Secretary  shall  carry 
out  a  study  of  how  best  to  coordinate  the  Medicare  program  and  the 
program  established  by  the  Federal  Employees  Health  Benefits  Act 
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with  the  objective  of  developing  for  Federal  employees  a  combined 
health  insurance  program  to  accompany  the  retirement  and  disability 
program  developed  under  subsection  (d).  The  combined  health  insur- 
ance program  shall  assure  that  Federal  employees  are  no  worse  off 
under  that  program  than  they  were  under  the  Federal  Employees 
Health  Benefits  Act.  A  report  of  the  study  shall  be  submitted  to  Con- 
gress along  with  the  report  submitted  under  subsection  (d)  (2). 

Section  302.  Coverage  of  State  and  local  employees 

Section  302(a)  of  the  bill  eliminates  the  provisions  in  present  law 
for  terminations  of  coverage  of  State  and  local  employment. 

Section  302(a)  (1)  of  the  bill  amends  section  218(g)  of  the  Social 
Security  Act  to  make  the  provisions  under  present  law  for  termina- 
tion of  coverage  under  a  State's  agreement  with  the  Secretary  subject 
to  a  new  paragraph,  (4),  which  is  added  by  Section  302(a)(2)  of 
the  bill. 

Section  302(a)  (2)  of  the  bill  adds  to  section  218(g)  of  the  Act  a 
new  paraigraph,  (4) ,  to  provide  that  social  security  coverage  under  a 
State's  agteement  with  the  Secretary  may  not  be  terminated  unless  the 
^  years'  advance  notice  required  imder  present  law  is  given  before 
September  14, 1977. 

Section  302(b)  of  the  bill  provides  compulsory  coverage  for  em- 
ployees of  State  and  local  governments  with  respect  to  services  per- 
formed sifteir  December  1981. 

Se<5ti6n  302(b)  (1)  of  the  bill  repeals  section  218  of  the  Act  which 
provides  coverage  for  employees  of  State  and  loca,l  governments  under 
voluntary  agreements  between  the  States  and  the  Secretary. 

Section  S02(b)  (2)  of  the  bill  amends  section  210(a)  of  the  Act  to 
remove  the  exclusion  from  the  definition  of  "employment"  of  services 
perfoiined  by  employees  of  a  State  or  political  subdivision  and  certain 
services  performed  in  the  employ  of  the  District  of  Columbia  or  the 
Government  of  Guam  and  American  Samoa. 

Section  302  (b)  (3)  of  the  bill  amends  section  3121  (b)  of  the  Internal 
ReVi&iiUe  Code  to  remove  the  exclusion  from  the  definition  of  "employ- 
ment" of  services  performed  by  employees  of  a  State  or  political  sub- 
division and  certain  services  performed  in  the  employ  of  the  District  of 
Columbia,  or  the  Governments  of  Guam  and  American  Samoa. 

Section  302(c)  of  the  bill  amends  certain  provisions  of  the  Internal 
Revenue  Code  of  1954  to  provide  that,  for  purposes  of  adjustments 
because  6f  payment  of  insufficient  or  excess  employment  taxes.  State 
and  IgcaJ  governments  and  their  employees  will  be  treated  the  same  as 
other  hdhforeign  governments  and  their  employees. 

Sectibii  302(c)(1)(A)  of  the  bill  redesignates  Sections  3126  and 
312?  of  the  Code  as  Sections  3127  and  3128  respectively  and  adds  a  new 
section  3126.  The  new  section  permits  the  Governor  of  a  State  and  his 
designers  to  make  returns  and  payments  of  social  security  contribu- 
tions for  State  and  local  employment  in  the  State.  The  new  section  also 
perifnits  the  person  making  a  return  to  pay  the  emplover's  contributions 
without  tegard  to  the  limits  imposed  by  the  contribution  and  benefit 
baSe.  (This  provision  is  consistent  with  provisions  in  present  law  with 
respect  t)o  employment  for  the  Governments  of  Guam^  American 
Samoa,  and  the  District  of  Columbia. ) 


Section  302(c)  (1)  (B)  of  the  bill  amends  the  table  of  sections  for 
chapter  21  of  the  Code  to  conform  to  the  amendment  made  by  section 
302(c)(1)(A)  of  the  bill. 

Section  302(c)(2)(A)  of  the  bill  amends  section  6205(a)  of  the 
Code  by  changing  the  references  in  paragraphs  (3)  and  (4)  from  "sec- 
tion 3125"  to  "section  3216"  and  by  redesignating  those  two  paragraphs 
as  paragraphs  (4)  and  (5)  respectively.  This  section  of  the  bill  also 
adds  a  new  paragraph  (3)  to  provide  that,  for  purposes  of  adjustments 
because  of  payments  of  insufficient  social  security  employer  and  em- 
ployee contributions,  railroad  retirement  employer  and  employee  taxes, 
and  employees'  withheld  income  taxes,  with  respect  to  remuneration 
for  employment  received  from  a  State  or  political  subdivision  or  in- 
strumentality whiich  is  wholly  owned  by  the  State,  the  Governor  of  the 
State  and  each  person  designated  by  him  imder  section  3126  of  the 
Code  shall  be  treated  as  separate  employers.  (This  provision  is  con- 
sistent with  provisions  in  present  law  with  respect  to  remuneration  for 
employment  received  from  the  Governments  of  the  United  States, 
Guam,  American  Samoa,  and  the  District  of  Columbia. ) 

Section  302(c)  (2)  (B)  of  the  bill  amends  section  6413(a)  of  the  Code 
to  conform  to  the  amendment  made  by  section  302  (c)(1)(A)  of  the  bill 
and  by  redesignating  paragraphs  (3)  and  (4)  as  paragraphs  (4)  and 
(5)  respectivdy.  This  section  of  the  bill  also  adds  a  new  paragraph  (3) 
to  provide,  that,  for  purposes  of  adjustments  because  of  payment  of 
excess  social  security  employer  and  employee  contributions,  railroad 
retirement  employer  and  employee  taxes,  and  employees'  withheld  in- 
come taxes  with  respect  to  renumeration  received  for  employment  from 
a  State  or  political  subdivision  or  instrumentality  which  is  wholly 
owned  by  the  State,  the  Governor  of  the  State  and  each  person  desig- 
nated by  him  under  section  3126  of  the  Code  shall  be  treated  like  sepa- 
rate employers.  (These  provisions  are  consistent  with  the  provisions  in 
present  law  with  respect  to  remuneration  for  employment  received 
from  the  Governments  of  the  United  States,  Guam,  American  Samoa, 
and  the  District  of  Columbia.) 

Section  302(c)(2)(C)  of  the  bill  replaces  subparagraph  (B^  of 
section  6413(c)  (2)  of  the  Code  with  a  new  subparagraph  (B).  (Un- 
der the  present  subparagraph  (B),  remuneration  for  services  covered 
by  an  agreement  between  a  State  and  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  under  section  218  of  the  Act  is  treated  as  covered 
wages  and  the  contributions  made  with  respect  to  such  remuneration 
are  treated  as  other  social  security  contributions  for  p^urposes  of  mak- 
ing refunds  to  employees  for  payment  of  excess  social  security  em- 
ployer and  employee  contributions,  railroad  retirement  taxes,  and 
withheld  employees'  income  tax.)  The  new  subparagraph  (B)  pro- 
vides that  the  Governor  of  a  State  and  each  person  designated  by  nim 
under  section  3126  of  the  Code  shall  be  treated  as  a  separate  employer 
for  purposes  of  refimding  to  employees  the  excess  employment  taxes 
paid  on  remuneration  received  from  a  State  or  a  subdivision  or  an  in- 
strumentality which  is  wholly  owned  by  the  State.  (This  provision  is 
consistent  with  provisions  in  present  law  with  respect  to  refunds  of 
employment  taxes  for  employees  of  the  Governments  of  the  United 
States,  Ouam,  American  Samoa,  and  the  District  of  Columbia.)  TPhis 
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section  of  the  bill  also  amends  subparagraphs  (D),  (E)  ,  and  (F)  of 
section  6413(C)  (2)  of  the  Code  to  coniform  to  the  amendment  made  by 
section  302(c)  (1)  (A)  of  the  bill. 

Section  302(c)  (3)  of  the  bill  amends  section  230(c)  of  the  Act  to 
conform  to  the  amendment  made  by  section  302(c)  (1)  (A)  of  the  bill. 

Section  302(d)  of  the  bill  makes  changes  to  the  Act  to  conform 
with  the  repeal  of  section  218  otf  the  Act. 

Section  302(d)  (1)  of  the  bill;ftmends  section  205(c)t5)  (F)  (iii)  of 
the  Act  to  provide  that,  after  the  repeal  of  section  218  of  the  Act,  the 
social  security  earnings  records  of  State  and  local  employees  can  be 
corrected  after  the  statute  of  limitations  has  run  if  assessments  of  the 
amounts  due  imder  section  218  of  the  Act  were  made  within  the  pre- 
scribed time  limits. 

Section  302(d)(2)  of  the  bill  amends  section  209(1)  of  the  Act 
(which  covers  as  wages  sick  pay  to  an  employee  over  age  62)  to  re- 
move the  reference  to  section  218  of  the  Act. 

Section  302(d)  (3)  of  the  bill  amends  section  210(a)  (10)  (B)  (ii)  of 
the  Act  (which  makes  an  exception  to  the  exclusion  from  covered  em- 
ployment of  services  performed  by  students  in  schools,  colleges,  and 
universities  when  such  services  are  covered  imder  an  agreement  be- 
tween a  State  and  the  Secretary)  to  remove  the  reference  to  section  218 
of  the  Act. 

Seption  302  (d)  (4)  of  the  bill  repeals  section  210  (k)  of  the  Act  which 
provides  compulsory  coverage  for  certain  employees  of  transportation 
systems  acquired  by  a  State  or  political  subdivision  from  private  own- 
ership. 

Section  302(d)  (5)  of  the  bill  amends  section  211(c)  (1)  of  the  Act 
(which  includes  in  the  definition  of  a  trade  or  business,  functions  per- 
formed by  a  State  or  local  official  compensated  solely  on  a  fee  basis)  to 
remove  the  reference  to  section  218  of  the  Act. 

Section  302(d)  (6)  of  the  bill  amends  section  211(c)  (2)  (E)  of  the 
Act  (which  makes  an  exception  to  the  exclusion  from  the  definition  of 
trade  or  business  of  service  performed  by  an  employee  if  the  service  is 
performed  by  an  employee  of  a  State  or  political  subdivision  compen- 
sated solely  on  a  fee  basis)  to  remove  the  reference  to  section  218  of 
the  Act. 

Secticm  302(e)  of  the  bill  makes  changes  to  the  Code  consistent  with 
the  repeal  of  section  218  of  the  Act. 

Section  302(e)  (1)  of  the  bill  amends  section  1402(b)  of  the  Code 
(which  defines  self-employment  income)  to  remove  the  reference  to 
section  218  of  the  Act. 

Section  302(e)  (2)  of  the  bill  amends  section  1402(c)  (1)  of  the  Code 
(which  includes  in  the  definition  of  a  trade  or  business  functions  per- 
formed by  a  State  or  local  official  comT>ensated  solely  on  a  fee  basis) 
to  remove  the  reference  to  section  218  of  the  Act. 

Section  302(e)(3)  of  the  bill  amends  section  1402(c)  (2)  (E)  of  the 
Code  (which  makes  an  exception  to  the  exclusion  from  the  definition 
of  trade  or  business  of  service  performed  by  an  emplovee  of  a  State  or 
local  subdivision  if  the  service  is  compensated  solely  on  a  fee  basis)  to 
remove  the  reference  to  section  218  of  the  Act. 
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Section  302(e)  (4)  of  the  bill  amends  sections  3121(b)  (10)  (B) 
(ii)  of  the  Code  (which  makes  an  exception  to  the  exclusion  from  cov- 
ered employment  of  services  performed  by  students  in  schools,  colleges, 
and  universities,  when  such  services  a^re  covered  under  an  agreement 
between  a  State  and  the  Secrtary  of  Health,  Education,  and  Welfare) 
to  remove  the  reference  to  section  218  of  the  Act. 

Section  302(e)  (5)  of  the  bill  repeals  section  3121(j)  of  the  Code, 
which  provides  compulsory  coverage  for  certain  employees  of  trans- 
portation systems  acquired  by  a  State  or  political  subdivision  from 
private  ownership. 

Section  302(e)  (6)  of  the  bill  repeals  section  6511(d)(5)  of  the 
Code,  which  permits  a  refund  of  an  overpayment  of  self -employment 
tax  to  a  State  or  local  employee  where  the  overpayment  is  attributable 
to  retroactive  social  security  coverage. 

Section  302(f)  of  the  bill  provides  that  sections  302(b)  through 
302(e)  (5)  apply  with  respect  to  services  performed  after  December 
1981,  and  section  302(e)(6)  applies  with  respect  to  claims  accruing 
after  December  1981. 

Section  303,  Coverage  of  em/ploy ees  of  nonprofit  organizations 

Section  303(a)  of  the  bill  phases  out  the  provisions  in  present  law 
for  terminations  of  coverage  of  employment  for  tax-exempt,  nonprofit 
organizations  described  in  section  501(c)  (3)  of  the  Internal  Revenue 
Code  of  1954. 

Section  303(a)(1)(A)  of  the  bill  amends  section  312(k)  (l)(D) 
of  the  Code  to  provide  that  termination  of  coverage  of  employees  of 
nonprofit  organizations  is  subject  to  the  conditions  specified  in  Uie  new 
section  3121  (k)  (1)  (G)  of  the  Code. 

Section  303(a)(1)  (B)  of  the  bill  adds  a  new  section  312(k)(l) 
(G)  to  the  Code  to  provide  that  social  security  coverage  of  employees 
of  a  nonprofit  organization  may  not  be  terminated  by  the  organiza- 
tion unless  the  2  years'  advance  notice  required  under  present  law  is 
given  before  September  14, 1977. 

Section  303(a)(2)  of  the  bill  amends  section  3121  (k)  (2)  of  the 
Code  to  provide  that  coverage  of  employees  of  a  nonprofit  organiza- 
tion may  be  terminated  by  the  Secretary  with  concurrence  of  the  Sec- 
retary of  Health,  Education,  and  Welfare  only  if  the  required  60-day 
notice  is  given  before  September  14, 1977. 

Section  303(b)  of  the  bill  provides  compulsory  coverage  for  em- 
ployees of  nonprofit  organizations  with  respect  to  services  performed 
after  December  1981. 

Section  303(b)(1)  of  the  bill  amends  section  210  (a)  (8)  of  the  Social 
Security  Act  by  deleting  subparagraph  (B ) ,  thus  eliminating  from  the 
list  of  services  excluded  from  the  definition  of  "employment"  those 
services  performed  in  the  employ  of  the  tax-exempt,  nonprofit  orga- 
nizations. 

Section  303  (b)  (2)  of  the  bill  amends  section  3121  (b)(8)  of  the  Code 
to  conform  to  the  amendment  made  by  section  303(b)  (1)  of  the  bill. 

Section  303(b)  (3)  of  the  bill  repeals  section  3121(k)  of  the  Code 
(relating  to  exemption  of  religious,  charitable,  and  certain  other  orga- 
nizations) . 
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Section  30 J^.  Crediting  of  certain  Federal^  State^  and  local  service^  and 
certain  service  for  nonprofit  organizations^  performed  prior  to  the 
effective  date  of  coverage 
Section  304  of  the  bill  amends  section  213  of  the  Social  Security  Act 
to  add  a  new  subsection  (d).  The  new  subsection  provides  quarter-of- 
coverage  credits  in  the  case  of  an  individual  who  performed  services 
in  the  employ  of  the  United  States,  a  State  or  political  subdivision,  or 
a  tax-exempt  nonprofit  organization  before  coverage  is  provided  for 
such  services  (by  the  repeal  of  paragraphs  (5)  and  (6)  of  section 
210 (a)  of  the  Act  by  section  301  (a)  of  the  bill)  and  who  also  performs 
services  in  the  same  kind  of  employment  and  derives  at  least  6  quarters 
of  coverage  from  such  services  after  coverage  is  provided  for  such 
services  under  provisions  of  the  bill.  Each  calendar  quarter  in  which 
such  an  individual  performed  any  such  services  before  coverage  was 
provided  under  provisions  of  the  bill  is  treated  as  a  quarter  of  coverage 
if  it  is  not  otherwise  a  quarter  of  coverage. 

Section  305.  Exclusion  from  coverage  of  certain  limited  partnership 
income 

Section  305(a)  of  the  bill  amends  section  211(a)  of  the  Social  Se- 
curity Act  by  adding  a  new  paragraph  (11) ,  whic^h  excludes  from  the 
definition  of  "net  earnings  from  self -employment"  the  distributive 
share  of  income  or  loss  received  by  a  limited  partner  from  the  trade  or 
business  of  a  limited  partnership.  This  exclusion  does  not  extend  to 
guaranteed  payments  as  defined  in  section  707  (c)  of  the  Internal  Eeve- 
nue  Code  of  1954,  such  as  salary  and  professional  fees,  received  for 
services  actually  performed  by  the  limited  partner  for  the  pairtnership. 

Section  305(b)  of  the  bill  amends  section  1402(a)  of  the  Code  by 
adding  a  new  paragraph  (12),  T\^hich  provides  a  change  relating  to 
definition  of  "net  earnings  from  self-employment"  to  conform  to  the 
amendment  made  to  section  211(a)  of  the  Act  by  section  305(a)  of 
the  bill. 

Section  305(c)  of  the  bill  provides  that  the  amendment  will  apply 
with  respect  to  taxable  years  'beginning  after  December  31,  1977. 

Section  306.  Tax  on  employers  of  indi^idwls  who  receive  income  from 
tips 

Section  306  (a)  of  the  bill  amends  section  3121  of  the  Internal  Eeve- 
nue  Code  of  1954  by  adding  a  new  subsection  (s) ,  which  pro\ddes  thai^ 
tips  received  by  employees  which  are  deemed  to  be  wages  under  the 
Fair  Labor  Standards  Act  of  1938  also  be  deemed  to  be  wages 
under  the  Federal  Insurance  Contributions  Act. 

Section  306  (b)  of  the  bill  amends  se<:tion  3111  of  the  Code  to  impose 
social  security  taxes  on  employers  for  tips  received  by  their  employees 
deemed  to  be  wages  under  the  Fair  Labor  Standards  Act. 

Section  306(c)  of  the  bill  provides  that  the  amendment  will  be 
effective  with  respect  to  wages  paid  for  employment  performed  after 
December  1977. 

Section  307.  Revocation  of  exemption  from  coverage  hy  clergymen 
Section  307  of  the  bill  permits  clergymen  who  have  waived  social 

securitv  coverage  to  revoke  their  waivers. 

Section  307  fa)  of  the  bill  provides  that  a  minister  or  Christian 

Science  practitioner  who  has  received  an  exemption  under  section 
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1402(e)  of  the  Internal  Ke venue  Code  from  the  payment  of  social 
security  contributions  which  is  in  effect  for  the  taxable  year  in  which 
the  bill  is  enacted  may  revoke  the  exemption  by  filing  an  application 
for  revocation.  Such  application  must  be  filed  before  the  minister  or 
Christian  Science  practitioner  becomes  entitled  to  social  security  re- 
tirement or  disability  benefits  and  no  later  than  the  due  date  of  his 
Federal  income  tax  return  for  his  first  taxable  year  beginning  after 
the  date  of  enactment  of  the  bill.  The  revocation  will  be  effective  for 
social  security  benefit  purposes  and  for  self-employment  tax  purposes 
for  the  applicant's  first  taxable  year  ending  on  or  after  the  date  of 
enactment  of  the  bill  or  beginning  after  that  date  (whichever  is 
specified  in  the  application)  and  for  all  succeeding  taxable  years.  An 
individual  whose  exemption  is  revoked  may  not  again  file  for  an 
exemption.  An  application  which  is  filed  on  or  after  the  due  date  of 
the  applicant's  first  taxable  year  ending  on  or  after  the  date  of  enact- 
ment of  the  bill  and  which  is  effective  for  that  taxable  year  must  be 
accompanied  by  payment  of  the  self-employment  taxes  due  on  the 
self-employment  income  derived  in  that  taxable  year. 

Section  307(b)  of  the  bill  provides  that  the  revocation  provided 
in  subsection  307(a)  will  apply  (to  the  extent  specified  in  subsection 
307(a) )  to  services  performed  in  taxable  years  ending  on  or  after  the 
date  of  the  enactment  and  for  social  security  cash  benefits  payable 
for  months  in  or  after  the  calendar  year  in  which  the  application  for 
revocation  is  filed. 

Section  308.  International  agreement  with  respect  to  social  security 
heneftts 

Section  308(a)  provides  that  title  II  of  the  Social  Security  Act  is 
amended  by  adding  a  new  section  233  entitled  "International  Agree- 
ments." 

Subsection  (a)  of  the  new  section  233  authorizes  the  President  to 
enter  into  agreements  establishing  totalization  arrangements  between 
the  social  security  systems  of  the  United  States  and  of  any  foreign 
country.  The  purpose  of  such  an  agreement  is  to  permit  each  country 
to  establish  entitlement  to  old-age,  survivors  and  disability  benefits 
and  to  benefits  derived  therefrom  on  the  basis  of  an  individual's 
credits  in  both  countries,  and  in  such  cases  to  permit  the  establishment 
of  special  benefit  amounts. 

Subsection  (b)  (1)  of  the  new  section  233  defines  "social  security 
system"  with  respect  to  a  foreign  country  as  a  social  insurance  or  pen- 
sion system  which  is  of  general  application  in  the  country  and  which 
pays  periodic  benefits  (or  the  actuarial  equivalent  thereof)  on  account 
of  old-age,  death,  or  disability. 

Subsection  (b)  (2)  of  the  new  section  233  defines  the  term  "period 
of  coverage"  as  a  period  of  payment  of  contributions  of  a  period  of 
earnings  based  on  wages  for  employment  or  on  self -employment  in- 
come, or  any  similar  period  recognized  as  equivalent  under  the  U.S. 
social  security  system  or  that  of  the  country  party  to  an  agreement 
entered  into  under  the  new  section  233  of  the  Act. 

Subsection  (c)  (1)  of  the  new  section  233  prescribes  certain  provi- 
sions that  must  be  contained  in  any  agreement. 

Subsection  (c)  (1)  (A)  requires  that  an  agreement  contain  a  provi- 
sion for  combining  periods  of  coverage  under  the  Act  with  periods  of 
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coverage  under  the  foreign  social  security  system  for  purposes  of 
determining  entitlement  to  and  the  amount  of  benefits  under  the  Act. 
Subparagraph  (A)  also  requires  that  an  individual  have  at  least  6 
quarters  of  coverage  under  the  Act  before  his  periods  of  foreign  cov- 
erage can  be  combined  with  his  periods  of  coverage  under  the  Act. 

Subsection  (c)(l)(B)(i)  requires  that  an  agreement  contain  provi- 
sions for  the  elimination  of  dual  coverage.  United  clause  (i) ,  an  agree- 
ment must  provide  that  employment  or  self -employment  (or  service 
recognized  as  equivalent  under  the  Act  or  the  social  security  system  of 
the  foreign  country  party  to  the  agreement)  shall,  on  or  after  the  effec- 
tive date  of  an  agreement,  result  in  a  period  of  coverage  under  the  Act 
or  under  the  foreign  system,  but  not  under  both. 

Clause  (ii)  of  subsection  (c)  (1)  (B)  requires  than  an  agreement 
contain  a  provision  setting  forth  the  methods  for  determining  under 
which  system  the  service  shall  result  in  a  period  of  coverage.  Under  this 
clause,  a  worker  with  a  permanent  connection  with  one  system  is  cov- 
ered by  existing  law  under  the  other  system,  an  agreement  could  pro- 
vide that  coverage  be  under  the  system  with  which  the  worker  has 
the  permanent  connection.  Further,  where  the  work  of  a  national  of 
one  country  for  a  national  of  the  other  country  now  is  not  coA^ered 
under  any  system  [escapes  coverage  altogether],  an  agreement  could 
cover  him  under  one  of  the  two  systems. 

Subsection  (c)  (1)  (C)  requires  that  an  agreement  contain  a  provi- 
sion for  payment  of  partial  benefits  under  the  Act  where  entitlement  is 
acquired  on  the  basis  of  combined  periods  of  coverage  under  title  II 
and  under  the  foreign  system.  The  benefit  payable  under  the  Act  will 
be  based  on  the  proportion  of  the  individual's  periods  of  coverage 
completed  under  the  Act. 

Subsection  (c)(2)  describes  two  types  of  provisions  that  may  be  be 
included  in  an  agreement.  Subparagraph  (A)  permits  an  agreement 
to  make  an  exception  to  the  existing  alien  non-payment  provisions 
(section  202  (t)  of  the  Act)  by  permitting  payment  of  benefits  to 
any  individual  residing  in  the  other  country  who  qualifies  for  a  benefit 
under  the  Act  without  recourse  to  an  agreement  or  for  a  benefit  under 
an  agreement. 

Subsection  (c)(2)(B)  permits  an  agreement  to  provide  that  if  a 
resident  of  the  United  States  receives  benefits  under  an  agreement  both 
from  the  United  States  and  from  the  other  country  party  to  the  agree- 
ment, and  the  total  amount  of  the  two  benefits  is  less  than  the  minimum 
for  which  he  would  qualify  under  the  U.S.  system  if  all  his  periods  of 
coverage  had  been  covered  under  the  U.S.  system,  the  United  States 
will  supplement  the  amount  to  raise  it  to  the  minimum  benefit  for 
which  he  would  have  qualified.  (This  minimum  would  be  the  amount 
based  on  the  lowest  figure  in  the  table  in  section  215(a)  of  the  Act, 
but  for  persons  becoming  eligible  after  1978,  the  amount  would  be 
frozen  at  the  December  1978  level.) 

Subsection  (c)  (3)  of  the  new  section  233  provides  that  an  individ- 
ual who  qualifies  for  a  cash  benefit  under  the  Act  only  by  combining 
quarters  of  coverage  under  the  Act  with  periods  of  coverage  under 
a  foreign  system  will  not  thereby  become  entitled  to  benefits  under 
section  226  of  the  Act  (Part  A  of  Medicare) . 
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Subsection  (c)  (4)  of  the  new  section  233  permits  an  agreement  to 
contain  other  provisions  not  inconsistent  with  section  233. 

Subsection  (d)  of  the  new  section  233  authorizes  the  Secretary  to 
make  rules  and  regulations  ana  to  establish  reasonable  and  necessary 
procedures  to  carry  out  an  agreement. 

Subsection  (e)  (1)  of  the  new  section  233  provides  for  oversight 
of  agreements  by  Congress  by  providing  that  any  agreement  entered 
into  must  be  transmitted  to  Congress  by  the  President. 

Subsection  (e)  (2)  provides  that  an  agreement  cannot  go  into  effect 
until  90  days  after  it  has  been  transmitted  to  the  Congress.  (If  the 
Congress  concurs  in  the  proposed  agreement,  no  action  by  the  Con- 
gress will  be  necessary.  If  the  Congress  disapproves  of  the  proposed 
agreement,  or  wishes  to  alter  any  of  its  provisions,  it  will  be  necessary 
to  enact  a  statute  to  that  effect. ) 

Section  308  (b)  (4)  of  the  bill  provides  that  where  an  agreement  is  in 
ternal  Kevenue  Code  of  1954  necessary  to  implement  subsection  (c) 
(l)(B)(i)  of  the  new  section  233  which  provides  for  the  elimination  of 
dual  coverage  and  the  designation  of  which  system  will  cover  the  work 
of  an  individual.  Amendments  are  made  by  adding  new  subsections  (c) 
to  section  1401  (self -employment  tax),  section  3101  (employee  FICA 
tax)  and  section  3111  (employer  FICA  tax)  of  the  Code.  Each  of  the 
new  subsections  provides  for  an  exemption  from  the  respective  taxes 
to  the  extent  that  the  self -employment  income  or  wages  involved  are 
taxed  under  the  social  security  system  of  the  foreign  country. 

Section  308(b)  (3)  of  the  bill  amends  section  6051(a)  of  the  Code 
(relating  to  receipts  for  employees  (Forms  W-2)  which  employers 
must  furnish  after  the  close  of  each  calendar  year)  by  adding  a  new 
sentence  at  the  end  of  section  6051  (a) .  The  new  sentence  provides  that 
wages  exempted  from  the  taxes  imposed  by  sections  3101  (employee 
FICA  tax)  and  section  3111  (employer  FICA  tax)  of  the  Code  pur- 
suant to  section  3101(c)  or  section  3111(c)  of  the  Code  as  added  by 
section  308(b)  (2)  of  the  bill  shall  not  be  included  in  the  total  amount 
of  wages  as  defined  in  section  3121(a)  of  the  Code  (FICA  wages)  for 
purposes  of  the  W-2.  (This  provision  is  intended  to  avoid  the  con- 
siderable administrative  problems  for  the  Social  Security  Administra- 
tion and  the  Internal  Revenue  Service  which  would  occur  if  wages  ex- 
empted from  FICA  taxes  under  a  totalization  agreement  were  required 
to  be  included  in  the  total  amount  of  FICA  wages  paid  as  shown  on 
the  Form  W-2.) 

Section  308  (b)  (1)  and  (2)  of  the  bill  make  amendments  to  the  In- 
effect  between  the  United  States  and  another  country,  an  individual 
may  not  claim  an  income  tax  deduction  or  credit  for  the  payment  of 
the  foreign  social  security  tax. 

Section  309,    Validation  of  vast  Social  Security  coverage  for  Certain 
Illinois  policemen  and  firemen. 
Section  309(a)  of  the  bill  validates  coverage  of  certain  earnings  er- 
roneously reported  to  the  Secretary  by  the  State  of  Illinois  bv  deemina: 
the  agreement  between  the  Secretary  and  the  State  of  Illinois  provid- 
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ing  coverage  for  State  and  local  employees  in  Illinois  to  apply  [es]  to 
all  services  performed  prior  to  December  31,  1977,  by  any  individual 
employed  by  the  State  of  Illinois  or  by  a  political  subdivision  in  a 
policeman's  or  fireman's  position  covered  by  the  Illinois  Municipal 
Retirement  Fund.  The  validation  would  apply  only  for  those  services 
for  which  the  State  of  Illinois  has  paid  to  the  Secretary  of  the  Treas- 
ury the  sums  due  for  such  services  under  section  218(e)  (1)  (A)  of  the 
Act  (amounts  equivalent  to  social  security  employer  and  employee 
contributions)  and  has  not  received  a  refund  or  has  received  a  refund 
but  repays  the  refund  to  the  Secretary  of  the  Treasury  within  90  days 
after  the  date  of  enactment  of  the  bill. 

Section  309(b)  provides  that  the  validation  of  coverage  authorized 
by  subsection  (a)  shall  not  apply  vvith  respect  to  services  performed  by 
individuals  employed  by  any  political  subdivision  which  indicates  in 
a  manner  and  within  a  period  to  be  prescribed  by  the  Secretary  that  it 
does  not  wish  the  validation  to  apply  with  respect  to  those  services. 

Section  310.  Coverage  for  policemen  and  firemen  in  Mississippi 

Section  310  of  the  bill  amends  section  218(p)(l)  of  the  Social 
Security  Act  to  add  the  State  of  Mississippi  to  the  list  of  States  spe- 
ficially  named  in  the  law  which  may  modify  their  section  218  agree- 
ments to  provide  coverage  under  the  social  security  program  for  police- 
men and  firemen  who  are  in  positions  under  a  State  or  local  retirement 
system. 

The  provision  would  be  effective  upon  enactment  but  coverage  per- 
mitted by  the  provision  would  be  effective  on  whatever  date  is  specified 
by  the  State  of  Mississippi  in  the  modification  of  its  agreement,  but 
could  not  be  earlier  than  the  beginning  of  the  fifth  year  before  the  year 
in  w^hich  the  coverage  is  arranged. 

Section  311.  Coverage  under  divided  retirement  system  for  State  and 
local  employees  in  New  Jersey 

Section  311  of  the  bill  amends  section  218(d)  (6)  (C)  of  the  Social 
Security  Act  to  add  the  State  of  New  Jersey  to  the  list  of  States  spe- 
cifically named  in  the  law  which  may  modify  their  section  218  agree- 
ments to  divide  a  retirement  system  to  provide  coverage  under  the  so- 
cial security  program  for  those  current  retirement  system  members  who 
want  coverage  and  for  all  future  employees. 

The  provision  would  be  effective  upon  enactment  but  the  effective 
date  of  coverage  permitted  pursuant  to  the  provision  would  be  what- 
ever date  is  specified  by  the  State  of  New  Jersey  in  the  modification  of 
its  agreement,  but  could  not  be  earlier  than  the  beginning  of  the  fifth 
year  before  the  year  in  which  the  coverage  is  arranged. 

Section  312.  Coverage  of  service  under  Wisconsin  retirement  system 
Section  312  of  the  bill  amends  section  218  (m)  (1)  of  the  Social  Se- 
curity Act  by  adding  "or  any  successor  system"  after  "the  Wisconsin 
Retirement  Fund".  Under  this  change,  the  special  provisions  that  ap- 
ply to  the  Wisconsin  Retirement  Fund  would  apply  to  any  successor 
to  that  fund. 

This  section  would  be  effective  upon  enactment. 

Section  313.  Conforming  amendments 

Section  313(a)  of  the  bill  redesignates  paragraphs  (8)  through 
(20)  in  section  210(a)  of  the  Social  Security  Act  as  paragraphs  (5) 
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through  (17)  respectively  and  makes  conforming  changes  in  refer- 
ences cited  in  sections  205(o),  210(b),  and  211(c)(2)  of  the  Act. 

Section  313(b)  of  the  bill  redesignates  paragraphs  (8)  through 
(20)  in  section  3121(b)  of  the  Internal  Revenue  Code  of  1954  as  para- 
graphs (5)  through  (17)  respectively  and  makes  conforming  changes 
in  references  cited  in  sections  1402,  3121,  and  3124  of  the  Code. 

Section  313(c)  of  the  bill  makes  a  conforming  change  in  a  reference 
cited  in  section  18(2)  of  the  Railroad  Retirement  Act  of  1974  to  reflect 
the  renumbering  of  paragraphs  in  section  210(a)  of  the  Act  by  sec- 
tion 307(a)  of  the  bill.  .  ^ 

Section  313(d)  of  the  bill  provides  that  these  amendments  will  be 
effective  with  respect  to  service  performed  after  December  1981. 

TITLE  IV  ^ELIMINATIOX  OF  GEXDER-BASED  DISTINCTIONS  UNDER  THE  OLD- 
AGE  SURVIVORS  AND  DISABILITY  PROGRAM 

Part  A — Equalization  of  Treatment  of  Men  and  Women  Under  the 

Program 

Section  Jfil.  Divorced  husbands 

Section  401  of  the  bill  provides  benefits  based  on  a  retired,  disabled, 
or  deceased  woman's  social  security  earnings  record  for  a  divorced 
husband  or  surviving  divorced  husband  on  the  same  basis  as  benefits 
are  now  provided  for  women  in  like  circumstances.  (Section  416  of 
the  bill  will  later  shorten  the  duration-of -marriage  requirement  for 
divorced  men  and  women.) 

Section  401(a)  (1)  of  the  bill  amends  section  202(c)  (1)  of  the  Act, 
which  provides  husband's  insurance  benefits  based  on  a  retired  or  dis- 
abled woman's  social  security  earnings  record,  to  provide  benefits  for 
the  divorced  husband  age  62  or  over  of  a  retired  or  disabled  worker. 

Section  401(a)  (2)  of  the  bill  further  amends  section  202(c)  (1)  of 
the  Act  by  adding  a  new  subparagraph  (C)  which  provides  that  a 
divorced  husband  (like  a  divorced  wife)  must  not  be  married  at  the 
time  he  applies  for  benefits  in  order  to  become  entitled  to  benefits 
based  on  his  former  wife's  earnings.  (This  provision  is  subsequently 
repealed  by  Section  415  of  the  bill.) 

The  section  also  provides  that  benefits  for  husbands  and  divorced 
husbands  will  be  terminated  in  the  same  situations  as  benefits  for 
wives  and  divorced  wives  are  now  terminated  by  adding  to  the  provi- 
sions of  present  law  for  terminating  entitlement  to  husband's  insur- 
ance benefits.  Thus,  husband's  benefits  will  also  terminate  (1)  when  a 
retired  or  disabled  w^orker  and  her  husband  are  divorced  and  either 
he  has  not  reached  age  62  or  he  has  reached  age  62  but  has  not  been 
married  to  the  worker  for  a  period  of  20  years  immediately  before  the 
divorce,  or  (2)  when  a  divorced  husband  marries  a  person  other  than 
the  worker.  (The  latter  provision  is  subsequently  repealed  by  the  pro- 
visions of  section  415  of  the  bill.) 

Section  401(a)  (3)  of  the  bill  makes  a  conforming  change  in  section 
202(c)  (3)  of  the  Act  to  provide  that,  except  as  provided  in  section 
202  (q)  of  the  Act,  the  amount  of  a  divorced  husband's  monthly  bene- 
fit will  be  equal  to  one-half  the  primary  insurance  amount  of  his  former 
wife. 
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Section  ■iOl(a)  (4)  of  the  bill  further  amends  section  202(c)  of  the 
Act  by  adding  a  new  paragraph  (4)  to  provide  that  marriage  to  cer- 
tain social  security  beneficiaries  (women  receiving  benefits  as  an  adult 
disabled  since  childhood,  or  a  divorced  wife,  widow,  mother,  or  parent) 
vv'ill  not  terminate  benefits  for  divorced  husbands,  as  is  now  the  case 
for  divorced  wives.  (This  provision  will  be  obviated  by  the  provisions 
of  section  415  of  this  bill.) 

Section  401(a)  (5)  of  the  bill  further  amends  section  202(c)  of  the 
Act  to  make  a  conforming  change  to  take  account  of  the  redesignation 
(in  section  401(a)  (2))  of  subparagraph  (C)  of  section  202(c)  (1)  as 
subparagraph  (D). 

Section  401(a)  (6)  of  the  bill  amends  section  202(b)  (3)  (A)  of  the 
Act.  which  allows  continuation  of  benefits  for  divorced  wives  who 
many  certain  other  social  security  beneficiaries,  to  provide  that  bene- 
fits for  a  divorced  wife  will  not  be  terminated  because  of  marriage  to 
a  person  receiving  benefits  as  a  divorced  husband.  (These  provisions 
will  be  obviated  by  the  provisions  of  section  415  of  the  bill.) 

Section  401(a)  (7)  of  the  bill  makes  a  conforming  change  in  section 
202(c)  (1)  (E)  of  the  Act.  as  redesignated  bv  section  401(a)  (2)  of  the 
bill. 

Section  401(b)  (1)  of  the  bill  amends  section  202(f)  (1)  of  the  Act. 
which  provides  widower's  insurance  benefits  based  on  a  deceased 
woman's  social  security  earnings  record,  to  provide  widowers  insur- 
ance benefits  for  the  surviving  divorced  husband,  age  60  or  over,  of  a 
deceased  worker. 

Section  401(b)  (2),  (3),  and  (4)  of  the  bill  make  conforming 
changes  in  section  202(f)  (widower's  insurance  benefits)  of  the  Act  to 
make  reference  to  a  deceased  former  spouse  as  well  as  a  deceased 
spouse. 

Section  401(b)(5)  further  amends  section  202(f)(4)  to  make  a 
conforming  reference  to  the  marriage  rather  than  remarriage  of  a 
surviving  divorced  husband  and  to  refer  to  a  surviving  divorced  hus- 
band's entitlement  to  benefits  as  well  as  a  widower's  entitlement. 

Sections  401(b)  (6),  (T),  and  (8)  of  the  bill  amend  sections  202(e) 
(3)_(A),  202(g)  (3HA),  and  202(h)(4)(A)  of  the  Act  respectively 
which  relate  to  continuation  of  benefits  for  widows,  mothers  and 
parents,  respectively,  who  marrv  certain  other  social  security  bene- 
ficiaries to  provide  that  their  benefits  will  not  be  terminated  because 
of  marriage  to  a  person  receiving  benefits  as  a  divorced  husband. 
These  sections  of  the  Act  will  be  repealed  effective  January  1,  1979 
b}^  section  415  of  this  bill  which  eliminates  marriage  or  remarriage 
as  a  factor  terminating  or  reducing  benefits. 

Section  401(c)(1)  of  the  bill  amends  section  216(d)  of  the  Act 
to  provide  definitions  of  "divorced  husband"  and  "surviving  divorced 
husband"  as  a  man  divorced  from  an  individual  (or  an  individual 
who  has  died)  but  only  if  he  was  married  to  such  individual  for  20 
years  immediately  before  the  divorce.  The  definition  and  duration- 
of-marriage  requirement  are  equivalent  to  the  current  definition  of 
and  requirement  for  a  divorced  wife  and  surviving  divorced  wife  in 
Section  216(d).  The  duration-of-marriage  requirement  for  divorced 
spouses  will  be  reduced  from  20  vears  to  5  vears  effective  January  1, 
1979,  by  Section  416  of  this  bill.  ^ 
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Section  401(c)  (2)  of  the  bill  amends  the  heading  of  section  216(d) 
of  the  Act  by  changing  it  from  "Divorced  Wives;  Divorce"  to 
"Divorced  Spouses;  Divorce''. 

Section  ■101(d)(1)  of  the  bill  amends  section  205(b)  of  the  Act, 
which  relates  to  the  procedural  rights  of  individuals  applying  for 
benefits,  to  make  a  conforming  change  adding  divorced  husbands  and 
surviving  divorced  husbands  to  the  list  of  individuals  who  can  request 
a  hearing. 

Section  401(d)(2)  of  the  bill  amends  section  205 (c)  (1)  (C)  of 
the  Act  to  make  a  conforming  change  by  including  a  surviving 
divorced  husband  in  the  definition  of  a  "survivor". 

Section  1^02.  Remarnage  of  surviving  spouse  hefore  age  60 

Section  402  of  the  bill  amends  section  202(f)(1)(A)  of  the  Act 
to  replace  the  existing  requirement  for  entitlement  to  widower's  insur- 
ance benefits  that  a  widower  must  not  have  remarried  before  age  60 
with  the  requirement  that  he  not  be  married  at  the  time  he  applies  for 
such 'benefits,  as  is  now  the  case  for  widows.  (Section  202(f)  (1)  (A) 
as  amended  by  this  section  would  be  deleted  by  section  415(d)  of  the 
bill  which  provides  that  marriage  or  remarriage  will  not  bar  entitle- 
ment to  widower's  benefits) . 

Section  IfiS.  Illegitimate  children 

Section  403  of  the  bill  provides  that  an  illegitimate  'child's  status  for 
purposes  of  entitlement  to  children's  insurance  benefits  will  be  deter- 
mined with  respect  to  the  child's  mother  in  the  same  way  as  it  is  now 
determined  with  respect  to  the  child's  father.  The  section  also  amends 
the  Social  Security  Act  to  conform  to  a  1974  Supreme  Court  decision 
in  Jimenez  v.  W e.inljerger^  which  provided  that  certain  illegitimate 
children  could  get  benefits  based  on  a  disabled  Avorker's  earnings  if  the 
relationship  and/or  living  with  or  support  reauirements  in  the  statute 
are  met  at  the  time  the  child  applies  for  benefits  instead  of  before  the 
worker  becomes  disabled,  and  makes  a  similar  change  with  respect  to 
children  of  retired  workers  (which  were  not  covered  by  the  Court's 
decision). 

Section  403(a)  of  the  bill  amends  section  216(h)  (3)  of  the  Act  to 
provide  that,  as  in  the  case  of  a  man  under  present  law,  a  woman's 
illegitimate  child  who  cannot  inherit  from  her  under  applicable  State 
interstate  property  law  and  who,  as  a  result,  is  not  considered  to  be  her 
child  for  social  security  benefit  purposes,  and  cannot  be  deemed  to  be 
her  child  for  such  purposes  under  other  provisions  of  such  section  216 
(h)  (3)  (which  are -currently  the  same  for  men  and  women)  will  never- 
theless be  deemed  to  be  her  child  for  social  security  benefit  purposes  if 
the  woman  has  been  decreed  by  a  court  to  be  the  child's  mother,  or,  al- 
ternatively, the  woman  is  shown  by  evidence  satisfactory  to  the  Secre- 
tary of  Health,  Education,  and  Welfare  to  be  the  child's  mother  and 
was  living  with  or  contributing  to  the  child's  support  at  the  time  the 
child  applies  for  benefits. 

Section  403(b)  of  the  bill  amends  section  215(h)  (3)  (A)  (i)  of  the 
Act  (to  parallel  the  Supreme  Court  decision  in  Jimenez  v.  Weinberger) 
to  repeal  the  time  requirement  in  present  law  that,  for  purposes  of 
child's  insurance  benefits  for  an  illegitimate  child  who  cannot  inherit 
from  his  parent  under  applicable  State  interstate  property  law,  a 


retired  worker's  acknowledgement  or  a  court  decree  that  the  child  is 
his  son  or  daughter  or  a  court  order  of  support  must  be  made  not  less 
than  one  year  before  the  worker  became  entitled  to  old-age  insurance 
benefits  or  reached  age  65. 

Section  403(c)  of  the  bill  amends  section  216(h)  (3)  (A)  (ii)  of  the 
Act  (to  parallel  the  Supreme  Court  decision  in  Jimenez  v.  Weinberger) 
to  replace  the  present  requirement  that  a  retired  worker  who  is  shown 
by  evidence  satisfactory  to  the  Secretary  to  be  the  parent  of  an  illegiti- 
mate child  who  cannot  inherit  from  his  parent  under  applicable  State 
interstate  property  law  was  living  with  or  contributing  to  the  child's 
support  at  the  time  the  worker  became  entitled  to  old-age  insurance 
benefits  or  reached  age  65,  with  a  requirement  that  such  living  with  or 
support  requirement  be  met  at  the  time  the  child  applies  for  benefits. 

Section  403(d)  of  the  bill  amends  section  216(h)  (3)  (B)  (i)  of  the 
Act  (to  conform  to  the  Supreme  Court  decision  in  Jimenez  v.  Wein- 
herger)  to  repeal  the  time  requirement  in  present  law  that,  for  purposes 
of  child's  insurance  benefits  for  an  illegitimate  child  who  cannot  inherit 
from  his  parent  under  applicable  State  interstate  property  law,  a  dis- 
abled worker's  acknoAvledgement  or  a  court  decree  that  the  child  is  his 
son  or  daughter  or  a  court  order  of  support  must  be  made  before  the 
AYorker's  most  recent  period  of  disability  Ijegan. 

Section  403(e)  of  the  bill  amends  section  216(h)  (3)  (B)  (ii)  of  the 
Act  (to  conform  to  the  Supreme  Court  decision  in  Jimenez  v.  Wein- 
herger)  to  replace  the  present  requirement  that  a  disabled  worker  who 
is  shown  by  evidence  satisfactory  to  the  Secretary  to  be  the  parent  of  an 
illegitimate  child  who  cannot  inherit  from  his  parent  under  applicable 
State  interstate  property  law  was  living  with  or  contributing  to  the 
child's  support  at  the  time  the  worker's  most  recent  period  of  disability 
began,  with  a  requirement  that  such  living  with  or  support  require- 
ment be  met  at  the  time  the  child  applies  for  benefits. 

Section  JfiJf..  Transitional  insured  status 

Section  404  of  the  bill  amends  section  227  of  the  Social  Security  Act, 
which  provides  benefits  for  certain  people  who  do  not  meet  the  regu- 
lar insured  status  requirements  to  provide  benefits  for  husbands  and 
widowers  (where  comparable  benefits  are  paid  to  wives  and  widows 
under  present  law). 

Section  404(a)  of  the  bill  amends  section  227(a)  of  the  Social 
Security  Act  to  provide  for  the  payment  of  husbands'  benefits  under 
section  227. 

Section  404(b)  of  the  bill  amends  section  227(b)  and  227(c)  of  the 
Social  Security  Act  to  provide  for  the  payments  of  widowers'  bene- 
fits under  section  227. 

Section  404(c)  of  the  bill  amends  section  216  of  the  Social  Security 
Act  by  adding  a  new  section  216(a).  (The  previous  section  216(a), 
defining  retirement  age,  was  repealed  in  1961.)  The  new  section  216(a) 
would  define  "spouse"  as  a  wife  or  husband  as  defined  in  subsection 
216  (b)  or  (f),  respectively,  and  "surviving  spouse"  as  a  widow  or 
widower  as  defined  in  subsection  216  (c)  or  (g),  respectively. 

Section  Jfl5.  Equalization  of  henefits  under  section  228 

Section  405  of  the  bill  amends  section  228  of  the  Act,  which  provides 
special  payments  to  certain  uninsured  individuals,  to  provide  that 
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each  member  of  an  eligible  couple  will  get  an  equal  payment  (rather 
than,  as  under  present  law,  a  larger  amount  for  the  man  and  half  that 
amount  for  his  wife) . 

Section  405(a)  of  the  bill  amends  section  228(b)  (2)  of  the  Social 
Security  Act  to  provide  that  where  a  husband  and  wife  are  both  re- 
ceiving benefits  under  section  228  both  of  them  will  receive  the  same 
amount,  the  greater  of  $48.30  or  $48.30  increased  under  the  automatic 
provisions.  ($48.30  is  half  the  amount  of  the  payment  for  a  couple 
under  the  last  ad  hoc  benefit  increase,  enacted  in  1973,  and  effective 
June  1974.  This  amount  increased  by  the  automatic  cost  of  living  in- 
creases (8  percent  in  1975,  6.4  percent  in  1976,  and  5.9  percent  this 
year)  would  now  be  $58.90  and  subject  to  future  automatic  increases) . 

Section  405(b)  of  the  bill  amends  section  228(c)  (3)  of  the  Social 
Security  Act  to  provide  that  when  both  spouses  are  receiving  benefits 
under  this  section  and  one  spouse  is  also  receiving  a  governmental 
pension,  the  benefit  of  the  other  spouse  will  be  reduced  by  the  amount 
that  the  governmental  pension  exceeds  $48.30  or  $48.30  increased  under 
the  automatic  provision. 

Section  405(c)  of  the  bill  authorizes  the  Secretary  to  increase  the 
$48.30  figure  for  those  who  get  benefits  under  section  228  as  amended 
by  the  benefit  increases  that  have  occured  since  1974. 

Section  1^.06 .  Father'' s  insurance  henefits 

Section  406  of  the  bill  provides  benefits  based  on  a  retired,  disabled, 
or  deceased  woman's  social  security  earnings  record  for  a  husband, 
divorced  husband,  widower,  or  surviving  divorced  father  caring  for 
a  minor  or  disabled  child  beneficiary  on  the  same  basis  as  benefits  are 
provided  for  women  in  like  circumstances. 

Section  406(a)  of  the  bill  amends  section •202(g)  of  the  Act,  which 
provides  mother's  insurance  benefits  based  on  a  deceased  worker's  so- 
cial security  earnings  record  for  a  widow  or  surviving  divorced  mother 
caring  for  a  minor  or  disabled  child  beneficiary,  by  changing  the  words 
in  the  present  section  that  refer  only  to  women — for  example,  widow — 
to  words  that  refer  to  either  men  or  women — example,  surviving 
spouse — so  as  to  provide  benefits  for  a  widower  as  well  as  a  widow^, 
and  a  surviving  divorced  father  as  well  as  a  surviving  divorced  mother, 
on  the  same  basis  as  for  women. 

Section  406(b)  of  the  bill  amends  the  heading  of  section  202(g)  of 
the  Act  by  changing  it  from  "Mother's  Insurance  Benefits"  to 
"Mother's  and  Father's  Insurance  Benefits". 

Section  406(c)  of  the  bill  amends  section  216(d)  of  the  Act  (as 
amended  by  section  401  of  the  bill)  to  provide  definitions  of  "surviving 
divorced  father"  and  "surviving  divorced  parent."  A  surviving  di- 
vorced father  is  defined  as  a  man  divorced  from  an  individual  who  has 
died  if  (a)  he  is  the  father  of  her  son  or  daughter,  or  (b)  he  legally 
adopted  her  son  or  daughter,  or  (c)  she  legally  adopted  his  son  or 
daughter  while  he  was  married  to  her  and  while  the  son  or  daughter 
w^as  under  age  18,  or  (d)  he  was  married  to  her  at  the  time  both  of 
them  legally  adopted  a  child  under  age  18.  This  definition  is  equivalent 
to  that  of  a  surviving  divorced  mother  in  section  216(d)  (3)  of  pres- 
ent law.  A  surviving  divorced  parent  is  defined  as  either  a  surviving  di- 
vorced mother  or  surviving  divorced  father. 


96 


Section  406(d)  of  the  bill  makes  a  conforming  change  in  section 
202(c)  (1)  of  the  Act  to  provide  a  cross  reference  to  section  202 (s)  of 
the  Act  which  is  amended  by  section  411  (f)  of  the  bill.  Taken  together, 
the  effect  of  these  changes  is  to  preclude  entitlement  of  a  man  to  hus- 
band's insurance  benefits  before  age  62  where  the  only  entitled  child 
he  has  in  his  care  is  getting  benefits  solely  on  the  basis  of  being  a  full- 
time  student,  as  is  now  the  case  with  respect  to  a  woman. 

Section  406(e)  of  the  bill  amends  section  202(c)  (1)  (B)  of  the  Act 
to  provide  that  a  retired  or  disabled  worker's  husband  under  age  62 
who  is  caring  for  an  entitled  child  beneficiary  may  qualify  for  hus- 
band's insurance  benefits. 

Section  406(f)  of  the  bill  amends  section  202(c)  (1)  of  the  Act  (as 
amended  by  section  401(a)  (2)  (C)  of  the  bill)  to  provide  that  hus- 
band's insurance  benefits  will  terminate  when  a  man  under  age  62  is 
no  longer  caring  for  an  entitled  child  beneficiary. 

Section  406(g)  of  the  bill  amends  section  202(f)  (1)  (C)  of  the  Act 
to  provide  for  automatic  conversion  from  father's  insurance  benefits 
to  widower's  insurance  benefits  at  age  65. 

Section  406(h)  of  the  bill  makes  a  conforming  change  in  section  202 
(f )  (6)  of  the  Act  with  regard  to  the  period  of  time  during  which,  in 
the  case  of  a  widower  who  was  previously  entitled  to  father's  benefits, 
the  widower's  disability  must  begin  in  order  for  him  to  become  en- 
titled to  benefits  as  a  disabled  widower  under  age  60.  Under  present 
law,  his  disability  must  begin  within  84  months  after  (1)  his  spouse's 
death  or  (2)  the  month  his  previous  entitlement  to  disabled  widow- 
er's benefits  ended  because  his  disability  had  ceased.  Section  406(h) 
adds  the  84-month  period  after  his  entitlement  to  father's  benefits  ends 
as  an  additional  period  of  time  during  which  a  widower's  disability 
may  begin.  This  additional  period  of  time  is  available  to  widows 
under  present  law. 

Section  Jfi7.  Effect  of  marriage  on  childhood  disability  heneficiary 

Section  407(a)  of  the  bill  amends  section  202(d)  (5)  of  the  Act  to 
provide  that  the  benefits  of  a  male  childhood  disability  beneficiary 
married  to  a  childhood  disability  or  disabled  worker  beneficiary  would 
be  terminated  if  the  latter's  benefits  are  terminated  because  she  re- 
covers or  engages  in  substantial  gainful  work.  (Present  law  provides 
for  terminating  the  benefits  of  a  female  childhood  disability  benefi- 
ciary under  similar  circumstances.)  Section  202 (dW 5)  of  the  Act 
would  be  deleted  by  section  415  of  the  bill,  so  that  childhood  disability 
benefits  would  not  terminate  for  either  men  or  women  when  the 
spouse's  disability  benefits  are  terminated. 

Section  407  (  b)  of  the  bill  provides  that  the  amendment  made  by  sec- 
tion 407(a)  of  the  ball  will  be  effective  with  respeot  to  terminations 
of  benefits  of  a  female  beneficiary  occurring  after  December  1977. 

Section  ^,08.  Effect  of  marriage  on  other  dependents''  or  dependent 
survivors'^  henefits 
Section  408  of  the  bdll  provides  for  terminating  the  husband's, 
widower's,  or  parent's  insurance  benefits  of  a  man  married  to  a  ohild- 
hocd  disability  beneficiary,  if  the  disabled  person's  benefits  are  termi- 
nated because  she  recovers  or  engages  in  substantial  gainful  work,  as 
is  now  the  case  for  a  woman  receiving  wife's,  widow's,  or  parent's  bene- 
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fits.  (Amendments  made  by  section  415  of  the  bill  would  provide  that 
benefits  of  the  spouse  of  a  childhood  disability  beneficiary  or  disabled 
worker  beneficiary  would  not  terminate  for  either  men  or  women  when 
the  benefits  of  the  disabled  beneficiary  are  terminated.) 

Section  408(a)  of  the  bill  amends  section  202(c)(4)  of  the  Act 
(added  by  section  401  of  the  bill)  to  provide  that  the  husband's  insur- 
ance benefits  of  a  man  who  is  married  to  a  childhood  disability  bene- 
ficiary will  be  terminated  if  the  benefit  of  the  childhood  disability 
beneficiary  are  terminated  because  she  recovers  or  engag'es  dn  substan- 
tial gainful  work,  as  is  now  the  case  for  a  woman  receiving  wife's 

Section  408(b)  of  the  bill  amends  section  202(f)  (4)  of  the  Act  to 
provide  that  the  widower's  insurance  benefits  of  a  man  who  is  mar- 
ried to  a  childhood  disability  beneficiary  will  be  terminated  if  the  bene- 
fits of  the  childhood  disability  beneficiary  are  terminated  because  she 
recovers  or  engages  in  substantial  gainful  work,  as  is  now  the  case  for 
a  woman  receiving  widow's  benefits. 

Section  408(c)  of  the  bill  amends  section  202(h)  (4)  of  the  Act  to 
provide  that  the  benefits  of  a  man  receiving  aged  parent's  benefits  who 
is  married  to  a  childhood  disability  beneficiary  would  be  terminated 
because  she  recovers  or  engages  in  substantial  gainf  ul  work,  as  is  now 
the  case  for  a  woman  receiving  parent's  benefits. 

Section  408(d)  of  the  bill  provides  that  the  amendments  made  by 
sections  408  (a) ,  (b) ,  and  (c)  will  be  effective  with  respect  to  termina- 
tions of  disability  benefits  occurring  after  December  1977. 

Section  Jf09.  Treatment  of  self -employment  income  in  community 
property  states 

Section  409(a)  of  the  bill  amends  section  211(a)  (5)  of  the  Social 
Security  Act  and  section  1402(a)  (5)  of  the  Internal  Revenue  Code, 
which  relate  to  the  treatment  for  social  security  purposes  of  self-em- 
ployment income  from  a  trade  or  business  of  a  married  couple  in  a 
community  property  state.  Under  present  law,  such  self-employment 
income  is  credited  to  the  husband  unless  the  wife  exercises  substantially 
all  of  the  management  and  control  over  the  trade  or  business.  The  law 
would  be  changed  to  provide  that  such  self -employment  income  will  be 
cred'ted  for  social  security  purposes  to  the  spouse  who  exercises  the 
greater  management  and  control  over  the  trade  or  business,  except 
that  such  income  and  deductions  shall  be  divided  equallv  between  the 
two  spouses  if  each  spouse  exercises  the  same  amount  of  management 
and  control  over  the  trade  or  business. 

Section  409(b)  of  the  bill  provides  that  these  amendments  will  be 
effective  with  respect  to  taxable  years  beginning  after  December  1977. 

Section  J^IO.  Credit  for  certain  military  service 

Section  410  of  the  bill  amends  section  217  ("f)  of  the  Act,  which  gives 
widows  and  children  the  right  to  waive  the  right  to  a  civil  service 
survivor's  annuity  and  instead  to  receive  credit  for  military  service 
prior  to  1957  in  determining  eligibility  for  survivor's  benefits  or  the 
amount  of  the  benefit,  to  extend  the  same  right  to  widowers. 

Section  Jf,lL  Conforming  amendments 

Section  411  (a)  of  the  bill  amends  section  202(b)  (3)  (A)  of  the  Act 
(as  amended  by  section  401(a)  (6)  of  the  bill),  which  relates  to  con- 
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fcinuation  of  benefits  for  divorced  wives  who  marry  certain  other  social 
security  beneficiaries,  to  allow  a  divorced  wife  who  marries  a  man 
entitled  to  father's  insurance  benefits  to  continue  to  get  benefits.  (This 
section  of  the  Act,  which  provides  an  exception  to  the  general  rules  for 
terminating  benefits  upon  marriage,  will  be  made  unnecessary  and 
therefore  repealed  effective  January  1, 1979,  by  section  415  of  the  bill, 
which  eliminates  marriage  or  remarriage  as  a  factor  terminating  or 
reducing  benefits  in  all  cases.) 

Section  411(b)  of  the  bill  amends  section  202(p)(l)  of  the  Act, 
which  relates  to  extensions  of  the  period  of  time  for  filing  proof  of 
support  for  good  cause,  by  changing  the  reference  to  subparagraph 
(C)  of  section  202(c)(1)  (relating  to  the  support  requirement  for 
husband's  benefits)  to  subparagraph  (D)  of  such  section  to  take  ac- 
count of  the  redesignation  of  such  subparagraph  by  section  401(a)  (2) 
of  the  bill.  (However,  the  provisions  of  the  section  redesignated  as 
202(c)  (1)  (D)  were  rendered  obsolete  by  the  Supreme  Court,  which, 
in  Califano  v.  Abbott  and  companion  cases,  declared  unconstitutional 
the  requirement  that  a  man  must  establish  that  he  received  at  least 
one-half  of  his  support  from  his  spouse  in  the  year  before  she  retired, 
became  disabled,  or  died,  in  order  to  become  entitled  to  husband's 
benefits  based  on  her  earnings  record.) 

Section  411(c)  of  the  bill  amends  section  202(q)  (3)  of  the  Act  by 
adding  surviving  divorced  husbands  to  the  categories  of  beneficiaries 
whose  old-age  or  disability  insurance  benefits  are  reduced  to  take 
account  of  prior  receipt  of  reduced  survivor's  benefits. 

Section  411(d)  of  the  bill  amends  section  202 (q)  (5)  of  the  Act  by 
adding  a  husband  or  widower  getting  benefits  on  the  basis  of  having 
a  minor  or  disabled  entitled  child  in  his  care  to  the  categories  of  bene- 
ficiaries whose  benefits  will  not  be  actuarially  reduced  for  any  month 
such  a  beneficiary  has  such  a  child  in  his  care. 

Section  411(e)  (1)  of  the  bill  amends  section  202(q)  (6)  (A)  (i)  of 
the  Act  to  make  present-law  provisions  relating  to  certificates  of  elec- 
tion to  receive  actuarially  reduced  wife's  insurance  benefits,  which  are 
included  in  the  law  because  it  provides  unreduced  benefits  to  a  wife 
with  an  entitled  minor  or  disabled  child  beneficiary  in  her  care,  apply 
also  with  respect  to  husbands'  insurance  benefits,  since  the  bill  will 
provide  unreduced  benefits  for  a  husband  with  an  entitled  minor  or 
disabled  child  in  his  care. 

Section  411(e)  (2)  amends  subparagraph  (B)  of  section  202(q)  (7) 
to  allow  a  husband  or  widower  (like  a  wife  or  widow)  who  gets  re- 
duced benefits  because  he  elected  to  receive  benefits  before  he  reached 
age  65  to  later  have  his  reduced  benefits  increased  by  adjusting  the 
reduction  period  to  take  account  of  months  the  worker's  child  was  in 
his  or  her  care. 

Section  411(f)  (1)  of  the  bill  amends  section  202(s)  (1)  of  the  Act 
to  provide  a  reference  to  section  202(c)(1)  of  the  Act  (which  is 
amended  by  section  406(d)  of  the  bill  to  refer  to  subsection  (s)). 
Taken  together,  the  effect  of  these  changes  is  to  preclude  entitlement 
of  a  man  to  husband's  insurance  benefits  before  age  62  where  the  only 
entitled  child  he  has  in  his  care  is  getting  benefits  solely  on  the  basis 
of  being  a  full-time  student,  as  is  now  the  case  with  respect  to  a 
woman. 
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Section  411(f)  (2)  of  the  bill  amends  section  202 (s)  (2)  of  the  Act 
by  adding  a  reference  to  section  202(c)(4)  (which  was  added  by 
section  401(a)(4)  of  the  bill  to  provide  that  marriage  to  certain 
social  security  beneficiaries  will  not  terminate  benefits  of  divorced 
husbands).  Taken  together,  the  addition  of  paragraph  (4)  to  section 
202(c)  and  the  change  made  by  section  411(f)  (2)  allow  continuation 
of  the  benefits  of  a  divorced  husband  who  marries  a  person  age  18  or 
over  entitled  to  child's  insurance  benefits  only  in  cases  where  the  child 
was  under  a  disability.  (This  provision  will  be  obviated  by  the  provi- 
sions of  section  415  of  the  bill,  which,  eifective  January  1, 1979,  elimi- 
nates marriage  or  remarriage  as  a  factor  in  terminating  or  reducing 
benefits.) 

Section  411(f)  (3)  of  the  bill  amends  section  202 (s)  (3)  of  the  Act 
to  include  references  to  subsection  202(c)(4),  as  added  by  section 
401(a)  (4)  and  amended  by  section  408(a)  of  the  bill;  and  subsection 
202(f)  (4),  as  amended  by  sections  401(b)  (5)  and  408(b)  of  the  bill. 

Section  411(g)  of  the  bill  amends  section  203(a)  (3)  of  the  Act  by 
inserting  references  to  divorced  husbands  under  section  202(c)  and 
surviving  divorced  husbands  under  section  202(f).  This  allows  bene- 
fits for  a  divorced  husband  or  surviving  divorced  husband  to  be  paid 
without  regard  to  the  family  maximum  benefit  provisions,  in  the  same 
manner  as  they  are  paid  to  a  divorced  wife  or  surviving  divorced  wife 
under  existing  law. 

Section  411  (h)  of  the  bill  amends  section  203(b)  of  the  Act  to  insert 
a  reference  to  father's  benefits  to  provide  that  the  earnings  of  his 
retired- worker  spouse  may  result  in  deductions  from  a  man's  father's 
benefits,  as  is  the  case  for  mother's  benefits  under  existing  law. 

Section  411  (i)  of  the  bill  amends  section  203(c)  of  the  Act  to 
authorize  the  Secretary  to  make  deductions  from  benefits  on  account 
of  failure  to  have  a  child  in  care  to  be  the  same  for  husbands  and 
fathers  as  they  are  under  existing  law  for  wives  and  mothers. 

Section  411  (j)  of  the  bill  amends  section  203(d)  of  the  Act  to  au- 
thorize deductions  from  the  benefits  of  a  man  getting  benefits  as  a 
divorced  husband  or  a  widower  gettina:  father's  insurance  benefits  who 
is  married  to  a  retired  worker  engaged  in  noncovered  work  outside  the 
United  States,  where  such  deductions  are  now  authorized  for  compar- 
able female  beneficiaries. 

Section  411  (k)  (1)  of  the  bill  amends  section  205(b)  of  the  Act  (as 
amended  by  section  401  (d)(1)  of  the  bill) ,  which  relates  to  the  proce- 
dural rights  of  individuals  applying  for  benefits,  to  add  surviving 
divorced  fathers  to  the  list  of  individuals  who  can  request  a  hearing. 

Section  411(k)  (2)  of  the  bill  amends  section  205(c)  (1)  (C)  of  the 
Act  (as  amended  by  section  401(d)  (2)  of  the  bill)  to  include  a  sur- 
viving divorced  father  in  the  definition  of  "survivor"  for  purposes  of 
the  provisions  of  such  section  205(c)  relating  to  informing  an  indi- 
vidual or  his  survivor  of  the  amounts  of  such  individual's  wages  and 
self -employment  income  and  the  periods  during  which  such  wages  were 
paid  and  siich  income  was  derived,  as  shown  by  records  maintained 
by  the  Secretary. 

Section  411(1)  of  the  bill  amends  section  216(f)  of  the  Act  to  allow 
a  man  who  was  entitled  or  potentially  entitled  to  husband's  insurance 
benefits  based  on  the  earnings  of  his  former  wife  in  the  month  before 
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his  marriage  to  another  individual  not  to  have  to  meet  the  1-year 
duration-of-marriage  requirement  for  husband's  insurance  benefits 
based  on  such  other  individual's  earnings. 

Section  411  (m)  of  the  bill  amends  section  216  (g)  of  the  Act  to  allow 
a  man  who  was  entitled  or  potentially  entitled  to  husband's  insurance 
benefits  based  on  the  earnings  of  his  former  wife  in  the  month  before 
his  marriage  to  another  individual  not  to  have  to  meet  the  1-year 
duration-of-marriage  requirement  for  widower's  insurance  benefits 
based  on  such  other  individual's  earnings. 

Section  411  (n)  of  the  bill  amends  section  222(b)  (1)  of  the  Act  to 
authorize  deductions  from  the  benefits  of  a  surviving  divorced  husband 
under  age  60  who  is  getting  benefits  based  on  disability  if  he  refuses 
to  accept  rehabilitation  services,  as  is  now  true  for  other  such  disabled 
dependents. 

Section  411  (o)  of  the  bill  amends  section  222(b)  (3)  of  the  Act  to 
authorize  deductions  from  the  benefits  of  a  man  getting  benefits  as  a 
divorced  husband  based  on  the  earnings  of  a  disability  insurance  bene- 
ficiary if  she  refuses  to  accept  rehabilitation  services  and  has  deduc- 
tions made  from  her  benefits  (as  is  now  true  for  other  such  dependent 
beneficiaries). 

Section  411  (p)  of  the  bill  amends  section  222(b)  (2)  of  the  Act  to 
authorize  deductions  from  the  benefits  of  a  man  entitled  to  father's 
insurance  benefits  who  is  married  to  a  disability  insurance  beneficiary 
if  she  refuses  to  accept  rehabilitation  services  and  has  deductions  made 
from  her  benefits  (as  is  now  true  for  mother's  insurance  .benefits) . 

Section  411  (q)  of  the  bill  amends  section  222(d)  (1)  of  the  Act  by 
adding  surviving  divorced  husbands  to  those  disabled  beneficiaries  for 
whom  the  costs  of  rehabilitation  services  may  be  paid  from  the  social 
security  trust  funds. 

Section  411  (r)  of  the  bill  amends  section  223(d)  (2)  of  the  Act  to 
make  the  definition  of  disability  for  widows,  surviving  divorced  wives, 
and  widowers,  in  present  law  apply  to  surviving  divorced  husbands 
as  well. 

Section  411  (s)  of  the  bill  amends  section  225  of  the  Act  to  extend 
the  Secretary's  authority  to  suspend  benefits  based  on  disability  if  he 
believes  that  a  person  is  no  longer  under  a  disability,  to  benefits  of 
a  surviving  divorced  husband  (as  is  now  the  case  for  other  benefits 
based  on  disability) . 

Section  411(t)(l)  of  the  bill  amends  sections  226(h)(3)  of  the 
Act  to  provide  that,  for  purposes  of  entitlement  to  Medicare  hospital 
insurance  benefits,  a  person  entiled  to  father's  insurance  benefits  will 
be  deemed  to  have  filed  for  disabled  widower's  benefits  on  the  basis 
of  his  application  for  hospital  insurance  benefits,  in  the  same  manner 
as  persons  entitled  to  mother's  insurance  benefits  may  now  be  deemed 
to  have  filed  for  disabled  widow's  benefits. 

Section  411  (t)  (2)  of  the  bill  amends  section  226(h)  (3)  of  the  Act 
to  provide  that,  for  purposes  of  determining  an  individual's  entitle- 
ment to  hospital  insurance  benefits  under  the  preceding  section,  an 
individual  will,  upon  furnishing  proof  of  disability  within  12  months 
after  enactment,  be  deemed  to  have  been  entitled  to  widow's  or  widow- 
er's benefits  as  of  the  time  they  would  have  been  entitled  if  timely 
application  had  been  made. 
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Section  412.  Effective  date 

Section  412  provides  that  the  following  changes  in  Part  A  of  Title 
IV  of  the  bill  will  be  effective  with  respect  to  social  security  benefits 
for  months  after  December  1977 : 

1.  Provision  of  benefits  for  divorced  husbands  (including  sur- 
viving divorced  husbands) . 

2.  Elimination  of  remarriage  before  age  60  as  bar  to  entitle- 
ment to  widower's  benefits. 

3.  Equalization  of  definition  of  illegitimate  child  with  respect 
to  either  parent. 

4.  Provision  of  benefits  for  husbands  and  widowers  under  tran- 
sitional insured  status. 

5.  Equalization  of  payments  to  each  member  of  a  couple  under 
section  228  of  the  Act  (uninsured  individuals). 

6.  Provision  of  benefits  for  young  fathers  (including  surviving 
divorced  fathers)  and  husbands  caring  for  child  beneficiaries. 

7.  Provision  allowing  widower  to  waive  credit  for  certain  mili- 
tary service. 

Part  B — Effect  of  Marriage,  Remarriage,  and  Divorce  on  Benefit 

Eligibility 

Section  ^16.  Elimination  of  marriage  or  remxirriage  as  a  factor  ter- 
minating or  reducing  heneflts 

Section  415  of  the  bill  eliminates  marriage  or  remarriage  as  a  fac- 
tor which  bars  or  terminates  entitlement  to  dependent's  or  survivor's 
benefits  or  reduces  the  amount  of  such  benefits. 

Section  415(a)  (1)  of  the  bill  amends  section  202(b)  (1)  of  the  Act 
by  deleting  subparagraph  (C),  which  requires  that  a  divorced  wife 
not  be  remarried  in  order  to  become  entitled  to  wife's  insurance  bene- 
fits based  on  her  former  husband's  social  security  earnings  record,  by 
deleting  subparagraph  (H),  which  generally  terminates  benefits  of  a 
divorced  wife  upon  remarriage,  and  by  redesignating  the  remaining 
subparagraphs. 

Section  415(a)  (2)  of  the  bill  further  amends  section  202(b)  of  the 
Act  by  deleting  paragraph  (3),  which  permits  a  divorced  wife  bene- 
ficiary to  marry  certain  other  specified  dependent  or  survivor  bene- 
ficiaries without  having  her  benefits  terminated  by  the  marriage  (these 
exceptions  to  the  general  termination  provision  are  no  longer  needed 
since  the  general  provision  is  eliminated) . 

Section  415(b)  (1)  of  the  bill  amends  section  202(c)  (1)  of  the  Act 
(as  amended  by  sections  401  (a)  (2)  and  406  (f)  of  the  bill)  by  deleting 
subparagraph  (C) ,  added  by  section  401  (a)  (2) ,  which  requires  that  a 
divorced  husband  not  be  remarried  in  order  to  become  entitled  to 
husband's  insurance  benefits  based  on  his  former  wife's  social  security 
earnings  record,  by  deleting  subparagraph  (I),  also  added  by  section 
401(a)  (2),  which  generally  terminates  benefits  of  a  divorced  husband 
upon  remarriage,  and  by  redesignating  the  remaining  subparagraphs. 

Section  415(b)  (2)  of  the  bill  further  amends  section  202(c)  of  the 
Act  (as  amended  by  sections  401(a)(4)  and  408(a)  of  the  bill)  by 
deleting  paragraph  (4),  added  by  section  401(a)  (4),  which  permits 
a  divorced  husband  beneficiary  to  marry  certain  other  specified  de- 
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pendent  or  survivor  beneficiaries  without  having  his  benefits  termi- 
nated by  the  marriage  (these  exceptions  to  the  general  termination 
provisions  are  no  longer  needed  since  the  general  provision  is 
eliminated). 

Se<?tion  415(b)  (3)  of  the  bill  amends  section  202(c)  (2)  of  the  Act 
(as  amended  by  section  401(a)  (5)  of  the  bill)  to  change  a  reference 
to  a  redesignated  subparagraph. 

Section  415(c)  (1)  of  the  bill  amends  section  202(d)  (1)  of  the  Act 
by  deleting  from  subparagraph  (B)  the  requirement  that  a  child  be 
unmarried  in  order  to  become  entitled  to  child's  insurance  benefits, 
and  by  deleting  from  subparagraph  (D)  the  provision  for  generally 
terminating  such  benefits  upon  marriage. 

Section  415(c)  (2)  of  the  bill  further  amends  section  202(d)  of  the 
Act  hy  deleting  paragraph  (5)  (as  amended  by  section  407  of  the 
bill) ,  which  permits  certain  diild  insurance  beneficiaries  to  marry  cer- 
tain other  specified  dependent  or  sur^dvor  beneficiaries  without  ha\ang 
his  or  her  benefits  terminated  by  the  marriage  (these  exceptions  to  the 
general  termination  provision  are  no  longer  needed  since  the  general 
provision  is  eliminated) ,  and  by  redesignating  the  remaining  para- 
graphs. 

Section  415(d)  (1)  of  the  bill  amends  section  202(e)  (1)  of  the  Act 
by  deleting  subparagraph  (A),  which  requires  that  a  widow  or  sur- 
viving divorced  wife  not  be  married  in  order  to  become  entitled  to 
widow's  insurance  benefits  based  on  her  former  hus^band's  social  se- 
curity earnings  record,  by  (redesignating  the  remaining  subparagraphs, 
and  by  changing  references  to  the  redesignated  subparagraphs. 

Section  415(d)  (2)  of  the  bill  amends  section  202(e)  (2)  (A)  of  the 
Act  to  remove  a  reference  to  a  deleted  paragraph. 

Section  415(d)  (3)  of  the  bill  futther  amends  section  202(e)  of  the 
Act  by  deleting  pargraph  (3),  which  permits  a  widow  or  surviving 
divorced  wife  to  marry  certain  other  specified  dependent  or  survivor 
beneficiaries  without  having  her  benefits  terminated  by  the  marriage, 
by  deleting  paragraph  (4) ,  which  pro\ddes  that  the  widow's  insurance 
benefit  for  a  widow  who  remarries  at  or  after  age  60  is  one-half  of  the 
primary  isnrance  amount  of  her  deceased  husband  or  former  huslband 
(these  exceptions  to  the  general  termination  provision  are  no  longer 
needed  since  the  general  provision  is  eliminated),  and  by  redesignat- 
ing the  remaining  paragraphs. 

Section  415(d)  (4)  of  the  bill  amends  section  202(e)  of  the  Act  by 
changing  a  reference  to  a  redesignated  subparagraph. 

Section  415(d)(5)  of  the  bill  further  amends  section  202(e)  of 
the  Act  by  changing  references  to  a  redesignated  subparagraph  and 
paragraph. 

Section  415(e)  (1)  of  the  bill  amends  section  202(f)  (1)  of  the  act 
(as  amended  by  sections  401(b)  and  402  of  the  bill)  by  deleting  sub- 
paragraoh  (A),  which  reouires  that  a  widower  or  survi^dnpf  divorced 
husband  not  be  remarried  in  order  to  become  enti  tled  to  widower's  in- 
surance benefits  based  on  his  former  wife's  social  security  earnings 
record,  by  deleting  the  pmvision  for  generally  terminating  such  bene- 
fits upon  remarriage,  by  redesignating  the  remaining:  subparagraphs, 
and  bv  changing:  references  to  the  redesignated  subparagraphs. 

Section  415(e)  (2)  of  the  bill  amends  section  202  (f)  (2)  df  the  Act 
by  changing  a  reference  to  a  redesignated  subparagraph. 
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Section  415(e)  (3)  amends  section  202(f)  (3)  (A)  of  the  Act  by  re- 
moving a  reference  to  a  deleted  paragraph. 

Section  415(e)  (4)  of  the  bill  further  amends  section  202(f)  of  the 
Act  (as  amended  by  section  401(b)  (3)  and  401(b)  (5)  of  the  bill)  by 
deleting  paragraph  (4),  which  permits  a  widower  or  surviving  di- 
vorced husband  beneficiary  to  marry  certain  other  specified  dependent 
or  survivor  beneficiaries  without  having  his  benefits  terminated  by  the 
marriage,  by  deleting  paragraph  (5),  which  provides  that  the  benefit 
for  a  widower  or  surviving  divorced  husband  who  remarries  at  or 
after  age  60  is  one-half  of  the  primai-y  insurance  amount  of  his  de- 
ceased wife  or  former  wife  (these  exceptions  to  the  general  termina- 
tion provision  are  no  longer  needed  since  the  general  provision  is 
eliminated) ,  and  by  redesignating  remaining  paragraphs. 

Section  415(e)  (5)  of  the  bill  further  amends  section  202(f)  of  the 
Act  by  changing  a  reference  to  a  redesignated  subparagraph. 

Section  415(e)  (6)  of  the  bill  amends  section  202(f)  of  the  Act  by 
changing  i-eferences  to  a  redesignated  subparagraph  and  paragraph. 

Section  415(f)(1)  amends  section  202(g)  (1)  of  the  Act  (as 
amended  by  section  406(a)  of  the  bill)  by  deleting  subparagraph  (A) , 
Avhich  requires  that  a  surWving  spouse  or  surviving  divorced  spouse 
not  be  remarried  in  order  to  become  entitled  to  mother's  or  father's 
insurance  benefits  based  on  his  deceased  spouse's  or  former  spouse's 
social  security  earnings  record,  by  changing  a  reference  to  a  redesig- 
nated subparagraph,  by  deleting  the  provision  for  generally  terminat- 
ing mother's  or  father's  insurance  benefits  upon  remarriage,  and  by 
redesignated  the  remaining  subparagraphs. 

Section  415(f)  (2)  of  the  bill  further  amends  section  202(g)  of  the 
Act  by  deleting  paragraph  (3) ,  which  permits  a  mother's  or  a  father's 
insurance  beneficiary  to  marry  certain  other  specified  dependent  or 
survivor  beneficiaries  without  having  his  or  her  benefits  terminated 
by  the  marriage  (these  exceptions  to  the  general  pro\nsion  are  no 
lonofer  needed  since  the  general  provision  is  eliminated). 

Section  415(g)  (1)  of  the  bill  amends  section  202(h)  (1)  of  the  Act 
by  deleting  subparagraph  (C),  which  requires  that  a  parent  not  have 
remarried  since  his  deceased  child's  death  in  order  to  become  entitled 
to  parent's  insurance  benefits  based  on  his  deceased  child's  social  secu- 
rity earnings  record,  by  deleting  the  provision  for  generally  terminat- 
ing such  benefits  upon  remarriage,  and  by  redesignating  the  remaining^ 
subparagraphs. 

Section  415(g)  (2)  of  the  bill  amends  section  202(h)  (4)  of  the  Act 
(as  amended  by  section  408(c)  of  the  bill)  by  deleting  paragraph  (4), 
which  permits  a  parent  beneficiary  to  marry  certain  other  specified 
dependent  or  survivor  beneficiaries  without  having  his  benefits  termi- 
nated by  the  marriage  (these  exceptions  to  the  general  termination 
provision  are  no  longer  needed  since  the  general  provision  is 
eliminated). 

Section  415(h)  of  the  bill  amends  section  202 (p)  (1)  of  the  Act  (as 
amended  by  section  411(b)  of  the  bill)  by  changing  the  reference  to 
subparagraph  (D)  of  section  202(c)  (1)  to  subparagraph  (C)  of  such 
section  to  take  account  of  the  redesignation  of  such  subparagraph  by 
section  415  (b)  (1)  of  the  bill. 

Section  415 (i)  (1)  repeals  section  202(s)  (2)  of  the  Act  (as  amended 
by  section  411(f)  (2)),  which  restricted  that  portion  of  sections  292 
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(b),  (c),  (d),  (e),  (f),  (g),  and  (h),  providing  that  the  marriage  of 
certain  social  security  beneficiaries  to  a  child's  insurance  beneficiary 
would  not  terminate  their  benefits,  to  cases  where  the  child  beneficiary 
is  over  age  18  and  disabled  (this  restriction  is  no  longer  needed  since 
the  general  provision  is  eliminated ) . 

Section  415 (i)  (2)  amends  section  202 (s)  (3)  of  the  Act  (as  amended 
by  section  411(f)  (3)  of  the  bill)  by  deleting  references  to  subsections 
202  (b)(3),  (c)(4),  (d)(5),  (e)(3),  (f)r4),  (g)(3),  and  (h)(4), 
which  have  been  deleted  by  the  preceding  subsections  of  this  section 
of  the  bill. 

Section  Jf.16.  Duration-of -marriage  requirement  for  divorced  spouses 
and  surviving  divorced  spouses 
Section  416(a)  of  the  bill  amends  sections  216(d)  (1)  and  (2)  of  the 
Act,  which  define  a  divorced  wife  and  a  surviving  divorced  wife, 
respectively,  and  sections  216(d)  (4)  and  (5)  of  the  Act  as  added  by 
section  401  of  the  bill,  which  define  a  divorced  husband  and  suriviving 
divorced  husband,  respectively,  to  specify  that  these  definitions  can  be 
met  if  the  individual  was  married  to  the  worker  for  5  (rather  than  20) 
years  immediately  before  divorce.  The  effect  of  the  change  is  to  reduce 
the  duration-of-marria^e  requirement  for  aged  divorced  spouse's  and 
aged  or  disabled  surviving  divorced  spouse's  benefits  from  20  years  to 
5  years. 

Sections  416  (b)  and  (c)  of  the  bill  amend  section  202(b)  (1)  (F)  of 
the  Act  (as  redesignated  by  section  415  of  the  bill)  and  section  202(c) 
(1)  (G)  of  the  Act  (as  added  by  section  401  of  the  bill  and  redesignated 
by  section  415  of  the  bill),  respectively,  to  reduce  from  20  years  to  5 
years  the  period  immediately  before  divorce  that  a  spouse  age  62  or 
over  getting  wife's  or  husband's  insurance  benefits  based  on  a  retired 
worker's  social  security  earnings  record  must  have  been  manied  to  the 
worker  in  order  for  their  divorce  not  to  terminate  entitlement  to  wife's 
or  husband's  benefits. 

Section  ^17.  Effective  date 

Section  417(a)  of  the  bill  provides  that  section  415  of  the  bill,  which 
eliminates  marriage  or  remarriage  as  a  factor  which  bars  or  terminates 
entitlement  to  or  reduces  the  amount  of  dependent's  or  survivor's 
benefits,  and  section  416  of  the  bill,  which  reduces  the  duration-of- 
marriage  requirement  for  divorced  people,  will  be  effective  for  benefits 
for  months  after  December  1978,  and,  in  the  case  of  those  who  are  not 
entitled  to  benefits  of  the  type  involved  for  December  1978,  only  on  the 
basis  of  applications  filed  on  or  after  J anuary  1, 1979. 

Section  417(b)  of  the  bill  provides  that  a  person  whose  entitlement 
to  dependent's  or  survivor's  benefits  terminated  on  account  of  such 
person's  marriage  or  remarriage  prior  to  January  1979,  or  on  account 
of  the  termination  (except  by  reason  of  death)  of  the  benefits  of  his 
spouse  as  a  childhood  disability  or  disabled  Avorker  beneficiary,  may 
become  reentitled  to  such  benefits  (provided  no  event  that  would  termi- 
nate such  entitlement  has  since  occurred)  beginning  with  January 
1979,  or  if  later,  with  the  first  month  after  January  1979  in  which  he 
applies  for  such  reentitlement. 

Section  417(b)  also  provides  that  such  reentitlement  (and  other 
resulting  related  entitlements)  shall  be  treated  as  though  the  re- 
entitlement Avere  the  person's  initial  entitlement. 
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Part  C— Study 

Section  Jt.21.  Study  of  proposals  to  eliminate  dependency  and  sex  dis- 
crimination under  the  social  security  program 

Section  421(a)  of  the  bill  directs  the  Secretary  of  Health,  Educa- 
tion, and  Welfare,  in  consultation  with  the  Task  Force  on  Sex  Dis- 
crimination in  the  Department  of  Justice,  to  carry  out,  within  the 
Department  of  Health,  Education,  and  Welfare  and  the  Social  Secu- 
rity Administration,  a  detailed  study  of  proposals  to  eliminate  de- 
pendency as  a  factor  in  entitlement  to  spouse's  social  security  benefits, 
and  of  proposals  to  brin^  about  equal  treatment  of  men  and  women 
in  any  and  all  respects  under  social  security.  In  carrying  out  this 
study,  the  Secretary  shall  take  into  account  the  effects  (particularly 
on  women's  entitlement  to  social  security  benefits)  of  such  things  as: 
changes  in  the  nature  and  extent  of  women's  labor- force  participation, 
the  increasing  divorce  rate,  and  the  economic  value  of  women's  work 
in  the  home.  The  study  shall  include  appropriate  cost  analyses. 

Subsection  (b)  provides  that  the  Secretary  shall  submit  to  Congress, 
within  6  months  of  enactment,  a  full  and  complete  report  on  the  study. 

TITLE  V  CHANGES  IN  EARNINGS  TEST  UNDER  THE  OLD-AGE,  SURVIVORS, 

AND  DISABILITY  INSURANCE  PROGRAM 

Section  SOI.  Liberalization  of  earnings  test  for  individuals  age  66 
and  over 

Section  501  of  the  bill  amends  section  203(f)  of  the  Social  Security 
Act  to  increase  the  amount  of  earnings  a  beneficiary,  age  65  or  over, 
may  have  in  a  year  and  still  be  paid  full  benefits  for  the  year.  (This 
provision  would  not  change  the  exempt  amount  for  beneficiaries  under 
65.)  It  also  makes  a  conforming  amendment  in  paragraph  (1)  (A)  of 
section  203  (h)  of  the  Act. 

Section  501(a)  amends  section  203(f)  (8)  (A)  to  provide  that  the 
automatic  adjustment  process  shall  apply  to  both  the  exempt  amount 
for  beneficiaries  under  age  65  and  the  new  exempt  amount  for  bene- 
ficiaries age  65  and  over. 

Section  501(b)  (1)  of  the  bill  amends  section  203(f)  (8)  (B)  of  the 
Act,  to  take  account  of  the  new  subparagraph  (D)  added  by  section 
501(b)  of  the  bill. 

Section  501(b)  (2)  of  the  bill  amends  section  203(f)  (8)  (B)  (i)  of 
the  Act  to  conform  with  the  concept  of  the  two  separate  annual  exempt 
amounts. 

Section  501(b)  (3)  of  the  bill  amends  section  203(f)  (8)  (B)  of  the 
Act  to  conform  with  the  concept  of  two  separate  annual  exempt 
amounts. 

Section  501(c)  (1)  of  the  bill  amends  section  203(f)  (8)  of  the  Act 
by  adding  new  subparagraph  (D)  which  sets  the  exempt  amount  for 
any  beneficiary  age  65  or  over  at  $333.33  for  each  month  of  any  tax- 
able year  ending  after  1977  and  before  1979  and  at  $375  for  each 
month  of  any  taxable  year  ending  after  1978  and  before  1980.  Also 
section  501(c)  (1)  of  the  bill  provides  that  the  determination  of  the 
exempt  amounts  for  years  following  1978,  shall  take  into  account  the 
exempt  amount  for  beneficiaries  age  65  and  over  set  by  section  501(b) 
of  the  bill  as  if  the  amount  had  been  determined  by  the  automatic 
adjustment  process  described  in  section  203(f)  (8)  of  the  Act. 
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Section  501(c)(2)  of  the  bill  provides  that  determination,  publi- 
cation and  notification  of  the  new  exempt  amount  applicable  to  bene- 
ficiaries under  age  65,  under  the  automatic  adjustment  provisions  of 
section  203  (f)  (8)  of  the  Act  shall  be  required  in  1977  and  1978  because 
the  exempt  amount  set  by  section  501(c)  (1)  of  the  bill  applies  only 
to  beneficiaries  age  65  or  over.  Section  501(c)  (2)  of  the  bill  also  pro- 
vides that  the  annual  exempt  amount  applicable  to  beneficiaries  under 
65,  for  1978  as  determined  by  the  automatic  adjustment  process  will 
go  into  effect  despite  the  provisions  of  section  203(f)  (8)  (C)  of  the 
Act. 

Section  501(d)  of  the  bill  amends  subsections  (f)  (1),  (f)  (3),  (f) 
(4)  (B),  and  (h)  (1)  (A)  of  section  203  of  the  Act  by  deleting  "$200 
or"  and  inserting  "the  applicable  exempt  amount"  since  in  all  cases 
the  amount  determined  by  the  process  set  forth  in  section  203(f)  (8) 
(B)  of  the  Act  will  be  greater  than  $200. 

Section  501(e)  of  the  bill  provides  that  these  amendments  will  be 
effective  for  taxable  years  ending  after  December  1977. 

Section  502. — Elimination  of  monthly  earnings  test 

Section  502(a)  of  the  bill  amends  Sec.  203(f)  (1)  (E)  of  the  Social 
Security  Act  to  eliminate  the  monthly  measure  of  the  retirement  test. 

The  monthly  measure  will  still  apply  in  one  limited  situation — the 
year  in  which  a  person  first  receives  social  security  benefits  of  a  par- 
ticular type  (without  having  received  benefits  of  any  other  type  in  the 
preceding  month)  which  not  rendering  substantial  services  in  self- 
employment  or  earning  wages  in  excess  of  the  exempt  amount — but 
for  all  other  years  the  annual  measure  only  will  be  applied. 

Section  502(b)  of  the  bill  provides  that  this  amendment  will  apply 
with  respect  to  monthly  benefits  payable  for  months  after  December 
1977. 

Section  503.  Liberalization  of  test  for  determinirbg  deductions  on  ao- 
count  of  noncovered  work  outside  the  United  States 
Section  503(a)  of  the  bill  amends  sections  203  (c)  (1),  (d)  (1),  and 
(d)  (2)  of  the  Social  Security  Act  by  changing,  effective  with  respect 
to  months  in  taxable  years  ending  after  1977  and  before  1979,  from  6 
to  8  the  number  of  days  in  a  month  on  which  a  beneficiary  can  work  in 
noncovered  work  outside  the  United  States,  without  losing  his  benefit 
for  that  month. 

Section  503(b)  of  the  bill  amends  sections  203  (c)  (1),  (d)  (1),  and 
(d)  (2)  of  the  Act  (as  amended  by  subsection  (a)  of  this  section)  by 
changing,  effective  with  respect  to  months  in  taxable  years  ending  after 
1978,  from  8  to  11  the  number  of  days  in  a  month  on  which  a  beneficiary 
can  work  in  noncovered  work  outside  the  United  States  without  losing 
his  benefit  for  that  month. 

TITLE  VI  COMBIXED  SOCIAL  SECURITY  AXD  IXCOME  TAX  ANNUAL 

REPORTING 

Part  A — Amendments  to  Title  II  of  the  Social  Security  Act 

Section  601.  Annual  crediting  of  quarters  of  coverage 

Paragraphs  (a)  (1)  and  (a)  (2)  of  section  601  of  the  bill  amend  sec- 
tions 209(g)  (3)  and  209(j)  of  the  Social  Security  Act  to  provide  that 
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remuneration  of  less  than  $100  in  a  year  paid  an  employee  by  an  em- 
ployer for  services  not  in  the  course  of  the  employer's  trade  or  business 
or  for  service  described  in  section  210(j)  (3)  (C)  of  the  Act  (relating 
to  home  workers)  will  be  excluded  from  the  definition  of  wages. 
(Under  present  law,  the  remuneration  is  excluded  from  wages  if  it 
amounts  to  less  than  $50  in  a  quarter.)  Section  601(a)  (1)  of  the  bill 
also  amends  section  210(a)  (17)  (A)  of  the  Act  to  provide  that  services 
in  the  employ  of  an  organization  registered  or  required  to  register  as 
a  Communist-action  organization,  a  Communist- front  organization,  or 
a  Communist-infiltrated  organization  will  be  excluded  from  the  defini- 
tion of  employment  in  a  year  in  which  the  organization  is  registered  or 
required  to  register  as  such  an  organization.  (Under  present  law,  such 
service  is  excluded  from  employment  in  a  quarter  in  which  the  organi- 
zation is  required  to  so  register.)  Section  601(a)  (1)  of  the  bill  also 
amends  secton  210(f)(4)(B)  of  the  Act  to  include  in  the  definition 
of  cooperative  organization  any  unincorporated  group  of  farm  oper- 
ators if  the  number  of  operators  in  a  group  is  more  than  20  at  any  time 
during  a  year.  (Under  present  law,  the  definition  applies  to  an  unin- 
corporated group  of  farm  operators  if  the  number  is  more  than  20 
during  a  quarter.) 

Section  601(a)(3)  of  the  bill  changes  the  basis  of  the  coverage 
exclusion  of  employees  of  certain  tax-exempt  organizations  to  the 
amount  of  wages  paid  in  a  year  rather  than  the  amount  earned  in  a 
year  because  the  annual  wage  reports  will  be  reports  of  wages  paid 
rather  than  earned. 

Section  601(a)  (3)  (A)  of  the  bill  adds  to  section  209  of  the  Act  a 
new  subsection  (p)  to  exclude  from  the  definition  of  wages  remunera- 
tion paid  by  an  organization,  exempt  from  income  tax  under  section 
501  of  the  Internal  Revenue  Code  of  1954,  in  a  year  if  the  remunera- 
tion is  less  than  $100. 

Section  601(a)  (3)  (B)  of  the  bill  deletes  section  210(a)  (10)  (A)  of 
the  Act  (which  excludes  from  the  definition  of  employment  services 
performed  in  a  quarter  in  the  employ  of  an  organization  exempt  from 
income  tax  under  section  501  of  the  Code  if  the  remuneration  for 
such  service  is  less  than  $50)  and  redesignates  section  201(a)  (10)  (B) 
of  the  Act  as  section  210(a)  (10),  and  clauses  (i)  and  (ii)  of  such 
section  as  subparagraphs  (A)  and  (B) ,  respectively. 

Section  601(b)  of  the  bill  redesignates,  effective  January  1,  1978, 
section  212  of  the  Act  as  section  212(a),  redesignates  sections  212(a) 
and  212(b)  as  sections  212(a)(1)  and  212(a)(2),  and  adds  a  new 
section  212(b). 

The  redesignated  section  212(a)  (1)  of  the  Act  provides  that  for  a 
taxable  year  which  is  a  calendar  year  beginning  before  1978,  self- 
employment  income  will  be  credited  equally  to  each  calendar  quarter 
of  the  year  for  purposes  of  determining  average  monthly  wage  and 
quarters  of  coverage. 

The  redesignated  section  212(a)  (2)  of  the  Act  provides  that  in  the 
case  of  a  taxable  year  which  is  not  a  calendar  year  beginning  before 
1978,  self -employment  income  will  be  credited  equally  to  the  calendar 
quarter  in  which  such  year  ends  and  to  each  of  the  next  three  or  fewer 
preceding  quarters  any  part  of  which  is  in  such  year,  for  purposes  of 
determining  average  monthly  wage  and  quarters  of  coverage. 
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The  new  section  212(b)  (1)  of  the  Act  provides  that  for  a  taxable 
year  which  is  a  calendar  year  or  wholly  within  a  calendar  year  begin- 
ning after  1977,  self -employment  income  will  be  credited  to  such  year 
for  purposes  of  determining  a  person's  average  monthly  wage  or 
quarters  of  coverage. 

The  new  section  212(b)  (2)  of  the  Act  provides  that  for  a  taxable 
year  which  is  not  a  calendar  year  beginning  after  1977,  self -employ- 
ment income  will  be  allocated  proportionately  to  the  two  calendar 
years,  portions  of  which  are  included  within  such  taxable  year,  on  the 
basis  of  the  number  of  months  in  each  such  calendar  year  which  are 
included  completely  within  the  taxable  year.  The  calendar  month  in 
which  such  taxable  year  ends  will  be  treated  as  completely  within  that 
taxable  year. 

Section  601(c)  of  the  bill  amends  section  213(a)(2)  of  the  Act 
effective  January  1,  1978,  by  redesignating  section  213(a)  (2)  as  sec- 
tions 213(a)(2)(A)  and  213(a)(2)(B),  and  adds  new  sections 
213(a)  (2)  (A)  (ii),  213(a)  (2)  (B)  (vi),  and  213(a)  (2)  (B)  (vii). 

The  redesignated  section  213(a)  (2)  (A)  (i)  of  the  Act  provides  that, 
subject  to  the  provision  of  subparagraph  (B),  for  calendar  years 
before  1978,  a  quarter  of  coverage  is  a  quarter  in  which  a  person  has 
been  paid  at  least  $50  (except  wages  for  agricultural  labor  paid  after 
1954)  or  in  which  he  has  been  credited  with  $100  or  more  in  self- 
employment  income. 

The  new  section  213  (a.)  (2)  (A)  (ii)  of  the  Act  provides  that,  subject 
to  the  provisions  of  subparagraph  (B) ,  for  calendar  years  after  1977,  a 
person  will  be  credited  with  a  quarter  of  coverage  for  each  $250  of 
wages  paid  and  self -employment  income  credited  in  a  year,  with  the 
quarters  of  coverage  being  assigned  to  specific  calendar  quarters  only 
if  it  was  necessary  to  enable  a  person  to  meet  the  requirements  for 
insured  status  as  prescribed  in  subsection  (a)  or  (b)  of  section  214,  or 
for  entitlement  to  a  computation  or  recomputation  of  his  primary 
insurance  amount,  or  of  paragraph  (3)  of  section  216  (i) . 

Sections  213(a)  (2)  (i),  213(a)  (2)  (ii),  213(a)  (2)  (iii) ,  and  213 
(a)  (2)  (v)  of  the  Act  are  redesignated  by  the  bill  as  section  213  (a)  (2) 
(B)(i),  213(a)  (2)  (B)(ii),  213(a)  (2)  (B)  (iii),  and  213(a)(2)(B) 
(v)  respectively,  but  not  otherwise  changed. 

The  redesignated  section  213(a)  (2)  (B)  (iv)  of  the  Act  as  amended 
by  the  bill  provides  that  the  special  rule  for  determining  quarters  of 
coverage  for  wages  paid  for  agricultural  labor  will  only  apply  to 
calendar  years  after  1954  and  before  1978. 

The  new  section  213(a(2)  (B)  (vi)  of  the  Art  provides  that  not 
more  than  one  quarter  of  coverage  may  be  credited  to  a  calendar 
quarter. 

The  new  section  213(a)  (2)  (B)  (vi)  of  the  Act  provides  that  not 
more  than  four  quarters  of  coverage  may  be  credited  in  a  calendar 
year  after  1977.  Section  601(d)  of  the  bill  provides  that  the  amend- 
ments made  by  subsection  (a)  will  apply  with  respect  to  remunera- 
tion paid  and  services  rendered  after  December  31,  1977,  and  the 
amendments  made  by  subsections  (b)  and  (c)  will  be  effective  Janu- 
ary 1, 1978. 

Section  W2.  Adjustment  in  am<mnt  required  for  a  quarter  of  coverage 
Section  602(a)  of  the  bill  amends  section  213(a)  (2)  (A)  (ii)  of  the 
Social  Security  Act,  as  amended  by  section  601(c)  of  the  bill,  to 
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provide  that  the  amount  of  wages  and  self -employment  income  needed 
for  a  quarter  of  coverage  for  years  after  1977  will  be  determined 
under  section  213  (e)  of  the  Act,  as  added  by  the  bill. 

Section  602(b)  of  the  bill  adds  to  section  213  of  the  Act  new  subsec- 
tions (e)(1)  and  (e)(2). 

The  new  subsection  213(e)  (1)  provides  that  the  amount  of  wages 
and  self-employment  income  needed  for  a  quarter  of  coverage  in  1978 
will  be  $250,  and  for  years  after  1978  the  amount  needed  will  be 
determined  under  subsection  (e)  (2). 

The  new  subseotion  213(e)  (2)  provides  that  beginning  in  1978,  and 
each  year  thereafter,  the  Secretary  will  determine  and  publish  in  the 
Federal  Register  on  or  before  November  1  the  amount  of  wages  and 
self-employment  income  which  will  be  required  for  a  quarter  of  cover- 
age in  the  following  year.  The  amount  required  for  a  quarter  of 
coverage  will  be  the  larger  of  (1)  the  amount  already  in  effect,  or 
(2)  the  product  of  the  amount  for  1978  ($250)  and  the  ratio  of  the 
average  total  wages  of  all  workers  in  the  year  before  the  year  the 
Secretary's  determination  is  made  to  the  average  total  wages  of  all 
workers  in  1976,  rounded  to  the  nearest  $10.  (The  wage  data  used 
to  determine  the  increase  in  average  total  wages,  as  defined  in  regula- 
tions promulgated  by  the  Secretary,  will  be  obtained  from  reports 
made  to  the  Secretary  of  the  Treasury.  Forms  1040  for  1977  and 
1978  will  be  used  in  the  determination  made  in  1979,  and  Forms  W-2 
for  1978  and  later  years  will  be  used  in  the  determinations  made  after 
1979.  The  data  will,  beginning  in  1977,  include  the  reports  of  wages 
for  employment  both  covered  and  not  covered  under  the  Social  Secu- 
rity Act,  and  will  include  wages  in  excess  of  the  contribution  and^ 
benefit  base.  For  1976,  appropriate  adjustments  will  be  made  in  the 
average  wage  data  in  covered  employment  (the  only  adequate  data 
available)  to  make  it  comparable  to  the  broader  measure  used  begin- 
in^  with  1977.) 

Section  602(c)  of  the  bill  provides  that  these  amendments  will  be 
effective  January  1, 1978. 

Section  603.  Technical  and  conforming  amendments 

Section  603(a)  (1)  of  the  bill  makes  an  editorial  change  in  section 
203(f)  (8)  (B)  (i)  of  the  Social  Security  Act  to  clarify  it. 

Section  603(a)(2)  of  the  bill  amends  section  203(f)  (8)  (B)  (ii) 
of  the  Act  to  provide  that  automatic  adjustments  of  the  retirement 
test  exempt  amount  will  be  based  on  increases  in  average  yearly  wages 
rather  than  on  increases  in  wages  reported  for  the  first  quarter  of  the 
year,  beginning  with  the  determination  to  increase  the  exempt  amount 
in  1980.  This  corrects  a  defect  in  present  law  which  requires  the  use  of 
first  quarter  wage  data  for  1978,  which  will  not  be  available  under 
present  annual  reporting  provisions.  Under  the  bill,  the  wage  data 
used  to  determine  the  increase  in  average  yearly  wages,  as  defined  in 
regulations  promulgated  by  the  Secretary  will  be  obtained  from  re- 
ports made  to  the  Secretary  of  the  Treasury.  (Data  from  Forms  1040 
for  1977  and  1978  will  be  used  in  determining  the  exempt  amount 
for  1980,  and  data  form  W-2  for  1978  and  later  years  will  be  used  in 
determining  the  exempt  amount  for  years  after  1980.  The  data  will, 
beginning  in  1977,  include  the  reports  of  wages  for  employment  both 
covered  and  not  covered  under  the  Act,  and  will  includie  wages  in 
excess  of  the  contribution  and  benefit  base.) 
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Section  603(b)  of  the  bill  amends  section  218  of  the  Act  pertaining 
to  voluntary  agreements  for  coverage  of  State  and  local  employees. 
Although  the  States  are  excluded  from  the  change  to  annual  wage 
reporting  and  will  continue  to  report  covered  wages  on  a  quarterly 
basis,  the  quarterly  wages  reported  by  the  States  will  be  compiled 
by  the  Social  Security  Administration  and  maintained  as  an  annual 
amount  for  each  employee.  This  will  make  it  possible  to  apply  the 
annual  quarter-of -coverage  measure  as  provided  by  the  bill  to  State 
and  local  employees.  Section  603(b)  amends  section  218  to  make  it 
consistent  with  this  change. 

Section  603(b)  (1)  of  the  bill  amends  section  218(c)  (8)  of  the  Act 
to  provide  that  a  State  may  modify  its  agreement  to  exclude  services 
performed  by  election  officials  or  election  workers  if  the  remuneration 
paid  was  less  than  $100  in  a  year.  (Under  present  law,  the  services 
may  be  excluded  if  the  remuneration  is  less  than  $50  in  a  calendar 
quarter.) 

Sections  603(b)(2),  603(b)(3),  and  603(b)(4)  of  the  bill  amend 
sections  218 (q)  (4)  (B),  218 (q)  (6)  (B)  ,  and  218 (r)  (1)  respectively  of 
the  Act  to  make  conforming  changes  in  the  rules  pertaining  to  time 
limitations  on  assessments,  credits,  and  refunds  to  take  account  of 
wages  paid  in  a  year  rather  than  wages  paid  in  a  quarter. 

Section  603(c)(1)  amends  section  224(a)  of  the  Act  by  deleting 
the  last  sentence,  so  that  the  authority  of  the  Secretary  to  estimate 
wages  in  determining  the  amount  of  reduction  in  benefit  amounts  in 
certain  cases  where  the  beneficiary  is  also  receiving  workmen's  com- 
pensation payments  will  only  apply  to  years  before  1978.  (Under  an- 
nual reporting,  a  worker's  total  earnings  will  be  reported  on  Forms 
W-2  and  processed  by  the  Social  Security  Administration ;  therefore, 
it  will  not  be  necessary  to  estimate  the  earnings  in  these  cases.) 

Section  603(c)(2)  amends  section  224(f)(2)  of  the  Act,  effective 
January  1,  1979,  to  provide  that  the  periodic  redetermination  of  the 
benefit  reduction  in  cases  where  the  worker  is  also  entitled  to  work- 
men's compensation  will  be  based  on  increases  in  average  yearly  wages 
rather  than  on  increases  in  wages  reported  for  the  first  quarter  of  the 
year.  (Under  present  law,  in  redetermining  the  benefit  reduction,  a 
person's  average  current  earnings  are  increased  by  the  ratio  of  the 
average  of  the  taxable  wages  of  all  persons  reported  to  the  Secretary 
for  the  first  quarter  of  the  year  before  the  year  the  redetermination  is 
made  to  the  average  of  such  wages  for  the  first  quarter  of  the  year  be- 
fore the  year  the  benefit  reduction  was  first  computed.)  Under  the  bill, 
a  person's  average  current  earnings  will  be  increased  by  the  ratio  of  the 
average  of  the  total  wages  reported  to  the  Secretary  of  the  Treasury  or 
his  delegate  for  the  year  before  the  year  the  redetermination  is  made  to 
the  averafife  of  such  wages  for  1977,  or  if  later,  the  vear  before  the  year 
the  benefit  reduction  was  first  computed.  If  a  benefit  reduction  was 
first  computed  before  1978,  the  average  current  earninsfs  will  be  fur- 
ther increased  by  the  ratio  of  the  average  of  the  taxable  wa2:es  reported 
to  the  Secretarv  for  the  first  quarter  of  1977  to  the  averasfe  of  such 
wages  reported  for  the  first  quarter  of  the  year  before  the  year  the 
benefit  reduction  was  first  computed.  The  transitional  provision  is 
needed  since  annual  wage  data  is  not  available  for  years  before  1978. 
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Section  603(d)  of  the  bill  amends  section  229(a)  of  the  Act  to 
provide  that  for  years  after  1977  a  person,  who  was  paid  wages  for 
service  as  a  member  of  a  uniformed  service,  will  be  deemed  to  have 
been  paid  $100  for  each  $300  of  such  wages  to  a  maximum  of  $1,200 
of  deemed  wages  in  any  calendar  year.  (Under  present  law,  a  person 
receives  wage  credits  of  $300  in  any  calendar  quarter  in  which  he 
received  pay  for  such  service;  the  present  law  rule  will  continue  to 
apply  to  calendar  quarters  after  1955  and  before  1978.) 

Section  603(e)  (1)  of  the  bill  amends  section  230(b)  of  the  Act  by 
deleting  the  last  sentence  in  the  matter  after  paragraph  (2),  which 
provides  a  transitional  method  for  automatically  adjusting  the  con- 
tribution and  benefit  base  in  accordance  with  increases  in  quarterly 
wages  for  1978.  However,  quarterly  wage  data  will  not  be  available 
for  1978  since  annual  wages  only  will  be  reported  beginning  in  that 
year. 

Section  603(e)  (2)  of  the  bill  makes  an  editorial  change  in  section 
230(b)  (1)  of  the  Act  to  clarify  it. 

Section  603(e)  (3)  of  the  bill  amends  section  230(b)  (2)  of  the  Act 
to  provide  that  the  contribution  and  benefit  base  will  be  automatically 
adjusted  in  accordance  with  increases  in  average  yearly  wages  rather 
than  with  increases  in  wages  reported  for  the  first  quarter  of  the  year, 
beginning  with  the  determination  to  increase  the  base  in  1980.  (Under 
present  law,  the  transition  from  the  use  of  quarterly  wages  to  the  use 
of  annual  wages  to  determine  the  increases  in  average  wages  will  not 
be  made  until  the  determination  to  increase  the  base  in  1981.)  Under 
the  bill,  the  wage  data  used  to  determine  the  increase  in  average  yearly 
wages,  defined  in  regulations  promulgated  by  the  Secretary,  will  be 
obtained  from  reports  made  to  the  Secretary  of  the  Treasury.  (Forms 
1040  for  1977  and  1978  will  be  used  in  determining  the  base  for  1980, 
and  Forms  W-2  for  1978  and  later  years  will  be  used  in  determining 
the  base  for  years  after  1980.  The  data  will,  beginning  in  1977,  include 
the  reports  of  wages  for  employment  both  covered  and  not  covered 
under  the  Act,  and  will  include  wages  in  excess  of  the  contribution 
and  benefit  base.) 

Miscellcmeous  technical  and  conforming  amendments 
Section  603(f)(1)  of  the  bill  amends  section  202(u)(l)(C)  of 
the  Act  to  provide  that  in  the  case  of  a  person  convicted  of  certain  sub- 
versive activities  after  December  31,  1977,  the  court  may  order,  in 
addition  to  all  other  penalties  provided  by  law,  that  waa:es  paid  to  the 
person  in  the  year  he  was  convicted  or  in  any  prior  year  be  excluded  in 
determining  entitlement  to  social  security  benefits  or  the  amount  of 
the  benefits.  (Under  present  law,  wages  paid  in  the  calendar  quarter 
of  the  conviction  or  any  prior  calendar  quarter  may  be  excluded.) 

Sections  603(f)  (2)  (A)  and  603(f)  (2)  (B)  of  the  bill  amend  section 
205  (c)  (1  of  the  Act  to  redefine  the  term  "period"  as  a  year  rather  than 
a  quarter,  after  1977. 

Section  603(f)  (2)  (C)  of  the  bill  amends  section  205 (o)  of  the  Act 
which  provides  that  railroad  compensation  which  was  remuneration 
for  employment  under  the  Act  will  be  presumed,  in  the  absence  of 
evidence  to  the  contrary,  to  have  been  paid  in  equal  proportions  with 
respect  to  all  months  in  the  year  in  which  the  employee  rendered 
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services,  by  limiting  the  provision  to  compensation  for  years  before 
1978  (prior  to  annual  reporting).  Section  603(g)  of  the  bill  provides 
that  the  amendments  made  by  subsection  (b)  will  apply  with  respect  to 
remuneration  paid  after  December  31, 1977 ;  the  amendments  made  by 
subsections  (d)  and  (f)(2)  will  be  effective  January  1,  1978;  and 
except  as  otherwise  specifically  provided,  the  remaining  amendments 
made  by  the  section  will  be  effective  January  1, 1979. 

Part  B — Amendments  to  the  Internal  Revenue  Code  of  1954 

Section  611,  Deduction  of  Tax  from  Wages 

Section  611(a)  of  the  bill  amends  section  3102(a)  of  the  Internal 
Revenue  Code  of  1954  to  provide  that  an  employer  may  deduct  social 
security  taxes  from  the  remuneration  paid  an  employee  rendering 
services  not  in  the  course  of  the  employer's  trade  or  business  or  services 
described  in  section  3121  (d)  (3)  (C)  of  the  Code  even  though  the  total 
remunejation  paid  the  employee  in  the  year  by  the  employer  is  less 
than  $100.  (Under  present  law,  an  employer  may  deduct  the  taxes 
even  though  the  total  remuneration  in  a  quarter  is  less  than  $50.) 

Section  611  (b)  of  the  bill  amends  section  3102(c)  of  the  Code,  which 
pertains  to  the  special  rule  for  deducting  from  wages  the  social  se- 
curity tax  on  tips,  to  provide  that  the  taxes  will  be  deducted  from 
wages  paid  and  reported  on  a  yearly  basis  rather  than  wages  paid  and 
reported  on  a  quarterly  basis. 

Section  611(c)  of  the  bill  provides  that  the  amendments  will  be 
effective  with  respect  to  remuneration  paid  and  to  tips  received  after 
December  31,  1977. 

Section  612.  Technical  and  conforming  amendments 

Section  612(a)  of  the  bill  amends  sections  3121(a)(7)(C)  and 
3121(a)  (10)  of  the  Internal  Revenue  Code  [to]  of  1954  to  conform 
to  amendments  made  by  sections  601(a)  (1)  and  601(a)  (2)  of  the  bill. 

Section  612(b)  of  the  bill  adds  a  new  section  3121(a)  (16)  to  the 
Code  to  conform  to  the  addition  to  the  Social  Security  Act  made  by 
section  601(a)(3)(A)  of  the  bill. 

Section  612(c)  of  the  bill  amends  section  3121(b)  (10)  of  the  Code 
to  conform  to  amendments  made  by  section  601(a)  (3)  (B)  of  the  bill. 

Section  612(d)  of  the  blil  amends  sections  3121(b)  (17)  (A)  and 
3121(g)(4)(B)  of  the  Code  to  conform  to  amendments  made  by 
section  601(a)(1)  of  the  bill. 

Section  612(e)  of  the  bill  provides  that  the  amendments  will  be 
effective  with  respect  to  remuneration  paid  and  services  rendered 
after  December  31,  1977. 

Part  C — Conforming  Amendment  to  the  Railroad  Retirement  Act 

of  1974 

Section  621.  Computation  of  employee  annuities 

Section  621(a)  of  the  bill  amends  section  3(f)  (1)  of  the  Railroad 
Retirement  Act  of  1974  which  provides  that  for  purposes  of  comput- 
ing railroad  retirement  annuities,  wages  covered  under  social  security 
lare  assumed  to  have  been  paid  in  equal  proportion  with  respect  to  all 
months  in  the  calendar  year,  by  limiting  application  of  the  provision 
to  years  before  1978  (before  annual  reporting). 
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Section  621(b)  of  the  bill  provides  that  the  amendment  would  be 
effective  January  1,  1978. 

Section  701.  Actuarial  reduction  of  heneflt  increases  to  te  applied  as 
of  time  of  original  entitlement 

Section  701(a)  of  the  bill  amends  section  202  (q)  (4)  of  the  Act  to 
provide  that  where  a  worker's  PIA  reduced  under  this  subsection  is 
increased,  the  amount  of  the  reduction — after  any  adjustment  under 
paragraph  (7)  for  months  benefits  were  not  payable  after  the  entitle- 
ment month  and  before  age  65  (62  and  65  for  widows  and  widowers) — 
will  be  reduced,  beginning  with  the  month  the  PIA  increase  is  effec- 
tive, as  though  the  increased  PIA  had  been  in  effect  from  the  first 
month  of  entitlement.  This  change  is  effective  for  PIA  increases  and 
for  increases  in  benefits  after  the  application  of  paragraph  (7)  that 
are  payable  for  months  after  December  1977. 

Section  701  (b)  of  the  bill  provides  that  for  beneficiaries  entitled  to 
benefits  reduced  under  section  202 (q)  (1)  and  (3)  prior  to  January 
1978,  each  time  there  is  an  increase  in  primary  insurance  amounts 
the  amount  of  reduction  will  be  increased  by  the  same  percentage  as 
the  primary  insurance  amounts  are  increased.  When  a  person's  benefits 
are  increased  under  paragraph  (7)  because  of  months  in  which  he 
did  not  receive  reduced  iDenefits,  the  amount  of  the  reduction  will 
be  decreased^ — 

(1)  for  those  getting  old-age  or  spouses'  benefits,  by  the  ratio 
of  the  number  of  months  in  the  adjusted  reduction  period  to 
the  number  of  months  in  the  reduction  period ; 

(2)  for  those  getting  widows'  or  widowers'  benefits  for  the 
month  in  which  they  attain  age  62  by  the  ratio  of  (A)  the  num- 
ber of  months  in  the  reduction  period  beginning  with  age  62  times 
19/40  of  1  percent  plus  the  number  of  months  in  the  adjusted 
reduction  period  prior  to  age  62,  plus  the  number  of  months  in 
the  adjusted  additional  reduction  period  times  43/240  of  1  per- 
cent to  (B)  the  number  of  months  in  the  reduction  period  multi- 
plied by  19/40  of  1  percent  plus  the  number  of  months  in  the 
additional  reduction  period  multiplied  by  43/240  of  1  percent  and 

(3)  for  those  erettinflf  widows'  and  widowers'  insurance  bene- 
fits for  the  month. in  which  they  attain  age  65  by  the  ratio  of  (A) 
the  number  of  months  in  the  adjusted  reduction  period  times 
19/40  of  1  percent,  plus  the  number  of  months  in  the  adjusted 
additional  reduction  period  times  43/240  of  1  percent  to  (B)  the 
number  of  months  in  the  reduction  period  beginning  with  age  62 
times  19/40  of  1  percent,  plus  the  number  of  months  in  the  ad- 
justed reduction  period  prior  to  age  62  times  19/40  of  1  percent, 
plus  the  number  of  months  in  the  adjusted  additional  reduction 
period  by  43/240  of  1  percent.  The  amount  of  any  decrease  if  not 
a  multiple  of  $.10  would  be  rounded  to  the  next  lower  multiple 
of  $.10. 

Section  701(c)  of  the  bill  provides  that  when  a  person  is  entitled  to 
two  or  more  benefits  and  one  or  more  of  them  are  reduced  under  this 
subsection  as  amended  by  this  Act,  subsection  (b)  of  this  Act  will 
apply  separately  to  each  reduced  benefit  before  the  application  of 
section  202  (k),  which  pertains  to  the  method  for  offsetting  benefits 
when  a  person  is  entitled  to  more  than  one  benefit.  Also,  paragraph 
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(4)  of  this  subsection  as  amended  by  this  Act  will  continue  to  operate 
in  conjunction  with  paragraph  (3)  of  this  subsection. 

Section  701(d)  (1)  of  the  bill  amends  section  202(q)  (7)  (C)  of  the 
Act  to  provide  that  the  reduction  made  in  wife's  or  husband's  benefits 
will  be  adjusted  at  age  65  for  any  months  of  nonentitlement  to  those 
benefits  between  ages  62  and  65. 

Section  701(d)  (2)  of  the  bill  amends  section  202(q)  (3)  (H)  of  the 
Act  to  provide  that  a  widow's  insurance  benefit  will  be  reduced  under 
paragraph  (1)  of  this  subsection  if  a  widow  becomes  entitled  to  an  old- 
age  benefit  and  a  widow's  benefit  in  the  same  month. 

TITLE  VII  MISCELLANEOUS  PROVISIONS 

Section  702,  Elimination  of  certain  optional  payment  procedures 
under  the  old-age,,  survivors^  amd  disability  insurance  program 
Section  702  of  the  bill  provides  that  monthly  cash  benefits  will  not 
be  paid  retroactively,  with  certain  exceptions,  for  any  month  before 
the  month  in  which  the  application  was  filed  when  such  retroactivity 
would  result  in  permanently  reduced  benefits. 

Section  702(a)(1)  amends  Section  202(j)  of  the  Social  Security 
Act,  which  deals  with  applications  for  benefits,  to  provide  that  entitle- 
ment to  benefits  will  be  subject  to  this  provision. 

Section  702(a)  (2)  further  amends  Section  202(j)  by  adding  a  new 
subsection  (4).  Subsection  4(A)  provides  that  no  individual  will  be 
entitled  to  benefits  for  any  month  prior  to  the  month  in  which  he  filed 
an  application  if  the  effect  of  the  entitlement  would  be  to  permanently 
reduce  his  monthly  benefits. 

Subsection  4(B)  provides  several  exceptions  to  subparagraph  (A)  : 
4(B)  (i)  exempts  an  individual  for  any  month  in  which  he  or 
she  has  a  dependent  who  is  entitled  to  unreduced  benefits  based  on 
the  individual's  wage  record ; 

4(B)  (ii)  exempts  an  individual  applying  for  benefits  as  a  dis- 
abled surviving  spouse  or  surviving  divorced  spouse^  for  any 
month  before  he  or  she  attained  age  60 ; 

4(B)  (iii)  exempts  an  individual  who  in  the  year  in  which  he 
files  the  application  had  excess  earnings  (under  the  retirement 
test)  which  could  be  charged  to  such  prior  months. 
Section  702(a)  (3)  amends  Section  226(h)  of  the  Act,  by  adding  a 
new  paragraph  (e) ,  which  provides  that,  for  purposes  of  determining 
entitlement  to  such  benefits,  an  individual  entitled  to  disabled  surviv- 
ing spouse's,  or  surviving  divorced  spouse's  benefits  would  also  be 
deemed  to  be  exempted  from  the  limit  on  retroactivity. 

Section  702(b)  provides  that  the  amendments  made  by  this  section 
would  be  effective  with  respect  to  applications  for  benefits  under  title 
II  of  the  Social  Security  Act  filed  after  December  31, 1977. 

Section  703.  Early  mailing  of  henefit  checks  where  regularly  scheduled 
delivery  day  falls  on  Saturday^  Sunday,^  or  legal  holiday 
Section  703  (a)  of  the  bill  adds  a  new  section,  section  708,  to  title 
VII  of  the  Social  iSecurity  Act,  which  deals  with  the  administration 
of  the  programs  covered  by  the  Social  Security  Act. 
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Section  708(a)  requires  that,  when  the  date  of  delivery  for  either 
social  security  or  gupplemental  security  income  checks  falls  on  a  Sat- 
urday, Sunday,  or  legal  public  holiday,  the  checks  would  be  delivered 
on  the  first  day  precSiing  that  day  which  is  not  a  Saturday,  Sunday, 
or  legal  public  holiday,  even  if  delivery  would  be  made  before  the  end 
of  the  month  for  which  such  checks  are  issued. 

Section  708  (b)  amends  Sections  204  and  1631  (b)  of  the  Act,  both  of 
which  deal  with  correct  payment  amounts,  to  provide  that  no  attempt 
will  be  made  to  recover  incorrect  payments  that  occur  solely  because 
payment  was  made  early  under  this  provision. 

Section  703(b)  provides  that  the  amendments  made  by  this  section 
will  be  effective  with  benefit  checks  regularly  scheduled  for  delivery 
on  or  after  the  thirtieth  day  after  enactment  of  this  Act. 

Section  70Ji„  Definition 

Section  704  of  the  bill  defines  the  term  ^^Secretary,"  as  used  in  the 
bill,  as  the  Secretary  of  Health,  Education,  and  Welfare,  unless  it  is 
otherwise  indicated  by  the  context. 

VI.  Other  Matters  To  Be  Discussed  Under  the  Kules  of  the  House 

In  compliance  with  clause  2(1)  (2)  (B)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  following  statement  is  made  rela- 
tive to  the  vote  by  your  committee  on  the  motion  to  report  the  bill,  as 
amended.  A  total  of  23  votes  were  cast  for  reporting  the  bill,  a  total 
of  14  votes  were  cast  against  reporting  the  bill. 

In  compliance  with  clause  2(1)(3)(A)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  following  statement  is  made  relative 
to  oversight  findings  by  your  committee.  As  a  result  of  investigations 
conducted  by  the  Subcommittee  on  Social  Security,  your  committee 
concluded  that  it  is  necessary  and  desirable  to  enact  legislation  to 
ensure  adequate  financing  of  the  Old  Age,  Survivors  and  Disability 
Insurance  programs. 

In  compliance  with  clause  2(1)  (3)  (D)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  your  committee  states  that  no  oversight 
findings  or  recommendations  have  been  submitted  to  your  committee 
by  the  Committee  on  Government  Operations  with  respect  to  the  sub- 
ject matter  contained  in  the  bill. 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  the  following  statement  is  made  relative  to  the 
costs  incurred  in  carrying  out  this  bill.  A  complete  discussion  of  the 
costs  of  the  social  security  program  provisions  of  the  bill  is  contained 
in  section  IV  of  this  report,  which  describes  the  financing  of  the 
amended  programs.  The  following  table  sets  forth  the  estimated  addi- 
tional income  and  outgo  of  the  social  security  trust  funds  under  present 
law  resulting  from  the  provisions  of  this  bill,  for  fiscal  years  1978 
through  1983. 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  the  Committee  estimates  that  enactment  of 
H.R.  9346  will  not  have  a  significant  inflationary  impact  on  the  na- 
tional economy.  There  are  factors  working  in  opposite  directions.  The 
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first  factor  is  that  the  increase  in  payroll  taxes  on  the  employer  would 
likely  result  in  higher  consumer  prices,  to  the  extent  that  they  would 
be  passed  forward  to  consumers  in  the  form  of  higher  product  prices. 
Counteracting  this  effect  are  two  opposing  factors.  The  first  would  be 
the  anti-inflationary  effect  of  higher  employee  taxes  which  would  de- 
crease consumer  demand.  The  second  is  that  if  trust  fund  outgo  was 
allowed  to  exceed  income  by  substantial  margins,  as  is  currently  pro- 
jected, this  increased  consumer  income  would  likely  result  in  substan- 
tial inflationary  pressure.  Thus  on  balance,  the  Committee  believes 
that  net  inflationary  pressures  will  be  very  small  or  negligible  because 
attempts  by  firms  to  raise  their  product  prices  to  recoup  higher  em- 
ployer payroll  taxes  will  be  offset  by  reduced  demand  for  their 
products. 

ESTIMATED  ADDITIONAL  INCOME  AND  ADDITIONAL  OUTGO  OF  THE  OASI  AND  Dl  TRUST  FUNDS,  COMBINED,  OVER 
PRESENT  LAW,  RESULTING  FROM  PROVISIONS  OF  THE  COMMITTEE  BILL,  FISCAL  YEARS,  1978-85 

[In  billionsl 


Additional  Additional 
income  outgo 


Fiscal  year: 


1978   $2.2  -$0.3 

1979       5.9  .4 

1980   8.5  .5 

1981     12.3  .1 

1982   24.3^  -.6 

1983   31.7  -1.3 


Estimated  additional  income  to  the  HI  trust  fund  over  present  law,  resulting 
from  provisions  of  the  committee  till,  fiscal  years  1978-83 

Additional 


income 

Fiscal  years:  {Miiiona) 

1978  -$1. 1 

1979   -1.8 

1980  —   -1.  2 

1981   -0. 2 

1982  -   2.  6 

1983   .   4.2 


Note :  Additional  outgo  over  present  law,  resulting  from  provisions  of  the  committee 
bill,  is  less  than  $50,000,000  in  any  year. 

Your  committee's  cost  estimates  relating  to  the  provisions  of  the  bill, 
which  were  furnished  to  the  committee  by  the  Department  of  Health, 
Education,  and  Welfare,  constitute  the  best  information  available  at 
this  time. 

In  compliance  with  Clause  2(1)  (3)  (B)  of  Rule  XI  of  the  Rules  of 
the  House  of  Representatives  your  committee  advises  that  H.R.  9346, 
as  reported  by  your  committee,  involves  no  new  or  increased  tax  ex- 
penditures, and  the  new  budget  authority  involved  therein  is  tabulated 
in  the  report  of  the  Congressional  Budget  Office,  below. 

In  compliance  with  Clause  2(1)  (3)  (C)  of  Rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  cost  estimate  supplied  your  commit- 
tee by  the  Congressional  Budget  Office  follows : 
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U.S.  Congress, 
Congressional  Budget  Office, 
Washington,  D,0.,  October  12, 1977, 

Hon.  Al  Ullman, 

Chairman,  Committee  on  Ways  and  Means, 

U.S.  Home  of  Representatives,  Washington,  D.C. 

Dear  Mr.  Chairman  :  Pursuant  to  Section  403  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  prepared  the 
attached  cost  estimate  for  H.R.  5383,  the  Social  Security  Financing 
Amendments  of  1977. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide 
further  details  on  the  attached  cost  estimate. 
Sincerely, 

James  Blum, 
(For  Alice  M.  Rivlin,  Director.) 

Congressional  Budget  Office,  Cost  Estimate 

1.  Bill  number:  H.R.  9346. 

2.  Bill  title :  Social  Security  Financing  Amendments  of  1977. 

3.  Bill  status :  As  reported  by  the  House  Ways  and  Means  Commit- 
tee, October  12, 1977. 

4.  Purpose  of  bill:  The  primarjr  purposes  of  this  bill  are  (1)  to 
strengthen  the  financing  of  the  social  security  system;  (2)  to  reduce 
the  effect  of  wage  and  price  fluctuation  on  the  system's  benefit  struc- 
ture; (3)  to  extend  compulsory  coverage  to  employees  of  the  federal 
government,  of  State  and  local  governments  and  of  nonprofit  orga- 
nizations; (4)  to  allow  higher  earnings  for  social  security  recipients; 
(5)  to  eliminate  certain  gender  based  distinctions.^ 

5.  Cost  estimate : 

title  i 

difference  between  social  security  revenues  under  current  law  and  house  ways  and  means  de- 
cisions, unified  budget  basis,  measured  as  estimated  ways  and  means  revenues  minus  current 
law  revenues  1 

[In  billions  of  dollars] 


Item  1978  1979  1980  1981  1982 


OASI      0  2.1  4.0  6.8  8.8 

Dl   2.3  3.5  4.0               4.6  5.3 

OASDI    2.3  5.6  8.0  11.4  14.1 

HI    -1.0  -1.1  -.9                .2  .8 

OASDHI     1.3  4.5  7.1  11.6  14.9 


1  Estimates  based  on  Congressional  Budget  Office  macroeconomic  assumptions. 

The  above  table  displays  the  differences  between  revenues  under  cur- 
rent law  and  under  the  Ways  and  Means  proposal.  Total  Old  Age  Sur- 
vivors Disability  Health  Insurance  (OASDHI)  tax  rates  are  not 
changed  from  current  through  calendar  year  1980  under  the  Ways  and 
Means  proposal,  but  are  increased  above  current  law  beyond  1980. 
Under  the  Ways  and  Means  proposal,  however,  a  larger  share  of 
OASDHI  receipts  go  into  the  DI  funds  than  under  current  law,  with 
the  HI  fund  receiving  a  smaller  share  than  under  current  law. 
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The  Ways  and  Means  proposal  replaces  the  mechanism  that  auto- 
matically adjusts  the  level  of  the  taxable  maximum  with  set  levels  of 
taxable  maximum.  (Similar  to  current  law,  each  year's  taxable  maxi- 
mum applies  equally  to  employers  and  employees.)  The  proposed  tax- 
table  maximums  are  on  average  $7,000  higher  than  the  estimated  levels 
under  current  law.  The  affect  of  this  is  to  increase  taxable  wages  and 
social  security  revenues. 

Budget  authority  under  the  bill  would  increase  by  approximately 
the  same  amount  as  receipts  in  fiscal  year  1978.  Thereafter,  budget 
authority  would  increase  by  more  than  receipts  because  of  the  addi- 
tional interest  income  generated  by  the  larger  trust  fund  balances. 


TITLES  ll-VIII— EFFECTS  ON  OUTLAYS  OF  PROPOSED  MAJOR  PROVISIONS:  INCREASES  IN  OUTLAYS  FOR  FISCAL 

YEARS  1978-83 

[In  billions  of  dollars) 


1978 

1979 

1980 

1981 

1982 

1983 

Decoupling!  

0 

0 

-0.3 

-0.7 

-1.3 

-2.1 

Raise  exempt  amount  in  retirement 

test   

0) 

.2 

.2 

.2 

.3 

.3 

Limit  windfall  increases  for  early 

retirees  

0 

-.2 

-.4 

-.7 

-.9 

-1.2 

Expand  benefits  to  divorced  spouses... 

0 

.2 

.2 

.2 

.2 

.2 

Elimination  of  marriage  as  a  bar  to 

benefit  entitlement  

0 

1.3 

1.4 

1.6 

1.7 

1.9 

Elimination  of  monthly  retirement 

test   

-.2 

-.2 

-.2 

-.2 

-.2 

-.3 

Elimination  of  retroactive  benefits 

-.2 

-.4 

-.5 

-.6 

-.6 

-.6 

Totals  

-.4 

.9 

.4 

-.2 

-1.8 

-2.8 

1  Includes  freezing  of  minimum  benefit  and  increment  in  delayed  retirement  credit. 

2  Less  than  $50,000,000. 

3  Total  includes  minor  costs  and  savings  of  other  provisions. 


Background  for  the  main  estimates  is  given  below. 

TITLE    II  STABILIZATION    OF    REPLACEMENT    RATES    IN    THE  OLD-AGE, 

SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAMS 

This  provision  changes  the  procedure  for  calculating  primary  in- 
surance amounts  for  persons  becoming  eligible  for  old-age,  survivor 
or  disability  benefits,  starting  January  1,  1979.  A  10-year  transition 
period  allow^s  new  retiree  (but  not  disability  or  survivor  cases)  the 
choice  of  calculating  benefits  on  the  new  basis  or  using  the  1979  bene- 
fit formula. 

The  new  system  is  "decoupled"  in  that  primary  insurance  amounts 
(PIA's)  for  new  beneficiaries  will  be  determined  by  a  different  pro- 
cedure tran  will  be  used  to  index  benefits  of  existing  beneficiaries. 
For  the  latter  group,  benefits  will  in  effect  be  subject  to  the  same  auto- 
matic adjustments  for  charges  in  the  Consumer  Price  Index  as  under 
current  law. 

Under  the  new  procedure  the  PIA  for  new  beneficiary  awards  would 
be  calculated  as:  90  percent  of  the  first  $180  of  average  indexed 
monthly  earnings  (AIME),  32  percent  of  the  next  $905  of  AME  and 
15  percent  of  AIME  over  $1,085.  The  "bend  points"  in  the  formula 
are  to  be  adjusted  (i.e.,  indexed)  each  year  for  changes  in  average 
wages.  As  indicated  in  the  bill  the  adjustments  w^ould  be  based  on 
changes  in  "the  average  of  the  total  w^ages  reported  to  the  Secretary 
of  the  Treasury."  The  precise  construction  of  the  average  of  the  total 
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wages  is  not  specified  by  the  bill,  but  is  to  be  defined  in  regulations  of 
the  Secretary  of  Health,  Education,  and  Welfare. 

Because  of  the  dependence  on  "wage  indexing"  in  the  new  procedure, 
it  is  difficult  to  estimate  the  effects  on  costs  of  the  new  decoupled  for 
mula  without  knowing  how  "the  average  of  the  total  wages"  would 
be  measured.  One  interpretation  would  be  that  an  actual  wage  index 
would  be  constructed  in  a  manner  analagous  to  that  of  the  Consumer 
Price  Index.  Such  an  index  would  be  adjusted  for  changes  in  the  ex- 
perience and  skill  of  the  work  force  and  would  be  unaffected  by 
changes  in  hours  and  weeks  worked  per  worker.  Another  interpreta- 
tion of  the  bill  would  be  that  total  wages  would  be  the  sum  of  wages 
subject  to  withholding,  as  reported  to  the  Internal  Revenue  Service, 
and  divided  by  the  number  of  individuals  reported  on  the  withholding 
statements.  In  this  case  the  change  in  average  wages  could  be  quite 
unpredictable  and  would  be  affected  by  factors  such  as  changes  in 
hours  and  weeks  worked  per  individual  and  by  changes  in  the  rate  of 
job  turnover  (since  the  number  of  different  employees  each  wage 
earner  works  for  would  affect  the  total  number  of  workers  as  re- 
ported by  employers  on  their  W-2  forms) . 

In  addition  to  the  provision  for  decoupling,  the  new  benefit  compu- 
tation procedure  provides  that  the  regular  minimum  benefit  would  be 
frozen  at  the  level  in  effect  at  the  end  of  1978  and  that  retirement  bene- 
fits would  be  increased  by  3  percent  (instead  of  1  percent  as  in  current 
law)  for  each  year  retirement  is  delayed  beyond  the  age  of  65  and  up 
to  the  age  of  72. 

The  actuaries  of  the  Social  Security  Administration  have  made 
the  above  estimates  of  the  effect  of  decoupling  (including  the  changes 
in  the  minimum^ benefit  and  the  delayed  retirement  increment).  The 
accuaries'  estimates  assume  that  for  purposes  of  implementing  the 
decoupling  proposal  "average  earnings"  would  increase  at  a  rate  con- 
sistent with  that  shown  in  the  1977  trustees'  report.  The  new  benefit 
formula  yields  a  saving  over  current  law  because  under  the  trustees' 
assumptions  of  futue  inflation,  the  relation  between  benefits  and  past 
earnings  would  rise  faster  than  under  the  provisions  of  the  bill. 

TITLE  III  COVERAGE  UNDER  OASDI 

The  bill  extends  mandatory  coverage  to  employees  of  the  federal 
government  and  to  those  employees  of  state  and  local  governments 
and  of  nonprofit  organizations  who  are  not  now  covered.  The  provision 
is  to  take  effect  in  1982.  The  way  in  which  the  civil  service  retirement 
system  and  social  security  would  be  integrated  is  not  specified  in  the 
bill  but  is  to  be  the  subject  of  a  study  made  by  the  Secretary  of  Health, 
Education,  and  Welfare.  The  study  would  be  expected  to  provide  a 
plan  by  1980. 

Until  the  details  of  a  plan  are  given  it  is  not  possible  to  estimate 
the  potential  costs  or  savings  to  the  system  or  to  the  federal  budget  of 
extending  social  security  coverage. 

Other  provisions  of  Title  III  would  have  negligible  effects  on  reve- 
nues and  outlays  over  the  next  five  years. 

TITLE  IV  ELIMINATION  OF  GENDER-BASED  DISTINCTIONS  UNDER  OASDI 

The  provisions  of  Part  A  which  equalize  the  treatment  of  men  and 
women  with  respect  to  different  aspects  of  benefit  eligibility  would 
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have  a  minor  effect  on  outlays,  increasing  them  by  less  than  $5  million 
a  year. 

Part  B  would  add  two  provisions  with  cost  implications.  The  bill 
eliminates  marriage  or  remarriage  as  a  factor  terminat-ing  or  reducing 
benefits.  For  example,  under  current  law  a  widow  or  widower  who 
remarries  loses  eligibility  for  survivor  benefits.  The  bill  would  allow 
such  cases  to  retain  survivor  benefits  after  remarriage  as  long  as  other 
conditions  of  eligibility  for  survivor  benefits  were  met.  In  addition,  the 
bill  reduces  from  20  years  to  5  years  the  duration-of-marriage  require- 
ment for  divorced  spouses  of  retired  or  deceased  workers  Avith  respect 
to  eligibility  for  spouse  or  survivor  benefits. 

The  estimates  were  developed  in  the  following  way.  It  is  known  that 
there  are  about  400,000  married  aged  women  who  had  been  widows 
before  remarriage.  Xot  all  would  benefit  under  the  new  law  since  the 
widow's  own  benefit  as  a  worker  or  her  spouse  benefit  on  her  new 
husband's  record  could  exceed  her  survivor's  benefit  on  the  deceased 
husband's  record.  It  is  known  that  about  69  thousand  remarried  widows 
in  1977  were  receiving  spouse  benefits  on  their  deceased  husbands' 
records  which  they  can  now  do  under  current  law.  This  group  would 
under  the  new  law  roughly  double  their  benefits  at  a  cost  of  about  $120 
million  in  1979.  In  addition,  it  was  assumed  that  another  200  thousand 
aged  remarried  widows  would  become  eligible  for  the  difference  be- 
tween their  spouse  benefits  (or  worker  benefits)  and  their  survivor 
benefits  at  an  estimated  cost  of  $260  million  in  1979.  Based  on  historical 
data  on  the  number  of  terminations  of  benefits  each  year  for  widowed 
mothers  (and  children)  because  of  remarriage  (or  marriage)  it  was 
estimated  that  an  additional  350  thousand  persons  would  qualify  for 
benefits  under  the  bill  who  would  have  had  benefits  terminated  under 
current  law.  Additional  costs  for  this  group  are  estimated  at  about 
$850  million  in  1979.  Estimates  on  the  provision  for  divorced  spouses 
and  survivors  are  those  of  the  SSA  actuaries. 

TITLE  V  CHANGE  IX  THE  EARNINGS  TEST 

The  bill  would  raise  to  $4,000  in  1978  and  to  $4,500  in  1979  the 
amount  of  earnings  a  beneficiary  aged  65  to  72  years  may  have  without 
losing  any  retirement  benefits.  Under  current  law  these  amounts  are 
projected  to  be  $3,240  in  1978  and  $3,480  in  1979.  After  1979,  the  ex- 
empt amount  would  rise  based  on  the  rise  in  annual  earnings. 

The  estimate  was  based  on  files  showing  the  earnings  and  potential 
benefits  of  persons  aged  65  and  over  in  1973  and  1975.  It  was  assumed 
that  the  relation  between  earnings  and  benefits  would  remain  the  same 
over  time  although  the  level  of  earnings  and  benefits  would  rise  in 
accordance  with  CBO  assumptions  about  wage  increases  and  increases 
in  the  CPI.  Because  of  the  increase  in  the  exempt  amount  some  indi- 
viduals who  have  lost  all  benefits  would  receive  a  benefit  and  many 
would  receive  higher  benefits.  The  estimated  increases  in  outlays  are 
shown  in  the  summary  table  above. 

5.  Estimate  comparison :  None. 

6.  Previous  CBO  estimate  :  None. 

7.  Estimate  prepared  by :  June  O'Neill. 

8.  Estimate  approved  by : 

James  L.  Blum, 
Assistant  Director  for  Budget  Analysis. 


VIII.  INDIVIDUAL  VIEWS  OF  HON.  SAM  M.  GIBBONS 


The  social  security  system  is  in  a  mess.  This  bill  does  not  correct 
it  ...  or  even  come  close  to  correcting  it.  In  some  ways  it  makes  the 
situation  worse  because,  by  increasing  the  taxes  levied  without  correct- 
ing the  fundamental  problems  of  the  system,  the  bill  moves  us  away 
from  a  solution  instead  of  toward  one. 

The  social  security  program  has  both  short  run  and  long  run  prob- 
lems. Both  of  these  are  serious.  The  bill  attempts  to  solve  the  short 
run  problems  but  it  fails.  It  does  not  even  attempt  to  solve  the  long  run 
problems. 

Once  again  we  are  raising  revenues  and  once  again  we  are  increas- 
ing benefits.  This  cannot  go  on  forever  and  in  fact  it  has  already  gone 
too  far. 

At  present  there  are  slightly  more  than  three  persons  in  the  nation's 
work  force  for  each  person  drawing  social  security  benefits.  By  the 
year  2015  A.D.,  there  will  be  only  one  person  in  the  work  force  for 
each  person  receiving  benefits.  At  that  time  or  before,  there  will  be  a 
revolt  by  those  who  are  forced  to  carry  the  burden  of  financing  this 
program. 

The  Ways  and  Means  Committee  has  failed  in  its  responsibility  to 
produce  a  solution  to  the  short  run  or  the  long  run  problems  of  the 
social  security  program.  I  cannot  support  this  legislation. 

Sam  M.  Gibbons. 
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IX.  DISSENTING  VIEWS  OF  HON.  JOSEPH  L.  FISHER 


The  Social  Security  financing  bill  as  approved  by  the  Ways  and 
Means  Committee  is  a  big  step  toward  reversing  the  outflow  of  funds 
from  the  Trust  Funds  of  the  system.  Although  I  did  not  think  the 
Committee  should  report  the  bill  with  the  provision  for  universal 
coverage  of  all  Federal,  State,  and  local  government  and  non-profit 
organization  employees,  I  did  believe  that  the  balance  of  the  bill 
offered  many  improvements.  The  bill  accelerates  the  increase  in  the 
wage  base  subject  to  the  employment  tax ;  it  corrects  the  overindexing 
of  future  benefits ;  it  removes  inequities  in  the  treatment  of  widows, 
widowers,  and  divorced  persons ;  it  increases  the  amount  of  wages  that 
retirees  can  earn  before  their  Social  Security  benefits  are  reduced, 
and  it  provides  standby  loan  authority  to  bolster  the  trust  funds  if 
they  fall  below  a  certain  level.  The  net  effect  of  these  changes  is  to 
assure  retirees  and  workers  that  the  Social  Security  system  will  re- 
main capable  of  paying  them  the  benefits  they  have  worked  for  and 
been  promised  by  Congress.  The  increased  taxes  will  continue  to  be 
shared  equally  by  individuals  and  employers.  Meeting  the  higher  cost 
will  not  be  pleasant,  but  it  is  necessary  to  put  Social  Security  on  a 
long-term  basis.  But  the  extension  of  mandatory  coverage  to  govern- 
ment employees,  even  if  set  for  1982,  is  unwise  at  least  until  an  ana- 
lysis of  the  economic  impact  can  be  made,  and  in  the  case  of  Federal 
workers,  a  plan  worked  out  and  enacted  to  integrate  Social  Security 
with  the  existing  Civil  Service  Retirement  system  without  any  loss 
or  harm  to  government  workers. 

The  tax  increases  and  some  other  changes  in  the  bill  are  intended 
and  expected  to  keep  the  three  Trust  Funds  from  falling  below  25  per- 
cent of  annual  payments.  If  the  calculations  are  wrong  and  the  re- 
serves should  be  depleted  below  that  level,  then  the  bill  would  permit 
the  Old  Age  and  Survivors  Insurance  (OASI)  and  the  Disability 
Insurance  (DI)  Trust  Funds  to  borrow  funds  from  the  general  treas- 
ury to  replenish  the  reserves.  No  borrowing  authority  is  provided  for 
the  Health  Insurance  Trust  Fund  which  is  in  good  condition  anyway. 
To  assure  that  the  loans  are  repaid  the  committee  also  approved  a 
temporary  payroll  tax  increase  to  be  triggered  if  the  loans  are  made. 
Should  that  situation  arise,  I  believe  that  the  Subcommittee  on  Social 
Security  should  be  expected  immediately  to  develop  a  proposal  to 
strengthen  the  system  in  order  to  eliminate  the  need  to  borrow,  either 
by  changing  the  tax  rate,  the  wage  base,  benefits,  or  whatever  is  neces- 
sary. The  standby  loan  authority  may  be  a  necessary  psychological 
safeguard,  but  the  Committee  should  never  allow  the  system  to  be- 
come so  weak  that  it  has  to  be  invoked. 

The  universal  coverage  provision  is  the  most  objection  able  feature 
of  the  bill,  not  because  coverage  for  all  workers  is  inherently  a  bad 
policy,  but  because  the  consequences  of  extending  mandatory  coverage 
to  the  remaining  6  to  7  million  workers  not  presently  covered  have  not 
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been  fully  explored.  Nearly  half  these  workers  are  Federal  employees 
and  most  of  the  remainder  work  for  state  and  local  governments.  The 
revenue  to  the  system  expected  to  come  from  universal  coverage  in 
1982  is  $13.5  billion.  Because  the  tax  is  shared  equally  by  employer  and 
employee,  half  of  this  infusion  of  revenue  will  come  from  Federal, 
state,  and  local  treasuries.  The  Committee  may  have  rejected  direct 
general  revenue  financing  of  Social  Security  but  apparently  it  is 
willing  to  accept  general  revenues  through  the  back  door.  The  Federal 
employer  share  will  have  to  be  paid  either  from  an  increase  in  income 
taxes  or  in  the  deficit.  The  transfer  of  Federal  general  treasury  funds 
to  the  Social  Security  Trust  Fund  will  take  place  whether  or  not 
coordination  is  worked  out  between  Civil  Service  Retirement  and 
Social  Security.  Even  more  disturbing  is  the  prospect  that  state  and 
local  governments  will  have  to  pay  nearly  $4  billion  more  in  1982  to  the 
Federal  treasury  as  the  employer  share  of  Social  Security  taxes.  Some 
30  percent  of  state  and  local  government  employees  are  not  now  under 
Social  Security.  These  jurisdictions  will  have  to  raise  the  funds  for 
the  employer  share  in  some  way.  One  way  would  be  to  reduce  existing 
pension  benefits,  which  may  not  be  permissible  under  the  law.  Another 
way  would  be  to  hike  the  property  tax  and  other  regressive  taxes  which 
are  the  mainstay  of  local  government  finance. 

Since  1950  State  and  local  governments  have  been  able  voluntarily 
to  bring  their  employees  under  Social  Security.  The  proportion  of  em- 
ployees so  covered  reached  the  70  percent  level  in  the  early  1960's  and 
has  been  stable  at  that  point.  Clearly,  for  various  reasons,  state  and 
local  governments  have  decided  that  it  was  not  in  their  best  interests 
to  bring  the  remainder  of  their  employees  under  this  coverage.  With- 
out a  thorough  study  of  those  reasons,  this  Committee  should  not 
arbitrarily  attempt  to  override  such  local  decisions. 

The  issue  of  coverage  of  Federal  workers  has  been  examined  several 
times,  with  the  usual  conclusion  that  a  way  should  be  found  to  fill  in 
gaps  in  coverage  rather  than  requiring  full  Social  Security  coverage. 
A  report  due  from  the  Social  Security  Administration  in  consultation 
with  the  Civil  Service  Commission  in  1972  was  never  submitted,  appar- 
ently because  a  workable  plan  could  not  be  agreed  on  for  coordinating 
the  Social  Security  system  with  the  Civil  Service  Retirement  system. 
Prior  to  that,  a  1969  report  from  the  Secretary  of  HEW  found  that 

.  .  the  liberalization  and  independent  development  of  the  civil  serv- 
ice retirement  and  social  security  systems  over  a  long  period  of  time 
present  formidable  obstacles  to  the  adoption  of  the  (universal)  cov- 
erage approach." 

In  the  absence  of  a  plan  for  coordinating  the  two  systems  for  Federal 
employees,  and  in  the  absence  of  accurate  cost  estimates,  I  must 
conclude  that  the  Committee  has  acted  in  haste  in  mandating  universal 
coverage.  The  Committee  did  accept  my  amendment  to  delay  the  effec- 
tive date  of  coverage  and  to  require  the  preparation  of  a  plan  to  make 
sure  that  no  Federal  employee  would  be  worse  off  under  the  combined 
systems  than  he  would  have  been  under  the  Federal  system  alone.  But 
this  puts  the  cart  before  the  horse.  The  plan  should  be  presented  and 
considered  by  the  appropriate  committees  of  Congress  before  universal 
coverage  is  required. 
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If  there  are  "formidable  obstacles"  to  coordinating  Social  Security 
and  Federal  staff  retirement  systems,  over  both  of  which  Congress 
has  control,  there  probably  would  be  even  greater  difficulties  in  doing 
the  same  for  state  and  local  systems.  Some  of  these  systems  are  poorly 
financed.  It  is  possible  that  the  state  and  local  governments  will  aban- 
don or  sharply  curtail  these  pension  plans  once  they  are  faced  with 
the  added  costs  of  Social  Security.  What  would  be  the  consequences 
of  this  kind  of  action  for  employees  who  had  counted  on  these  pensions 
for  their  old  age?  Would  Social  Security  be  adequate  in  such  cases? 
The  answer  truly  is  that  we  do  not  know.  We  should  not  act  to  require 
the  coverage  until  we  do  know. 

From  the  point  of  view  of  costs  and  consequences  to  the  employer 
in  terms  of  new  tax  obligations,  and  to  the  employee  in  terms  of 
changed  or  possibly  diminished  benefits,  and  to  all  taxpayers  in  terms 
of  yet  more  taxes — we  simply  do  not  have  adequate  information  from 
which  we  can  conclude  that  the  extension  of  universal  coverage  is 
prudent  and  fair  at  this  time. 

For  these  reasons  I  intend  to  offer  an  amendment  when  the  Social 
Security  financing  bill  is  before  the  House  of  Representatives  to 
remove  the  provisions  for  universal  coverage. 


X.  MINORITY  VIEWS  OF  HON.  BARBER  B.  CONABLE,  JR., 
HON.  JOHN  J.  DUNCAN,  HON.  BILL  ARCHER,  HON.  GUY 
VANDER  JAGT,  HON.  WILLIAM  A.  STEIGER,  HON.  BILL 
FRENZEL,  HON.  JAMES  G.  MARTIN,  HON.  L.  A.  (SKIP) 
BAFALIS,  HON.  WILLIAM  M.  KETCHUM,  HON.  RICHARD 
T.  SCHULZE,  AND  HON.  WILLIS  D.  GRADISON,  JR. 

Most  Americans  are  genuinely  Avorried  about  the  future  of  their 
social  security  system.  They  have  reason  to  be. 

The  system  is  severely  deficient,  both  in  money  and  equity.  The  peo- 
ple who  benefit  from  it,  those  who  support  it,  and  the  following  genera- 
tions of  participants,  deserve  a  sound  and  far-reaching  solution  to 
social  security  problems.  But  they  will  not  get  it  through  the  Commit- 
tee bill. 

The  bill  raises  taxes  too  high  and  too  soon,  serving  to  depress  an  al- 
ready shaky  economy  and  to  dampen  job  prospects  at  a  time  when  the 
unemployment  rate  is  hovering  around  an  unhealthy  7  percent.  The 
additional  payroll  levies  which  are  imposed  tilt  the  entire  national  tax 
structure  even  more  lopsidedly  against  the  already  overburdened  mid- 
dle class  in  our  society. 

The  bill  falls  far  short  of  solving  the  system's  long-range  financial 
deficit,  dumping  this  problem  in  the  lap  of  the  next  generation.  It 
leaves  a  75-year  social  security  deficit  of  1.69  percent  of  taxable  pay- 
roll, which  translates  into  about  $880  billion — a  tidy  sum  our  children 
will  have  to  raise. 

It  fails  to  provide  enough  of  the  structural  improvements  which  our 
changing  society  needs  and  wants,  leaving  the  system  with  too  many 
inequities  and  anomalies.  Perhaps  the  most  glaring  example  of  the 
bill's  inadequacies  in  this  regard  is  its  "tokenistic"  handling  of  the 
earnings  limitation  on  beneficiaries.  Instead  of  removing  the  limit  or 
increasing  it  substantially,  the  bill  provides  advances  that  are  almost 
negligible. 

The  bill  relies,  for  added  revenue,  on  a  rapidly  accelerated  taxable 
wage  base — a  ruse  which:  (1)  victimizes  middle-income  Americans; 
(2)  cuts  sharply  the  money  available  for  savings  or  for  spending  in 
the  market  place,  and  (3)  deals  a  damaging  blow  to  efforts  toward 
greater  capital  formation,  which  is  badly  needed  in  our  struggling 
economy  today.  Increases  in  the  wage  base  provide  revenue  in  the 
short-term,  but  do  not  help  over  the  long  run  because  the  added  funds 
must  be  paid  out  in  higher  benefits  later. 

It  opens  a  door  to  general  revenue  financing  by  requiring  the  social 
security  trust  funds  to  borrow  from  the  Treasury  whenever  year-end 
reserves  drop  below  25  percent  of  annual  outgo.  Although  projections 
indicate  this  borrowing;  might  not  take  place,  the  provision  sets  a 
potential  precedent  which  is  bad  policy  on  two  main  counts : 

(1)  If  the  system  is  supported  by  money  other  than  that  con- 
tributed by  participants,  then  its  insurance  character  is  under- 
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mined  and  benefits  eventually  are  likely  to  be  paid  on  the  basis 
of  one's  need,  not  one's  earned  right. 

(2)  The  Treasury  already  has  a  huge  deficit,  therefore  a  trans- 
fer from  general  funds  to  the  social  security  trust  funds  means 
Treasury  will  have  to  borrow  more  money,  which  increases  the 
public  debt  and  ultimately  produces  higher  taxes  and  greater 
inflation  for  all. 

The  Committee  bill  has  some  sensible  provisions,  but  because  of  the 
major  flaws  cited  above,  our  opinion  of  it  can  be  summed  up  in  one 
short  sentence :  There  has  to  be  a  better  wav. 

We  have  developed  what  we  believe  to  be  a  better  way,  in  a  compre- 
hensive, 15-point  "Proposal  for  Financial  Restoration  and  Equity 
Strengthening  of  the  Social  Security  System".  We  intend  to  offer 
this  Proposal,  which  is  described  below,  as  a  substitute  for  the  Com- 
mittee bill  when  it  reaches  the  Floor  of  the  House.  We  encourage  our 
colleagues  to  compare  and  contrast  the  two. 

We  acknowledge  that  some  elements  of  our  Proposal  are  politically 
controversial.  But  we  have  had  to  face  the  fact  that,  when  it  comes  to 
dealing  squarely  with  social  security  problems,  there  is  no  "free  lunch". 

There  also  are  no  easy  choices,  yet  choices  must  be  made,  because  the 
problems  will  not  go  away. 

We  hope  our  colleagues  will  join  us  in  making  a  difficult  choice — 
now.  A  vote  against  both  alternatives  available  would  be  a  vote  in  favor 
of  imminent  bankruptcy  for  the  social  security  system.  Here  are  some 
comparisons  for  consideration : 

The  Committee  bill  takes  care  of  the  system's  financial  problems  on 
a  short-rangie  basis  only,  it  fails  to  address  such  equity  issues  as  that 
of  the  working  wife,  it  tends  to  weaken  the  system's  insurance  charac- 
ter, and  it  unwisely  and  unnecessarily  calls  for  substantial  tax  in- 
creases, starting  next  year. 

Our  Proposal,  which  is  designed  to  be  considered  as  an  indivisible 
unit,  would  put  the  system  on  a  sound  financial  footing  for  at  least 
the  next  75  years ;  correct  numerous  inequities,  particularly  those  re- 
lated to  the  treatment  of  women ;  and  strengthen  the  insurance  char- 
acter of  social  security.  It  would  do  all  this  with  no  new  tax  increase 
until  1981  and  with  less  than  a  11^  percent  tax  increase  over  that 
scheduled  under  present  law  for  the  entire  75 -year  span. 

The  Committee  bill  raises  the  amount  of  money  a  retiree  aged  65 
or  older  can  earn  without  having  benefits  reduced  by  a  total  of  only 
$1 ,020  more  than  present  law  over  the  next  two  years. 

Our  Proposal  removes  the  earnings  limitation  entirely  for  those 
beneficiaries  by  1980. 

In  terms  of  the  actual  burdens  on  those  who  pay  social  security 
*  taxes,  these  additional  comparisons  might  be  made : 

The  Committee  bill  requires  much  higher  taxable  wage  bases  than 
under  present  law  (totaling  $6,000  by  1981)  for  employees,  employers 
and  the  self-employed. 

Our  Proposal  does  not  raise  the  taxable  wage  base  above  what 
would  result  under  present  law. 

In  terms  of  actual  dollar  outlays  over  the  next  five  years,  contribu- 
tors at  the  maximum  rate  would  have  to  pay  an  estimated  $1,475.25 
more  under  the  Committee  bill  than  under  our  Proposal.  That's  a  dif- 
ference of  nearly  $300  per  taxpayer  per  year. 
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In  summary,  the  Committee  bill  costs  more  than  our  Proposal,  both 
in  the  near  future  and  over  the  long  run,  while  it  offers  less  in  terms 
of  structural  improvements. 

For  that  reason,  we  think  our  Proposal  is  a  bargain.  There  are  prices 
to  pay  for  the  problems  it  solves.  But  the  prices  are  reasonable,  in 
view  of  alternatives,  including  the  Committee  bill. 

Our  "Proposal  for  Financial  Restoration  and  Equity  Strengthen- 
ing of  the  Social  Security  System"  has  five  general  objectives.  It 
would:  (1)  Make  the  social  security  system  financially  sound  for  at 
least  the  next  75  years;  (2)  Strengthen  the  insurance  character  of 
the  system;  (3)  Improve  the  treatment  of  women  under  the  system; 
(4)  Make  long-needed  adjustments  to  reflect  changes  in  living  and 
working  patterns  of  the  American  people;  (5)  Move  toward  universal 
coverage — appropriate  for  a  nationwide,  mandatory  social  insurance 
system. 

The  most  important  objective  is  restoration  of  the  financial  sound- 
ness of  the  system,  which  faces  an  estimated  deficit  of  8.2  percent  of 
taxable  payroll  over  the  next  75  years.  This  proposal  would  virtually 
eliminate  that  long-term  deficit.  It  also  would  solve  the  serious  cash- 
flow problems  facing  the  Social  Security  trust  funds  now  and  in  the 
near  future. 

ANALYSIS  OF  THE  PROPOSAL  FOR  FiXANCIAL  RESTORATION  AND  EqUITY 

Strengthening  or  the  Social  Security  System 

SHORT-TERM  FINANCING 

The  financial  problems  facing  the  system  between  now  and  1981 
would  be  taken  care  of  through:  (1)  reallocation  of  Social  Security 
taxes  between  the  Old- Age  and  Survivors  Insurance  (OASI)  and 
Disability  Insurance  (DI)  Trust  Funds;  and  (2)  a  temporary  re- 
assignment of  an  increase  in  the  tax  rates  for  the  Hospital  Insurance 
(HI)  Trust  Fund,  which  already  (under  existing  law)  is  scheduled 
to  take  place  next  year. 

The  current  OASDI  tax  rate  of  9.9  percent  (on  employers  and  em- 
ployees combined)  now  is  allocated :  1.15  percent  for  DI  and  8.75  per- 
cent for  OASI.  It  should  be  reallocated :  1.5  percent  for  DI  and  8.4 
percent  for  OASI.  The  increased  allocation  of  0.35  percent  to  the  DI 
Trust  Fund  would  be  sufficient  to  prevent  it  from  becoming  exhausted 
by  1979  (as  can  be  expected  without  a  change  in  the  law).  Realloca- 
tion also  would  cause  both  Funds  to  remain  viable  at  least  until  1981. 

In  order  to  assure  further  the  viability  of  these  two  Trust  Funds, 
and  to  cover  the  cost  of  certain  improvements  in  the  system  starting 
next  year,  part  of  the  scheduled  increase  in  the  HI  tax  rate  would  be 
diverted  temporarily  to  the  OASDI  Trust  Funds.  Present  law  calls 
for  an  increase  in  the  HI  tax  rate,  starting  in  1978,  from  0.9  percent 
to  1.1  percent  for  each  employee,  employer,  and  self-employed  per- 
son. Three-fourths  of  this  increase,  or  0.15  percent  per  worker  and  em- 
ployer, would  be  directed  to  the  OASDI  Trust  Funds  beginning 
January  1,  1978  and  ending  December  31,  1981.  (This  not  only  would 
bolster  those  two  Funds,  but  also  would  permit  a  three  year  phase-out 
of  the  earnings  limitation  starting  January  1,  1978.) 


209 


[In  addition,  one-fourth  of  the  1978  increase  in  the  HI  tax  rate 
(i.e.,  0.05  percent  fouf  both  workers  and  employers)  would  be  per- 
manently directed  to  the  OASDI  Trust  Funds  after  1981.  This  would 
not  adversely  affect  the  operation  of  the  HI  Trust  Fund,  because  the 
amount  of  money  involved  in  the  diversion  is  less  than  the  savings  to 
this  fund  as  a  result  of  providing  for  universal  coverage.] 

To  guarantee  the  financial  viability  of  all  three  Trust  Funds  over 
the  next  several  years,  each  should  be  permitted  to  borrow  from 
another,  solely  for  the  purpose  of  preventing  exhaustion  and  with 
appropriate  arrangements  made  in  each  case  for  repayment  with 
interest. 

(Following  are  tables  showing  the  10-year  and  the  76-year  impact 
of  this  Proposal  on  the  OASDI  Trust  Funds :) 

PROGRESS  OF  OASDI  TRUST  FUNDS  UNDER  THE  PROPOSAL  FOR  FINANCIAL  RESTORATION  AND  EQUITY 
STRENGTHENING  OF  THE  SOCIAL  SECURITY  SYSTEM 

iln  billions  of  dollarsl 


income 

Outgo 

Net  income 

Fund  at  end 
of  year 

Year: 

1977    

  82. 1 

87.6 

-5.5 

35.6 

1978   

  93.1 

98.2 

-5.1 

30.4 

1979  

  103. 1 

110.0 

-6.9 

23.5 

1980  

  113.0 

123.3 

-10.3 

13.2 

1981   

  134. 1 

134.4 

-.3 

12.9 

1982   

  153. 9 

145.2 

+8.7 

21.6 

1983  

  166. 8 

157.1 

+9.7 

31.3 

1984  

   178.5 

169.7 

+8.8 

40.1 

1985....   

  _  204.8 

182.9 

+21.9 

62.0 

1986  

  220. 3 

196.9 

+23.4 

85.4 

1987  

  236.6 

211.6 

+25.0 

110.4 

Long-range  (75-yr)  impact  of  proposal  for  financial  restoration  and  equity 
strengthening  of  the  social  security  system 

[Impact  an  long-term  OASDI  trust  funds'  deficit  loss  ©r  gain  as  percentage  of  taxable 


payroll] 
Provision : 

Decoupling  and  wage-indexing  based  on  preautomatic  adjustment 

flaw   +4.71 

Freezing  regular  minimum  benefit  and  updating  special  minimum 

benefit   +.09 

Increasing  the  retirement  age  after  2000  +1.  35 

Eliminating  windfall  for  early  retirees   +.  24 

Limiting  disability  and   survivor  benefits  to   maximum  retiree 

benefits   +.02 

Extending  coverage   +.  34 

Cutting  marriage  duration  requirements  for  divorcees'  eligibility  from 

20  to  5  yr   -.  01 

Removing  benefit  cutoff  or  reduction  for  marriage  or  remarriage —  — .  08 
Adding  working  spouse's  benefit,  with  offset  for  other  governmental 

pension    —.65 

Ending  the  earnings  limitation  for  those  aged  65  or  older   — .  25 

3-stage  tax  rate  increase  and  HI  tax  diversion  +2.  21 


Total  net  effect  +7.97 

Deficit  under  present  law   8.  20 


Deficit  under  proposal   .  23 

Note. — The  system  is  considered  to  be  within  safe  actuarial  bounds  (suflB- 


ciently  close  to  absolute  balance)  if  the  deficit  is  no  greater  than  0.67  percent  of 
taxable  payroll. 
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LONG-RANGE  FINANCING 

( 1 )  The  long-term  deficit  of  the  system  would  be  reduced  by  slightly 
more  than  50  percent  through  a  process  called  "decoupling",  plus 
wage  indexing  of  the  earnings  record  of  the  insured  worker. 

Decoupling  was  made  necessary  by  what  has  been  termed  an  in- 
advertent flaw  in  the  1972  law  which  adjusts  benefits  automatically 
according  to  annual  increases  in  the  Consumer  Price  Index.  Under  the 
present  coupled  system,  the  CPI  increases  are  applied  both  to  pay- 
ments already  being  paid  to  those  on  the  benefit  rolls  and  to  the  bene- 
fit formula  which  is  applicable  to  future  beneficiaries.  Decoupling 
would  apply  the  cost-of-living  percentage  increases  only  to  current 
beneficiaries. 

The  proposal  parallels  the  decoupling-plus-wage-indexins:  pro- 
visions of  the  Committee  bill.  For  future  retirees  it  equitably  sta- 
bilizes wage  replacement  ratios  (the  relationships  between  benefits  and 
the  earnings  on  which  those  benefits  are  based).  To  some  extent,  it 
would  adjust  the  ultimate  benefit  level  for  the  overexpansion  that  has 
occurred  since  the  automatic-benefit-increase  provision  was  enacted. 

This  does  not  mean  that  benefits  would  be  reduced  for  those  cur- 
rently receiving  benefits.  They  would  be  treated  exactly  as  under 
existing  law.  Whenever  the  cost-of-living  (as  measured  by  the  Con- 
sumer Price  Index)  advances  in  a  year  by  3  percent  or  more,  benefits 
would  continue  to  be  increased  commensurately. 

Nor  does  it  mean  that  dollar  amounts  of  benefits  paid  in  the  future 
would  be  lower  than  present  levels.  To  the  contrary,  dollar  amounts — 
as  well  as  the  purchasing:  power  of  benefits — for  future  retirees  would 
be  higher  than  present  levels. 

It  is  important  to  note  that,  under  this  proposal,  a  10-year  savinsrs 
clause— or  guarantee — would  be  provided  so  that  no  retiree  would 
receive  less  during  that  time  than  he  or  she  would  under  the  present- 
law  formula  as  it  was  at  the  time  of  the  chano-e.  In  other  words, 
retirees  would  have  their  choice.  They  could  take  the  benefit  available 
under  present  law  at  the  point  of  changeover,  or  they  could  take  the 
benefit  provided  under  the  new  method,  whichever  is  larger. 

(2)  The  louR-ransfe  deficit  would  be  reduced  further  throu^-h  a  slow, 
gradual  and  distant  advancement  in  the  retirement  age  at  which  full 
benefits  are  payable.  This  proposal  would  move  that  age  from  65  to  68, 
by  degrees,  not  starting  until  the  turn  of  the  century  and  ending  in 

We  recognize  that  this  is  an  extremely  sensitive  issue,  one  that  is 
conceptually  difficult  for  very  young  workers  to  accept,  and  one  that  is 
politically  difficult  for  our  colleagues  to  embrace.  But  we  believe  it  is 
an  issue  which  the  Congress  will  be  forced  to  face  evenutally,  for  rea- 
sons outlined  below,  and  we  hope  our  colleagues  will  have  the  courage 
to  confront  it  now. 

The  fairest  thing  to  do  would  be  to  give  the  young  workers  and  po- 
tential workers,  who  would  be  affected  by  such  a  change,  as  much 
advance  notice  as  possible.  The  most  unfair  thing:  would  be  to  wait 
until  the  change  proved  to  be  inevitable  and  to  act  without  warning. 

In  considering  this  proposed  chanfi:e,  which  would  affect  only  those 
workers  aged  39  or  younger  and  would  have  maximum  impact  only  on 
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those  young  than  30,  our  colleagues  are  urged  to  take  the  following 
factors  into  account : 

When  the  Social  Security  system  was  enacted,  42  years  ago,  Ameri- 
can workers  were  not  living  as  long  as  they  are  now,  nor  were  they  as 
productive  for  as  long  a  period  of  time.  In  the  next  century,  longevity 
for  men  will  have  increased  by  about  three  years,  and  for  women,  by 
about  seven  years.  From  time  to  time,  the  system  has  responded  to  other 
changes  in  the  working  and  living  habits  of  the  people  it  serves,  and 
it  is  reasonable  for  the  system  to  adjust  to  these  trends  also. 

It  should  be  borne  in  mind  that  while  longevity  is  expected  to  con- 
tinue increasing  in  the  foreseeable  future,  the  birth  rate  has  declined 
drastically  and  may  well  continue  downward  (or  else  remain  at  a  low 
level)  for  years  to  come.  This  means  there  will  be  fewer  workers  mak- 
ing contributions,  but  more  retirees  receiving  benefits.  For  example, 
there  are  now  more  than  three  workers  contributing  to  the  Social  Se- 
curity system  for  every  beneficiary.  But  in  the  next  century,  that  ratio 
will  drop  dramatically.  There  will  be  only  two  contributing  workers 
for  every  one  beneficiary. 

In  view  of  (1)  these  demographic  projections,  (2)  the  improvement 
in  mortality  as  well  as  the  physical  conditions  of  older  people,  and  (3) 
widesnread  dissatisfaction  with  mandatory  retirement  practices — 
which  the  Congress  has  recognized  in  recently  passed  legislation — ^this 
proposed  change  can  have  a  salutary  impact  both  on  the  Social  Security 
system  and  on  the  social  and  economic  lives  of  the  American  people. 

Workers  could  continue  to  retire  as  early  as  62,  but  with  slightly 
greater  actuarial  reductions  than  at  present,  to  take  into  account  the 
longer  period  of  time  over  which  they  could  be  expected  to  receive 
benefits. 

Specifically,  the  standard  retirement  age  of  65  would  be  increased 
by  three  months  (or  one-quarter  year)  each  year  starting  in  2000.  By 
the  year  2011,  the  minimum  retirement  age  for  full  benefits  would  have 
been  increased  to  68. 

A  gradual  implementation  of  this  change,  with  an  effective  date  33 
years  in  the  future,  would  give  people  sufficient  time  to  plan  for  their 
retirement  without  severe  disruption  in  any  one  year,  and  would  permit 
management  and  labor  to  revise  employment  practices  carefully  and 
systematically. 

The  cost  equivalent  of  not  making  this  change  would  be  an  average 
tax  rate  increase  on  each  social  security  contributor  of  0.68  percent, 
starting  next  year  and  continuing  through  2053. 

(3)  As  noted  earlier,  the  long-range  deficit  in  the  OASDI  Trust 
Funds  would  be  reduced  additionally  by  a  permanent  reassignment, 
starting  in  1982,  of  a  small  portion  of  the  Hospital  Insurance  tax  rate. 
This  redirected  rate  would  equal  0.05  percent  for  workers,  employers, 
and  the  self-employed. 

(4)  To  further  strengthen  the  financing  of  the  system  in  future 
years,  contribution  rates  for  employees,  employers,  and  the  self-em- 
ployed would  be  increased  by  0.50  percent  in  1981,  0.45  percent  in 
1985,  and  0.25  percent  in  2000.  Thus,  the  net  addition  to  the  presently- 
scheduled  OASDI  tax  rates  over  the  next  75  years  would  be  1.2  percent 
on  employees,  emplovers,  and  the  self-employed. 
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TAX  TREATMENT  OF  WOMEN  AND  SEX  DISCRIMINATION 

The  proposal  would  make  significant  changes  in  the  Social  Security 
Act  designed  to  improve  the  treatment  of  women  and  to  remove  re- 
maining sex  discrimination  language. 

First,  the  proposal  would  reduce  from  20  years  to  5  years  the  dura- 
tion-of -marriage  requirement  for  one  spouse  to  receive  a  benefit  based 
on  the  other's  earnings  record.  Under  present  law,  a  divorced  spouse 
retains  auxiliary  benefit  rights  only  if  the  divorce  occurs  after  20  full 
3^ears  of  marriage.  Critics  of  the  system  long  have  contended  that  this 
requirement  was  unfair,  arbitrary,  and  unrealistic  in  view  of  societal 
changes. 

Second,  the  proposal  would  end  the  cutoff  or  reduction  in  benefits 
for  those  who  remarry.  Under  present  law,  for  example,  a  widow's  re- 
marriage will  reduce  or  cut  off  entitlement  to  benefits  unless  the  sub- 
sequent marriage  ends.  A  number  of  persons,  especially  those  living  in 
retirement  communities,  have  complained  that  current  law  requires 
them  to  "live  in  sin"  in  order  not  to  lose  Social  Security  benefits.) 

Third,  the  proposal  would  amend  the  Social  Security  Act  to  remove 
remaining  sexually  discriminatory  language. 

(All  three  of  the  above  changes  have  been  incorporated  in  the  Com- 
mittee bill. ) 

Fourth,  the  proposal  would  provide  a  new  "working  spouse's  bene- 
fit". Under  present  law  a  covered  worker  is  always  eligible  for  a  bene- 
fit based  on  his  or  her  own  earnings  record.  But  if  the  worker  also  be- 
comes entitled  to  an  auxiliary  benefit,  such  as  a  spouse's  benefit,  he  or 
she  is  entitled  only  to  the  higher  of  the  two  benefit  amounts  available. 
A  number  of  working  spouses  (especially  wives)  have  found  that  they 
would  have  been  as  well  off  financially,  as  far  as  Social  Security  bene- 
fits were  concerned,  if  they  had  never  left  the  home  to  enter  the  labor 
force.  To  alleviate  this  problem  and  to  provide  greater  recognition  of 
the  employment  record  of  a  Avorking  spouse,  the  proposal  would  make 
the  following  changes : 

1.  A  spouse  who  is  eligible  for  an  auxiliary  or  survivor  benefit,  who 
also  worked  under  Social  Security,  could  receive  a  new  "working 
spouse's  benefit",  which  would  be  equal  to  (A)  the  larger  amount  due 
either  as  a  spouse  or  as  a  worker,  plus  (B)  25  percent  of  the  smaller  of 
the  two  benefits  (but  in  no  event  greater  than  the  maximum  primary 
benefit).  Only  one  spouse  would  be  eligible  for  this  new  benefit. 

2.  Any  pension  or  benefit  based  on  governmental  employment  not 
covered  under  Social  Security  would  be  considered  as  a  primary  bene- 
fit in  determining  the  amount  of  the  Social  Security  auxiliary  or  sur- 
vivor benefit  payable.  (This  change  is  designed  to  remove  what 
amounts  to  a  "windfall"  benefit  in  some  cases  under  present  law.  For 
example,  if  a  wife  worked  under  Social  Security  for  her  entire  career, 
she  would  be  entitled  to  a  primary  benefit  based  on  her  own  earnings 
record.  If  her  husband  had  worked  exclusively  under  a  state  employ- 
ee's retirement  system,  he  would  be  entitled  to  a  pension  under  that 
system  and  also  miqfht  be  entitled  to  an  auxiliary  (spouse's)  benefit 
based  on  his  wife's  Social  Security  record.  Inasmuch  as  auxiliary  and 
survivors  benefits  are  based  more  on  social  adequacv  (or  need)  than 
on  individual  equity,  the  "windfall"  situation  described  above  is  not 
one  which  the  Consrress  contemplated  when  it  provided  for  survivors 
and  auxiliary  benefits  in  the  first  place. ) 
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UNIVERSAL  COVERAGE 

Universal  coverage  is  a  natural  and  desirable  goal  of  any  nation- 
wide, mandatory  social  insurance  system.  Although  about  nine  of 
every  10  American  workers  now  participate  in  the  U.S.  social  security 
system,  it  is  increasingly  difficult  to  justifjr  to  the  "nine"  why  the 
"one"  is  not  covered.  This  is  especially  true  in  view  of  the  impact  of 
the  Social  Security  payroll  tax  on  the  incomes  of  contributors. 

Public  discussion  of  universal  coverage  has  taken  place  for  many 
years.  It  has  long  appeared  that  a  large  majority  of  Americans  favor 
it,  but  no  action  has  been  taken  by  the  Congress.  Many  difficulties — 
legal  and  administrative — have  stood  in  the  way. 

But  the  latest  Advisory  Council  on  Social  Security  stated  that 
despite  these  difficulties,  "it  is  of  great  importance  from  the  stand- 
point of  assuring  good  protection  for  all  workers  on  an  equitable  basis 
that  all  jobs  be  compulsorily  covered  under  social  security".  The 
Council  urged  the  Congress  to  move  promptly  toward  that  goal. 

We  initially  proposed  extending  coverage  to  Federal  workers  only, 
under  a  plan  that  would  fully  protect  their  current  pension  rights 
and  assure  them  of  equitable  treatment  under  an  integrated  plan  in 
the  future.  Since  then,  the  Committee  has  called  for  extending  cover- 
age also  (by  January  1,  1982)  to  employees  of  states,  localities  and 
nonprofit  organizations.  Although  we  have  some  reservations  about 
legal  and  administrative  problems  associated  with  covering  these  ad- 
ditional groups,  we  accept  the  Committee's  decision  in  this  matter  and 
herewith  modify  our  Proposal  accordingly. 

INSURANCE  ANP  EQUITY  STRENGTHENING 

To  strengthen  the  insurance  character  of  the  system  and,  at  the 
same  time,  to  provide  greater  equity,  the  proposal  also  would: 

1.  Eemove  the  earnings  limitation  on  those  who  have  reached  the 
eligibility  age  for  full  retirement  benefits.  More  bills  have  been  intro- 
duced to  abolish  the  limitation  than  to  make  any  other  change  in  the 
system.  During  recent  public  hearings  before  the  Ways  and  Means 
Committee's  Subcommittee  on  Social  Security,  repeal  of  the  limitation 
was  the  most  widely  discussed  item.  Witnesses  pointed  out  that  it 
enforces  the  under-utilization  of  experienced  older  people  and  also  en- 
courages retirees  to  adopt  artificial  work  and  pay  practices.  Under 
this  proposal,  the  limitation  as  it  applies  to  full-term  retirees,  would 
be  phased  out  over  a  3-year  period,  by  increasing  the  annual  exempt 
amount  of  earnings  to  $5,000  for  1978  and  to  $7,500  for  1979,  and  by 
removing  it  entirely  for  1980  and  thereafter. 

2.  Freeze  the  minimum  primary  benefit  at  its  expected  June,  1978 
level  of  about  $120  per  month,  but  at  the  same  time  increase,  now  and  in 
the  future,  the  special  minimum  benefit. 

Freezing  the  minimum  primary  benefit  follows  a  recommendation  of 
the  latest  Advisory  Council  on  Social  Security,  and  is  designed  to 
lessen,  and  eventually  eliminate,  certain  "windfalls"  accruing  to  per- 
sons who  work  in  covered  employment  for  very  short  periods  of  time 
and  thus  acquire  rights  to  the  relatively  large  minimum,  which  has 
been  weighted  in  favor  of  low-income  workers. 


In  practice,  a  substantial  number  of  Federal,  state,  and  municipal 
government  workers,  outside  the  Social  Security  system,  have  either 
"moonlighted"  or  retired  early  from  their  regular  jobs  and  worked 
under  Social  Security  just  long  enough  to  obtain  the  minimum 
primary  benefit. 

Ironically,  the  minimum  primary  benefit  was  not  established  to  help 
those  short-term  workers,  but  to  assist  other  workers  who  had  labored 
long  under  the  system,  at  low  wages.  Recognizing  that  the  minimum 
primary  benefit  was  not  serving  its  basic  purpose,  the  Congress  in 

1972  added  a  "special  minimum  benefit"  to  better  take  care  of  the 
workers  with  many  years  of  covered  service  at  relatively  low  wages. 

In  so  doing,  the  Congress  did  not  change  the  minimum  primary 
benefit,  which  continues  to  be  of  greatest  value  to  those  who  need  it 
least.  This  proposal  would  correct  that  anomaly  by  freezing  the 
minimum  primary  benefit  while  improving  the  special  minimum 
benefit. 

The  special  minimum  is  now  $180  per  month  for  workers  with  at 
least  30  years  of  coverage.  When  the  $180  figure  was  adopted  in  the 

1973  Social  Security  Amendments  (effective  for  March  1974),  it  was 
not  made  subject  to  the  automatic  adjustments  for  changes  in  prices ; 
if  it  had  been,  it  would  now  be  $219. 

Under  this  proposal,  the  special  minimum  would  be  increased  to 
$219  in  January  1978  and  would  be  subject  to  automatic  adjustment 
thereafter  (as  are  all  other  benefits) . 

(These  changes  also  parallel  provisions  of  the  Committee  bill.) 

3.  Provide  that  disability  and  survivorship  benefits  would  be  based 
on  a  primary  benefit  not  in  excess  of  the  maximum  primary  benefit  for 
a  worker  reaching  minimal  retirement  age  of  62  in  the  year  of  death  or 
disability. 

Under  current  law,  benefits  to  younger  beneficiaries  often  are  con- 
siderably larger  than  those  awarded  to  older  disabled  persons  or  re- 
tirees with  much  longer  earning  records  (and  therefore  with  greater 
contribution  payments).  This  disparity  in  benefit  levels,  which  has 
long  been  considered  inequitable,  would  end  with  this  proposal. 

Barber  B.  Con  able,  Jr. 
John  J.  Duncan. 
Bill  Archer. 
Guy  Vander  Jagt. 
William  A.  Steiger. 
Bill  Frenzel. 
James  G.  Martin. 
L.  A.  Bafalis. 
William  M.  Ketchum. 

KiCHARD  T.  SCHULZE. 

Bill  Gradison,  Jr. 


XI.  ADDITIONAL  MINORITY  VIEWS  OF  HON.  WILLIAM 

M.  KETCHUM 

The  restoration  of  our  social  security  system  to  financial  stability 
is  of  major  consequence  not  only  to  individual  participants  in  the  pro- 
gram but  also  to  the  citizenry  as  a  whole.  It  represents  society's  back- 
up system  to  ease  the  hardships  caused  by  an  abrupt  cessation  of  earned 
income.  While  the  Ways  and  Means  Committee's  recommendations,  as 
contained  in  H.R.  9346,  parallel  my  views  in  several  areas,  the  bill 
fails  to  put  the  social  security  system  on  a  sound  financial  footing  for 
the  next  75  years. 

The  Committee  bill  would  increase  sharply  the  wage  base  on  which 
employers  and  employees  pay  taxes.  For  instance,  an  individual  earn- 
ing $25,000/year  would  contribute  $1,203.95  in  1978,-$1,612.50  in  1981, 
and  $1,687.50  in  1985,  and  an  individual  earning  $10,000/year  would 
contribute  $605  in  1978,  $645  in  1981,  and  $675  in  1985.  I  strongly 
cautioned  against  these  proposed  sudden  and  large  increases  in  the 
wage  base  beyond  what  is  presently  scheduled.  While  almost  everyone 
agrees  that  there  should  be  some  rise  in  the  wage  base,  current  law 
already  provides  for  an  annual  inflation  adjustment  which  is  pro- 
jected to  increase  the  wage  base  sufficiently  from  $16,500  to  $17,700  in 
1978,  and  by  increments  of  $1,500  each  year  after  that.  In  the  long 
run,  increasing  the  wage  base  with  respect  to  employees  and  the  self- 
employed  does  not  provide  any  significant  revenues  for  the  system 
because  the  additional  taxes  collected  are  very  closely  offset  by  the 
additional  benefits  created. 

In  addition,  the  Committee  bill  would  impose  an  unnecessary,  harsh 
increase  in  the  tax  rate  over  and  above  the  scheduled  rise,  too  soon  in 
the  wake  of  high  rates  of  inflation  and  unemployment.  Furthermore, 
H.R.  9346  will  leave  us  with  a  minimum  deficit  of  $800  hillion  over 
the  next  75  years. 

The  Committee  did  have  alternatives  which  it  could  have  taken  and 
chose  not  to.  A  number  of  my  colleagues  and  I  advised  that  the  bulk 
of  new  funding  for  the  social  security  system  should  come  from  the 
existing  payroll  tax  method.  Most  of  the  burdensome  taxes  could  have 
been  eliminated  by  a  consolidation  of  the  Old- Age  and  Survivors  In- 
surance (OASI)  and  Disability  Insurance  (DI)  and  the  Hospital  In- 
surance (HI)  trust  funds  to  insure  the  financial  viability  of  all  three 
trust  funds  over  the  next  few  years.  The  adoption  of  our  alternative 
plan  would  virtually  eliminate  the  short-run  deficit,  thus  obviating  the 
need  for  such  steep  wage  base  and  tax  rate  increases.  Small  tax  rate 
and  wage  base  increases  would  then  be  sufficient  to  eliminate  a  good 
portion  of  the  deficit. 

Although  the  Committee  bill  does  address  a  number  of  long-stand- 
ing: inequities,  the  long  and  short  term  financing  components  of  the 
bill  will  severely  impact  the  working  populace  and  further  depress 
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the  economy  without  insuring  a  financially  sound  social  security  trust 
fund.  Those  of  us  who  believe  that  our  social  security  system  should 
be  restored  to  financial  stability  on  a  long-range  basis  without  1)  add- 
ing heavily  to  tax  burdens  in  the  future;  or  2)  requiring  any  tax  in- 
creases over  the  next  several  years,  in  light  of  an  uncertain  economy 
and  current  payroll  levies  on  both  employers  and  employees,  will  make 
every  effort  to  have  our  alternative  proposals  adopted  in  lieu  of  the 
committee  bill  when  social  security  reform  legislation  comes  before 
the  House  floor. 

Bill  Ketchum. 
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Mr.  Nix,  from  the  Committee  on  Post  Office  and  Civil  Service, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  9346] 

The  Committee  on  Post  Office  and  Civil  Service,  to  whom  was  re- 
ferred the  bill  (H.R.  9346)  to  amend  the  Social  Security  Act  and  the 
Internal  Revenue  Code  of  1954  to  strenjS^then  the  financing  of  the 
social  security  system,  to  reduce  the  effect  of  wage  and  price  fluctuation 
on  the  system's  benefit  structure,  to  provide  coverage  under  the  sys- 
tem for  officers  and  employees  of  the  United  States,  of  the  State  and 
local  governments,  and  of  nonprofit  organizations,  to  increase  the  earn- 
ings limitation,  to  eliminate  certain  gender-based  distinctions  and 
provide  for  a  study  of  proposals  to  eliminate  dependency  and  sex  dis- 
crimination from  the  social  security  program,  and  for  other  purposes, 
having  considered  the  same,  report  favorably  thereon  with  amend- 
ments and  recommend  that  the  bill  as  amended  do  pass. 

The  amendments  are  as  follows : 

Page  164,  strike  out  line  20  and  all  that  follows  down  through 
line  3  on  page  168  and  insert  in  lieu  thereof  the  following : 

STUDY  CONCERNING  MANDATORY  COVERAGE  OF  FEDERAL 
EMPLOYEES 

Sec.  301.  (a)  As  soon  as  possible  after  the  date  of  the 
enactment  of  this  Act,  the  Chairman  of  the  Civil  Service 
Commission,  the  Secretaries  of  the  Treasury  and  Health, 
Education,  and  Welfare,  and  the  Director  of  the  Office  of 
Management  and  Budget,  shall  jointly  undertake  and  carry 
out  a  detailed  study  with  respect  to  coverage  of  Federal 
employees  within  the  old-age,  survivors,  and  disability  insur- 
ance system. 

(b)  The  study  to  be  undertaken  under  subsection  (a)  shall 
include— 

(1) 
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(1)  a  review  of  the  methods  by  which  full  coverage  of 
Federal  employees  within  the  old-age,  survivors,  and 
disability  insurance  system  could  be  attained ; 

(2)  an  analysis  of  the  adjustments  to  such  system  (as 
well  as  to  the  civil  service  retirement  and  disability  sys- 
tem and  other  Federal  employee  retirement  systems  in- 
volved, including  the  foreign  service,  iudiciary,  Central 
Intelligence  Agency,  and  District  of  Columbia  retirement 
systems)  which  are  necessary  under  each  such  method 
to  provide  such  coverage,  particularly — 

(A)  adjustments  in  age,  service,  and  other  eli- 
gibility requirements ;  and 

(B)  adjustments  in  the  nature  and  level  of  disa- 
bility, death,  and  survivor  benefits  (taking  into  ac- 
count any  related  factors,  such  as  the  taxability  of 
such  benefits) ; 

(3)  a  comparison  of  the  financial  aspects  of  each  such 
method,  particularly — 

(A)  the  adjustments  required  by  each  such  method 
in  the  contributions  by  Federal  employees,  the  Gov- 
ernment (whether  by  specific  contribution  or  by 
appropriation),  and  others  involved; 

(B)  the  adjustments  required  by  each  such  method 
in  the  manner  in  which  benefits  are  financed  under 
the  retirement  systems  involved ;  and 

(C)  the  effects  of  each  such  method  on  the  solvency 
of  the  retirement  systems  involved ; 

(4)  the  effects  of  each  such  method  of  coverage  on — 

(A)  recruitment  and  retention  of  Federal  employ- 
ees ; 

(B)  other  emplovee  benefits  (such  as  health  bene- 
fits coverage  provided  for  civil  service  annuitants) ; 
and 

(C)  Federal.  State,  and  local  income  tax  systems; 

(5)  a  review  of  the  methods  by  which  partial  coverage 
of  Federal  employees  within  the  old-age,  survivors,  and 
disability  insurance  system  could  be  attained,  together 
with  consideration  of  the  factors  described  in  paragraphs 
(2) ,  (3) ,  and  (4)  as  they  would  relate  to  such  partial  cov- 
erage ;  and 

(6)  alternatives  to  providing  coverage  of  Federal  em- 
ployees within  the  old-age,  survivors,  and  disability  in- 
surance system  which  would  improve  the  solvency  of  the 
old-age,  survivors,  and  disability  insurance  system. 

In  connection  with  such  study,  interested  parties,  including 
Federal  employee  organizations,  associations  of  retired  Fed- 
eral employees,  and  heads  of  a  qrencies  administering  Federal 
employee  retirement  systems,  shall  be  allowed  to  submit  views, 
arguments,  and  data. 

(c)  Upon  the  completion  of  the  study  under  subsection  (a) 
and  in  any  event  no  later  than  2  years  after  the  date  of  the 
enactment  of  this  Act,  the  Chairman  of  the  Civil  Service  Com- 
mission, the  Secretaries  of  the  Treasury  and  Health,  Educa- 
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tion,  and  Welfare,  and  the  Director  of  the  Office  of  Manage- 
ment and  Budget  shall  submit  to  the  President  and  to  the 
appropriate  committees  of  each  House  of  the  Congress  a  joint 
report  on  the  results  of  such  study  together  with  their  recom- 
mendations. Any  such  recommendation  which  includes  adjust- 
ments of  existing  statutes  shall  be  accompanied  with  draft 
legislation  accomplishing  such  adjustments. 

(d)  With  respect  to  Federal  employees  under  the  Federal 
employee  retirement  systems,  the  study  and  the  report  under 
this  section  shall  include  at  least  one  method  of  coverage  of 
such  employees  within  the  old-age,  survivors,  and  disability 
insurance  system  which  provides — 

( 1 )  that  the  benefits  available  to  such  Federal  employ- 
ees would  not  be  less  favorable  than  the  benefits  which 
are  then  currently  available  to  such  employees  under  the 
Federal  employee  retirement  systems ;  and 

(2)  that  the  contributions  required  of  such  Federal 
employees  would  not  be  greater  than  the  contributions 
which  are  then  currently  required  of  such  employees  un- 
der the  Federal  employee  retirement  systems. 

(e)  For  purposes  of  this  section,  the  term  "Federal  em- 
ployee" means — 

(1)  an  employee,  as  defined  in  section  2105  of  title  5, 
United  States  Code ; 

(2)  an  officer  or  employee  of  the  United  States  Postal 
Service  or  of  the  Postal  Rate  Commission ;  and 

(3)  any  other  individual  in  the  employ  of  the  United 
States  or  any  instrumentality  of  the  United  States. 

Page  175,  line  4,  strike  out  "Federal,  State,"  and  insert  "State". 

Page  175,  line  11,  strike  out  "Federal,  State"  and  insert  "State". 

Page  175  strike  out  line  15  and  all  that  follows  down  through  line  23. 

Page  175,  line  24,  strike  out  "(2)  (A)"  and  insert  "(1)  (A)". 

Page  176,  line  9,  strike  out "  (3)  (A) "  and  insert "  (2)  (A) ". 

Page  176,  beginning  on  line  21,  strike  out  "paragraph  (1),  (2),  or 
(3)"  and  insert  in  lieu  thereof  "paragraph  (1)  or  (2)". 

Page  188,  beginning  on  line  21,  strike  out  "redesignating  paragraphs 
8)  through  (20)  as  paragraphs  (5)  through  (17)"  and  insert  "re- 
esignating  paragraphs  (7)  through  (20)  as  paragraphs  (5)  through 
(18)". 

Page  189,  line  2,  strike  out  "210(a)  (6)"  and  insert  "210(a)  (7)". 
Page  189,  line  5,  strike  out  "paragraph  (6)"  and  insert  "paragraph 
(T)". 

Page  189,  line  9,  strike  out  "210(a)  (11)  (B)"  and  insert  "210(a) 
(12)  (B)". 

Page  189,  line  12,  strike  out  "210(a)  (13)"  and  insert  "210(a)  (14)". 

Page  189,  line  15,  strike  out  "210(a)(8),  (9)  or  (12)"  and  insert 
"210(a)(9),  (10),  or  (13)." 

Page  189,  line  18,  strike  out  "210(a)  (17)"  and  insert  "210(a)  (18)". 

Page  189,  beginning  on  line  22,  strike  out  "redesignating  paragraphs 
(8)  through  (20)  as  paragraphs  (5)  through  (17)"  and  insert  "re- 
designating paragraphs  (7)  through  (20)  as  paragraphs  (5)  through 
(18)". 
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Page  190,  line  5,  strike  out  "3121(b)  (11)  (B)"  and  insert  "3121(b) 
(12)  (B)". 

Page  190,  line  8,  strike  out  "3121  (b)  (13) "  and  insert  "3121  (b)  (14) 
Page  190,  line  11,  strike  out  "3121(b)  (8),  (9)  or  (12)"  and  insert 

"3121(b)(9),  (10),  or  (13)". 

Page  190,  line  14,  strike  out  "3121(b)  (17)"  and  insert  "3121(b) 

(18)". 

Page  190,  line  18,  strike  out  "(b)  (6)"  and  insert  "(b)  (7)". 

Page  190,  beginning  in  line  22,  strike  out  "(b)  (5)'  and  'section  210 
(a)  (5)"  and  insert  "(b)  (6)'  and  'section  210(a)  (6)". 

Page  191.  beginning  in  line  2,  strike  out  "3121(b)  (6)"  and  insert 
"3121(b)(7)". 

Page  191,  line  7,  strike  out  "210(a)  (6)"  and  insert  "210(a)  (7)". 
Summary  of  CoMMmEE  Amendments 

The  committee  amendment  strikes  out  those  provisions  of  H.R.  9346, 
as  reported  by  the  Committee  on  Ways  and  Means,  which  require 
mandatory  social  security  coverage  for  Federal  employees,  and  those 
provisions  which  relate  to  a  study  by  the  Secretary  of  Health,  Educa- 
tion, and  Welfare. 

Instead,  the  committee  amendment  provides  for  a  joint  study  by  the 
Chairman  of  the  Civil  Service  Commission  and  the  Secretary  of 
Health,  Education,  and  Welfare  (the  agencies  which  administer  the 
two  systems  primarily  affected)  and,  in  addition,  the  Secretary  of, 
Treasury  and  Director  of  OMB.  The  study  is  required  to  be  com- 
pleted not  later  than  2  years  after  the  date  of  enactment  of  H.R.  9346, 
and  the  Chairman,  the  Director,  and  the  Secretaries,  are  required  to 
consider  the  views  of  interested  parties,  including  Federal  organiza- 
tions, associations  of  retired  Federal  employees,  and  heads  of  agencies 
administering  Federal  retirement  systems,  for  example,  CIA,  Secre- 
tary of  State. 

The  amendment  details  specific  issues  which  must  be  considered,  in- 
cluding alternative  financing  methods  (particularly,  necessary  adjust- 
ments m  contribution  rates  by  the  Government,  employees,  and  others, 
and  the  costs  of  various  alternatives) ;  alternative  methods  of  provid- 
ing coverage ;  the  effect  on  solvency  of  the  various  systems  affected ;  and 
the  effects  on  Federal,  State,  and  local  income  tax  systems. 

The  amendment  requires  that  the  report  must  include  at  least  one 
alternative  which  provides  that  Federal  employees'  benefits  will  not 
be  reduced  and  contributions  will  not  be  increased. 

Finally,  the  amendment  makes  necessary  conforming  chancres  in 
other  sections  of  the  bill. 

A  detailed  explanation  of  the  committee  amendment  is  set  forth 
below  under  the  heading  "Analysis  of  Committee  Amendment". 

Committee  Action 

On  October  13, 1977,  the  Committee  on  Post  Office  and  Civil  Service 
ordered  H.R.  9346  reported  to  the  House,  with  an  amendment,  by  a 
unanimous  voice  vote. 

The  committee  amendment  was  adopted  by  a  record  vote  of  25-0. 
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Sequential  Referral 

H.R.  9346,  the  "Social  Security  Financing  Amendments  of  1977", 
was  introduced  on  September  27,  1977,  and  was  referred  solely  to  the 
Committee  on  Ways  and  Means.  An  earlier  version  of  the  Social  Secu- 
rity Financing  Amendments,  H.R.  8218,  had  been  considered  by  the 
Subcommittee  on  Social  Security  of  the  Committee  on  Ways  and 
Means.  H.R.  8218,  as  introduced,  did  not  contain  provisions  relating  to 
social  security  coverage  for  Federal  employees. 

During  its  markup  of  H.R.  8218,  the  Subcommittee  on  Social  Secu- 
rity adopted  a  provision  to  require  mandatory  social  security  coverage 
for  Federal  employees  beginning  in  1980.  This  provision  was  included 
as  section  301  of  a  clean  bill,  H.R.  9346,  which  the  subcommittee  on 
September  23, 1977,  approved  for  consideration  by  the  full  Committee 
on  Ways  and  Means. 

Under  clause  l(o)  of  House  Rule  X,  the  Committee  on  Post  Office 
and  Civil  Service  has  jurisdiction  over  all  matters  relating  to  the 
"status  of  officers  and  employees  of  the  United  States  including  their 
compensation,  classification,  and  retirement".  Accordingly,  by  letter 
dated  September  29,  1977,  Chairman  Robert  N.  C.  Nix  advised  Chair- 
man Al  UUman  of  the  Committee  on  Ways  and  Means  of  this  com- 
mittee's concern  with  respect  to  the  provisions  of  H.R.  9346  relating 
to  Federal  employees  and  detailed  several  specific  objections  of  the 
committee.  Subsequently,  during  markup  by  the  full  Ways  and  Means 
Committee,  an  amendment  was  adopted  changing  the  effective  date  of 
mandatory  coverage  for  Federal  employees  from  1980  to  1982,  and 
requiring  that  a  study  be  conducted  by  the  Secretary  of  HEW  to  deter- 
mine the  method  by  which  such  coverage  would  be  attained. 

On  October  4,  1977,  Chairman  Nix  formally  advised  the  Speaker 
of  the  committee's  concern  with  section  301  of  H.R.  9346,  expressed  his 
views  with  respect  to  this  committee's  jurisdiction  over  such  matters, 
and  requested  that  H.R.  9346  be  sequentially  referred  to  this  commit- 
tee. On  October  5,  1977,  following  a  meeting  of  the  caucus  of  the 
Democratic  members  of  the  Committee  on  Post  Office  and  Civil  Ser\'- 
ice.  Chairman  Nix  again  wrote  to  the  Speaker  regarding  the  commit- 
tee's concern  with  section  301  and  requested  sequential  referral.  The 
October  5  letter  was  cosigned  by  22  of  the  remaining  24  members  of 
the  committee. 

On  October  12,  the  Committee  on  Ways  and  Means  reported  H.R. 
9346,  and  the  bill  was  sequentially  referred  by  the  Speaker  to  the 
Committee  on  Post  Office  and  Civil  Service  for  a  period  ending  no 
later  than  October  17, 1977.  As  noted  above,  under  the  heading  "Com- 
mittee Action",  this  committee  ordered  H.R.  9346  reported  to  the 
House,  with  an  amendment,  on  October  13, 1977. 

Statement 

The  committee  unanimously  recommends  against  approval,  at  this 
time,  of  mandatory  coverage  under  the  Social  Security  Act  for  Fed- 
eral employees. 

At  the  outset  we  wish  to  emphasize  that  our  opposition  is  not  based 
on  the  judgment  that  such  social  security  coverage  is  not  proper,  desir- 
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able  and  equitable,  but  on  the  grounds  that  the  precipitous  action 
taken  by  the  committee  on  ways  and  means,  which  seeks  to  cure,  may, 
in  fact,  complicate  the  myriad  problems  presently  troubling  the  Social 
Security  System.  Further,  such  mandatory  coverage  may  have  an 
adverse  and  detrimental  effect  on  the  various  financially  sound  retire- 
ment systems  for  Federal  civilian  employees. 

We  seriously  doubt  that  any  one  is  of  the  opinion  that  Federal  em- 
ployees should  be  included  under  the  Social  Security  System  regard- 
less of  whether  a  plan,  fair  and  equitable  to  all  parties,  can  be 
developed  and  subsequently  implemented. 

Simply  stated,  extending  mandatory  coverage,  at  this  time,  without 
assurance  that  it  is  workable,  is  putting  the  cart  before  the  horse. 

Issues  to  he  connsidered 

The  issues  to  be  addressed  and  considered  before  a  rational  judg- 
ment can  be  made  on  the  question  of  extending  social  security  coverage 
to  Federal  employees  include  the  following : 

The  financial  problems  of  the  Social  Security  Fund  may  not  be 
resolved  by  integrating  the  civil  service  retirement  system  with  social 
security.  The  fiscal  ramifications  of  integrating  the  Civil  Service  Re- 
tirement System  with  social  security  are  comp-ex  and  must  be  studied 
thoroughly  before  such  a  move  is  taken.  Integration  could  result  in 
greater  costs  to  the  Government,  unless  present  benefits  available  to 
Federal  employees  under  both  systems  are  reduced.  Apparently,  this 
latter  condition  has  been  rejected  by  the  Committee  on  Ways  and 
Means  when  it  states  in  its  report  on  H.R.  9346: 

The  bill  directs  the  Secretary  of  Health,  Education,  and 
Welfare  to  conduct  a  study  with  the  Civil  Service  Commis- 
sion to  make  recommendations  for  coordinating  benefits  and 
costs  of  the  OASDI  and  Civil  Service  Retirement  programs 
in  such  a  way  that  Federal  workers  will  be  no  worse  off  so  far 
as  costs  and  benefits  are  concerned  compared  to  their  treat- 
ment under  present  law. 

There  are  12  principle  retirement  systems  for  Federal  employees  of 
which  the  civil  service  system  is  by  far  the  largest.  The  Foreign  Serv- 
ice, the  Central  Intelligence  Agency,  and  other  agencies  have  separate 
retirement  systems.  Each  of  these  systems  should  be  carefully  exam- 
ined to  determine  how  they  should  be  restructured  if  social  security  is 
extended  to  the  employees  now  subject  to  each  system. 

To  cover  Federal  employees  under  social  security  without  adjusting 
their  coverage  under  civil  service  retirement  or  another  retirement 
system  for  Federal  employees  would  result  in  both  employees  and 
the  Government  having  to  contribute  a  substantial  amount  to  both 
systems.  Dual  payments  into  both  systems  by  both  employees  and 
Government  would  discourage  employees,  particularly  at  the  lower 
grades,  and  limit  the  Government's  ability  to  attract  employees  in 
the  labor  market. 

How  is  integration  to  be  accomplished?  There  are  at  least  five 
basic  alternatives : 

(1)  Offset  existing  civil  service  retirement  annuity  when  an- 
nuitant becomes  eligfible  for  social  security  benefits,  like  many 
private  pension  plans  do. 


(2)  Restructure  civil  service  retirement  as  an  add-on  to  the 
social  security  benefits. 

(3)  Create  a  two  tier,  dual  payment  system,  as  was  done  with 
the  railroad  retirement  system. 

(4)  Leave  present  system  intact  for  present  employees  and  ex- 
tend mandatory  social  security  coverage  only  to  new  employees. 

(5)  Eliminate  civil  service  retirement  for  new  employees,  and 
contribute  to  their  participation  in  Individual  Retirement  Ac- 
counts instead. 

How  will  civil  service  retirement  benefits  be  financed  after  integra- 
tion ?  Once  social  security  contributions  reach  7.45  percent  as  proposed 
for  1990,  will  it  be  practically  possible  to  require  that  an  additional 
percentage  be  withheld  from  an  employee's  pay  to  finance  civil  service 
retirement  benefits  ?  Or,  will  it  become  necessary  for  the  Government 
to  assume  the  full  cost  of  financing  the  continuation  of  the  civil 
service  retirement  system  ? 

Technical  problems  in  extending  social  security  to  cover  Federal 
employees  abound.  For  instance : 

Persons  who  are  eligible  for  social  security  are  also  usually  eligible 
for  medicare.  Would  Federal  employees  become  eligible  for  medicare  ? 
If  so,  the  Federal  Employees'  Health  Benefits  program  would  have 
to  offer  a  medicare  supplement  plan  for  all  retirees,  and  for  employees 
at  age  65. 

Federal  employees  are  eligible  for  workers  compensation  benefits 
from  the  Office  of  Workers  Compensation,  Department  of  Labor.  If 
Federal  employees  are  brought  under  social  security,  which  has  differ- 
ing disability  benefits  than  civil  service  retirement,  would  Federal 
employee  eligibility  for  compensation  benefits  have  to  be  modified? 

Civil  service  retirement  benefits  are  subject  to  Federal  income  tax, 
while  social  security  benefits  are  not.  Any  integration  of  benefits  under 
the  two  systems  is  likely  to  have  significant  tax  consequences  for  both 
employees  and  the  Government.  What  impact  would  this  have  on  the 
real  value  of  benefits  paid  to  former  employees  ? 

Social  security  contributions  may  not  be  refunded,  but  civil  service 
retirement  contributions  may  be  refunded.  Will  employees  continue  to 
be  able  to  withdraw  retirement  refunds  and  still  qualify  for  social 
security  ? 

What  about  those  persons  who  have  already  acquired  a  "fully" 
insured  social  security  benefit  prior  to  becoming  Federal  employees 
subiect  to  the  civil  service  retirement  system  ?  Will  they  lose  the  benefit 
which  they  have  already  earned  ? 

In  the  event  that  Federal  employees  are  still  eligible  to  retire  under 
current  provisions  of  the  civil  service  retirement  law  after  having  been 
covered  under  social  security,  would  the  annuity  be  treated  as  earn- 
in2:s  for  the  purposes  of  the  earnings  limitation  under  social  security  ? 
If  so,  this  could  effectively  bar  any  receipt  of  social  security  until  age 
72,  at  least. 

Numerous  administrative  problems  would  also  have  to  be  resolved 
before  civil  service  retirement  or  other  Federal  retirement  systems 
could  be  integrated  with  social  security.  The  record  keeping  systems 
differ.  Should  civil  service  retirement  continue  to  be  separately 
administered  ? 
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No  final  action  should  be  taken  by  the  House  on  the  question  of  man- 
datory social  security  coverage  for  Federal  employees  until  the  Con- 
gress has  answers  to  the  issues  and  questions  hereinbefore  presented. 

Further  questions  of  mtent  raised 

In  the  brief  period  (5  days)  that  the  committee  has  had  to  consider 
H.R.  9346,  as  reported,  it  has  become  clear  that  the  precipitous  action 
by  the  Committee  on  Ways  and  Means  in  adopting  section  301  actually 
goes  far  beyond  the  intent  evidenced  by  that  section's  heading — "Cov- 
erage of  Federal  Employees". 

Section  301(a)  (1)  of  the  reported  bill  strikes  out  paragraphs  (5) 
and  (6)  of  section  210(a)  of  the  Social  Security  Act.  Currently,  these 
paragraphs  exclude  from  social  security  coverage  Federal  employees. 
Specifically,  paragraph  (6)  (A)  excludes  "service  performed  in  the 
employ  of  the  United  States,  if  such  service  is  covered  by  a  retirement 
system  established  by  a  law  of  the  United  States."  These  paragraphs, 
however,  also  exclude  numerous  other  types  of  "service  performed  in 
the  employ  of  the  United  States,"  types  of  service  which  it  may  or  may 
not  be  appropriate  to  bring  under  social  security  coverage. 

For  example,  if  section  301  is  enacted,  work  performed  in  a  Federal 
penal  institution  by  an  inmate  will  be  creditable  for  social  security 
purposes.  It  also  appears  that  inmates  would  be  eligible  to  receive 
credit  for  past  service  performed  while  serving  time  in  a  Federal  prison 
as  provided  in  section  304  of  the  bill  as  provided.  Presumably  then, 
an  individual  serving  a  life  term  will  begin  drawing  social  security 
benefits  at  age  62,  or  perhaps  age  65,  and  receive  retroactive  quarter-of- 
coverage  credit  for  prior  time  served. 

Section  301  of  the  bill,  as  reported  by  Ways  and  Means,  would  also 
bring  under  social  security  the  President,  the  Vice  President,  and 
Members  of  Congress,  all  of  whom  are  now  excluded  under  paragraph 
(6)  (C)  (i)  of  section  210(a)  of  the  Social  Security  Act.  More  impor- 
tantly, section  301  apparently  would  bring  Federal  judgfes  under  social 
security,  and  it  is  arguable  that  such  an  action  would  constitute  an 
unconstitutional  reduction  in  pay  for  sitting:  judges  within  the  mean- 
ing of  section  1  of  Article  III  of  the  Constitution  which  provides : 

The  Judges,  both  of  the  supreme  and  inferior  Courts,  shall 
hold  their  Offices  during  good  Behaviour,  and  shall,  at  stated 
Times,  receive  for  their  Services,  a  Compensation,  which  shall 
not  he  diminished  during  their  Continuance  in  Office, 

[Emphasis  added.] 

Perhaps  there  is  merit  for  providing  social  security  coverage,  mak- 
ing social  security  benefits  available  to  all  of  these  individuals  who 
have  not  had  them,  and  providing  credit  for  past  service  to  Federal 
employees.  Members  of  Consnfcss,  judges,  the  President,  the  Vice  Pres- 
ident, and  all  the  other  individuals  who,  under  the  Ways  and  Means 
Committee  bill,  would  become  eligible  in  1982.  The  Committee,  how- 
ever, does  not  have  a  sufficient  record  on  which  to  make  a  decision  at 
this  time  with  respect  to  coverage  for  those  individuals  under  its  sole 
jurisdiction  (Federal  employees)  and  it  seriously  doubts  if  there  is 
sufficient  record  available  to  make  such  a  decision  at  this  time  with 
respect  to  other  individuals  who  will  be  brought  into  the  system  under 
the  bill,  as  reported. 
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The  report  of  the  Committee  on  Ways  and  Means  indicates  that 
sufficient  evidence  is  not  available  at  the  present  time  to  properly  deter- 
mine whether  social  security  coverage  for  these  various  groups  of  indi- 
viduals is  appropriate.  That  committee's  report  states  as  follows : 

Whether  coverage  should  be  extended  to  these  specifically 
excepted  groups  is  a  complex  question  which  your  Commis- 
sion (sic)  has  not  been  able  to  resolve  in  the  time  available. —  . 
(H.  Kept.  No.  95-702  Pt.  1,  95th  Cong.,  1st  Sess.  p.  34). 

Similarly,  that  committee  notes  that  although  it  has  in  the  past  di- 
rected studies  concerning  social  security  coverage  for  the  Federal  sec- 
tor and  that  such  studies  were  made  in  1960,  1905,  and  1972,  "none  of 
the  proposals  advanced  has  proved  acceptable  to  all  concerned"  (H. 
Kept.  No.  95-702  Pt.  1,  supra,  p.  35) . 

This  committee  in  the  brief  time  available  has  only  been  able  to 
quickly  review  the  hearings  held  by  the  Subcommittee  on  Social  Se- 
curity regarding  this  legislation.  Perhaps  a  good  case  can  be  made  for 
social  security  coverage  for  Federal  employees,  the  President,  the  Vice 
President,  Members  of  Congress,  legislative  employees,  inmates  of 
Federal  penal  institutions,  certain  student  employees  of  Federal  hos- 
pitals, and  temporary  emergency  employees.  Perhaps  a  good  case  can- 
not be  made  for  coverage  for  all  or  some  of  these  individuals.  In  any 
event,  this  committee  believes  that  the  issue  should  be  studied  before 
social  security  coverage  and  retroactive  quart er-of -coverage  credit  for 
these  different  groups  of  individuals  is  mandated. 

Previous  experieiice  on  similar  legislative  isstie 

To  illustrate  the  complexity  of  the  proposition  to  integrate  the 
benefits  of  the  civil  service  retirement  system  with  those  of  the  social 
security  system,  it  might  be  helpful  to  review  a  similar  situation  con- 
cerning the  coordination  of  Medicare  and  the  Federal  Employees 
Health  Benefits  program. 

The  committee  believes  an  analogy  can  be  drawn  between  the  un- 
successful attempt  in  1972  to  mandate  coordination  of  Medicare  and 
the  Federal  Employees  Health  Benefits  program  without  the  benefit 
of  an  adequate  study  to  determine  the  feasibility  of  elffecting  such  a 
change,  and  the  attempt  now  in  1977  to  integrate  the  benefits  of  the 
social  security  system  with  the  civil  service  retirement  system — the 
two  largest  retirement  systems  in  the  country — without  a  compre- 
hensive study  as  contemplated  by  our  committee  amendment. 

In  1972,  the  House  Committee  on  Ways  and  Means  adopted  an 
amendment  to  H.R.  1  (Public  Law  92-603,  Social  Security  Amend- 
ments) providing  that  as  of  January  1,  1975,  medicare  payments 
would  not  be  made  for  items  and  services  covered  under  a  bene- 
ficiary's Federal  Employees  Health  Benefits  Program  plan  unless, 
prior  to  that  date,  the  Federal  Employees  Health  Benefits  program 
was  modified  to  provide  plans  that  supplement  medicare  coverage. 
The  purpose  of  this  provision  was  to  focus  attention  on  the  need  to 
consider  improved  coordination  of  Medicare  and  the  Federal  Em- 
ployees Health  Benefits  program. 

In  the  interim  period  (Oct.  30, 1972  to  Jan.  1, 1975)  full  implemen- 
tation of  this  requirement  was  to  be  accomplished.  However,  in  1974, 
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because  of  the  lack  of  progress  toward  coordination,  the  effective  date 
was  extended  for  another  year  to  January  1, 1976  (Public  Law  93-^80) . 
This  law  also  provided  for  a  joint  progress  report  by  the  Department 
of  Health,  Education,  and  Welfare  and  the  Civil  Service  Commission, 
to  be  submitted  no  later  than  March  1, 1975.  This  report,  submitted  on 
February  26,  1975,  along  with  the  recommendations  of  the  General 
Accounting  Office,  outlined  the  problems  of  meeting  the  requirements 
of  section  1862  (c)  of  Public  Law  92-603. 

In  the  report,  the  Department  of  Health,  Education,  and  Welfare 
and  the  Civil  Service  Commission  maintained  "that  the  modifications 
of  Federal  Employees  Health  Benefits  Program  in  accordance  with 
section  1862(c)  would  not  be  in  the  best  interests  of  dually  entitled 
Federal  Employees  Health  Benefits  and  medicare  beneficiaries,  and 
would  create  expensive  and  unnecessary  administrative  problems." 
The  reasons  for  this  conclusion  were  expressed  in  a  letter  to  Chairman 
David  Henderson,  House  Committee  on  Post  Office  and  Civil  Service, 
from  Secretary  Casper  Weinberger  of  the  Department  of  Health,  Edu- 
cation, and  Welfare  and  Chairman  Robert  Hampton  of  the  Civil 
Service  Commission,  as  follows : 

The  Civil  Service  Commission  actuarial  estimates  are  that 
if,  as  section  1862(c)  implies,  the  premiums  for  the  supple- 
mental plans  were  based  solely  on  the  health  experience  of 
the  aged  and  disabled  who  are  entitled  to  medicare,  rather 
than  on  the  health  experience  of  all  Federal  Employees 
Health  Benefits  enrollees,  a  Federal  Employees  Health  Bene- 
fits option  to  supplement  part  B  alone  would  offer  the  same 
benefits  as  now  for  a  higher  premium.  An  option  to  supple- 
ment part  A  alone  would  offer  the  same  benefits  for  about 
the  same  premium.  Stated  differently,  an  option  to  supple- 
ment when  an  individual  has  only  part  A  appears  unneces- 
sary, while  an  option  to  supplement  when  an  mdividual  has 
only  part  B  would  disadvantage  those  Federal  Employees 
Health  Benefits  enrollees  who  subscribe  to  it. 

Section  1862(c)  requires  that  the  Government's  full  stand- 
ard contribution  to  Federal  Employees  Health  Benefits  Cov- 
erage (as  calculated  annually  under  5  U.S.C.  8906)  be  applied 
to  pay  the  beneficiary's  premium  for  the  supplemental  Fed- 
eral Employees  Health  Benefits  option,  has  part  B  premiums 
or  both,  but  does  not  provide  for  crediting  any  portion  of  the 
Government  Federal  Employees  Health  Benefits  contribu- 
tion toward  the  premium  of  the  employee's  or  annuitant's 
spouse  (or  child)  who  may  be  covered  under  a  Federal  Em- 
ployees Health  Benefits  family  enrollment  but  not  under 
medicare. 

Twelve  additional  options  would  be  needed  under  each  of 
the  46  plans  participating  in  the  Federal  Employees  Health 
Benefits  Program  to  supplement  (a)  Part  A  of  Medicare,  (b) 
Part  B  of  Medicare,  and  (c)  Parts  A  and  B  of  Medicare,  each 
for  four  family  groupings:  (1)  for  self  only  enrollees,  (2) 
families  where  only  the  dependents  are  covered  bv  medicare — 
making  over  500  additional  options.  Thus,  the  Federal  Em- 
ployees Health  Benefits  Program  would  be  greatly  compli- 
cated. 
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The  Comptroller  General  offered  an  alternative  to  achieve  coordina- 
tion which  called  for  the  Government  to  simply  pay  Medicare  Part  B 
premiums  for  all  eli^jble  Federal  Employees  Health  Benefits  enrollees. 
llie  Comptroller  General's  report  also  suggested  continuation  without 
change  of  the  existing  system  for  coordinating  the  benefits  of  the  two 
programs. 

After  careful  consideration  of  the  various  alternatives  to  coordinate 
the  benefits  under  medicare  and  the  Federal  Employees  Health  Bene- 
fits program,  the  Committee  on  Ways  and  Means  reported  in  1975  that 
it  "is  not  convinced  that  equity  requires  the  Government  to  substan- 
tially increase  its  expenditures  under  the  two  programs  in  an  effort  to 
accomplish  this." 

The  committee,  therefore,  concluded  that  the  existing  relationship 
between  Medicare  and  the  Federal  Employees  Health  Benefits  Pro- 
gram should  be  maintained.  Public  Law  9^182,  repealed  section  1862 
(c)  of  the  Social  Security  Act  on  December  31,  1975,  bringing  to  a 
close  this  legislative  adventure. 

The  idea  of  better  coordinating  the  benefits  of  Medicare  with  those 
of  the  Federal  Employees  Health  Benefits  Program  was  useful,  and 
obviously  the  House  Committee  on  Ways  and  Means  felt  it  could  be 
done  by  the  mandated  date  of  January  1, 1975,  which  was  over  2  years 
from  the  date  of  enactment.  However,  as  this  entire  issue  was  more 
carefully  studied  by  the  Department  of  Health,  Education,  and  Wel- 
fare and  the  Civil  Service  Commission,  it  became  increasingly  evident 
tliat  no  easy  method  could  be  found  to  implement  the  legislative  man- 
date. The  Congress,  seeing,  the  futility  of  this  requirement  of  law, 
wisely  repealed  it  rather  than  attempt  the  cumbersome  and  overly 
costly  approach  of  amending  the  Medicare  and  the  Federal  Employees 
Health  Benefits  laws. 

To  avoid  a  recurrence  of  this  type  of  legislative  procedure,  we 
strongly  suggest  a  careful  comprehensive  study  be  undertaken  to 
determine  the  feasibility  of  integrating  the  Civil  Service  Retirement 
System  and  the  Social  Security  System  before  mandating  such  inte- 
gration. 

Conclusion 

The  issues  related  to  mandatory  social  security  coverage  for  Federal 
employees  are  complex  and  cannot  be  properly  and  rationally  resolved 
without  further  study  by  both  the  Executive  Branch  and  the  Congress. 

The  Civil  Service  Commission,  the  Office  of  Management  and  Budg- 
et, and  the  Social  Security  Administration,  must  have  time  to  develop 
and  present  a  feasible  plan  to  Congress  on  now  these  important  policy, 
technical,  and  administrative  problems  can  or  should  be  resolved.  Ma- 
jor changes  in  the  civil  service  retirement  system  have  always  fol- 
lowed adequate  congressional  and  administrative  study.  The  Civil 
Service  Retirement  Act  of  1956  followed  a  comprehensive  study  of  the 
civil  service  retirement  system  and  the  needs  for  refinancing  the  fund. 
The  civil  service  retirement  amendments  of  1969  followed  the  report 
of  the  Cabinet  Committee  on  Federal  Staff  Retirement  Systems  of 
1966. 

Thus,  we  must  necessarily  conclude  that  the  time  has  not  yet  come 
for  coverage  under  social  security  for  Federal  employees.  We  would 
wholeheartedly  concur  that  the  time  has  come  to  conduct  a  complete 
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an^  comprehensive  study  of  the  issue.  Upon  completion  of  that  study 
in  1980,  as  recommended  by  this  committee,  when  we  have  found  an- 
swers to  the  many  important  policy  issues,  to  both  the  substantive  and 
technical  problems  which  must  be  resolved  first,  then  the  Congress  can 
make  a  reasoned  and  accurate  judgment  on  the  question. 

Anyone  remotely  familiar  with  the  complexities  of  retirement  sys- 
tems understands  that  this  study  must  necessarily  be  a  condition 
precedent  to  any  satisfactory  integration  of  the  different  systems  in- 
volved. To  enact  legislation  disrupting  the  largest  staff  retirement 
svstem  in  the  country  without  first  laying  a  firm  foundation  for  how 
the  conversion  can  be  made  would  be  totally  irresponsible. 

Analysis  of  Committee  Amendment 

Ths  committee  amendment  strikes  all  of  the  provisions  of  section 
301  of  H.E.  9346,  as  reported  by  the  Committee  on  Ways  and  Means, 
and  substitutes  an  entirely  new  text  for  those  provisions.  Section  301, 
as  reported  by  the  Ways  and  Means  Committee,  provides  for  manda- 
tory coverage  of  Federal  employees  within  the  old-age,  survivors,  and 
disabilitjr  insurance  system  oeginning  in  January  1982.  The  section 
also  requires  the  Secretary  of  Health,  Education,  and  Welfare,  in  con- 
sultation with  the  Civil  Service  Commission,  to  undertake  a  detailed 
study  of  how  best  to  coordinate  the  benefits  of  the  civil  service  retire- 
ment system  and  those  of  the  social  security  system.  In  addition,  sec- 
tion 301  calls  for  a  study  of  how  best  to  coordinate  the  Medicare  pro- 
gram and  the  Federal  Employees  Health  Benefits  program.  A  report 
on  the  results  of  the  two  studies,  together  with  a  detailed  plan  for 
coordinating  the  benefits  under  the  two  systems,  must  be  submitted 
to  the  Congress  no  later  than  January  1, 1980. 

As  amended  by  this  committee,  section  301  of  H.R.  9346  does  not 
provide  for  mandatory  coverage  of  Federal  employees  under  social 
security  but  requires  that  a  comprehensive  study  concerning  such  cover- 
age be  undertaken  and  completed  within  two  years  after  the  date  of 
the  enactment  of  the  legislation. 

Specifically,  subsection  (a)  of  section  301  provides  that  the  Chair- 
man of  the  Civil  Service  Commission,  the  Secretaries  of  the  Treasury 
and  Health,  Education,  and  Welfare,  and  the  Director  of  the  Office 
of  Management  and  Budget,  shall  jointly  conduct  a  detailed  study  with 
respect  to  the  coverage  of  Federal  employees  under  the  old-age,  sur- 
vivors, and  disability  insurance  system.  The  committee  intentionally 
has  refrained  from  designating  a  lead  agency  for  purposes  of  the 
study  and  believes  that  the  four  agency  heads  are  in  the  best  posi- 
tion to  decide  which  agency  should  have  the  overall  responsibility  for 
directing  and  coordinating  the  study. 

Subsection  (b)  of  section  301  sets  forth  specific  matters  which  must 
be  included  in  the  joint  study.  (This  listing  should  not  preclude  the 
consideration  of  other  matters  deemed  appropriate  by  the  four  agency 
heads.) 

First,  paragraph  (1)  of  subsection  (b)  provides  that  the  joint  study 
nmst  include  a  review  of  the  methods  by  which  full  coverage  of  Fed- 
eral employees  under  social  security  could  be  attained.  By  "full  cov- 
erage" this  rommittee  means  coverage  of  all  Federal  employees  for  all 
purposes  within  the  old-age,  survivors,  and  disability  insurance  sys- 
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tern.  H.K.  9346,  as  reported  by  the  Committee  on  Ways  and  Means, 
would  mandate  such  full  social  security  coverage  for  Federal  employ- 
ees beginning  in  1982.  This  committee  believes  that  the  various  meth- 
ods of  attaining  such  full  coverage  should  be  carefully  explored  so  that 
the  Congress  will  have  a  sound  basis  for  determining  whether  full  cov- 
erage of  Federal  employees  is  feasible  and,  if  so,  how  can  it  best  be 
effected. 

For  example,  one  method  of  accomplishing  social  security  coverage 
of  Federal  employees  might  be  to  offset  their  Federal  employee  retire- 
ment system  benefits  when  they  become  eligible  for  social  security  bene- 
fits. Another  method  might  involve  restructuring  the  various  Federal 
employee  retirement  systems  so  as  to  supplement  social  security 
benefits. 

Paragraph  (2)  of  subsection  (b)  provides  that  for  each  method  ot 
attaining  full  coverage  of  Federal  employees  under  social  security  the 
study  must  include  an  analysis  of  all  of  the  adjustments  which  would 
be  necessary  to  effect  such  coverage.  This  analysis  must  include  not  only 
the  necessary  adjustments  to  the  social  security  system,  but  those  that 
would  be  required  for  the  civil  service  retirement  system  and  the  other 
principal  Federal  employee  retirement  systems  that  would  be  af- 
fected, such  as  the  foreign  service,  the  Central  Intelligence  Agency, 
the  District  of  Columbia,  and  the  system  covering  Federal  judges. 

In  particular,  the  committee  believes  that  the  joint  study  should 
focus  on  the  adjustments  under  each  method  that  would  be  necessary  in 
the  age,  service,  and  other  eligibility  requirements  for  benefits  under 
the  various  systems.  Among  the  Federal  employee  retirement  systems 
and  the  social  security  system  there  is  a  wide  variety  of  eligibility 
requirements  for  voluntary,  involuntary  and  disability  retirement, 
death  benefits,  and  survivor  benefits.  (For  example,  some  Federal  em- 
ployees may  retire  as  early  as  age  50  if  they  have  completed  20  years 
of  service.)  Subparagraph  (A)  of  subsection  (b)  (2)  requires  an 
analysis  of  the  necessary  adjustments  in  eligibility  requirements  and 
subparagraph  (B)  requires  a  similar  analysis  of  the  adjustments  that 
would  be  necessary  in  the  nature  and  level  of  disability,  death,  and 
survivor  benefits.  This  analysis  should  take  into  consideration  all  of 
the  benefits  which  are  provided  under  Federal  employee  disability  and 
retirement  systems,  such  as  lump-sum  refunds,  cost-of-living  adjust- 
ments. Federal  employee  compensation  benefits,  and  related  factors 
such  as  income  limitations  and  the  taxability  of  benefits. 

Paragraph  (3)  of  subsection  (b)  requires  that  the  joint  study  in- 
clude a  comparison  of  the  financial  aspects  of  each  method  of  attaining 
full  social  security  coverage  of  Federal  employees.  Subparagraph  (A) 
of  paragraph  (3)  requires  a  comparison  of  the  adjustments  in  con- 
tributions which  would  be  required  under  each  method.  Federal  em- 
ployees under  the  civil  service  retirement  system  now  contribute 
seven  percent  of  their  pay  to  the  retirement  fund.  A  matching  con- 
tribution is  made  by  the  Government.  Under  H.R.  9346,  the  social 
security  contribution  rate  also  will  reach  seven  percent  by  1990.  Can 
Federal  employees  be  expected  to  fully  contribute  to  both  systems? 
The  adjustments  in  such  contribution  rates  and  the  sources  of  such 
contributions  must  be  thoroughly  considered  in  connection  with  each 
method  of  bringing  Federal  employees  under  social  security. 


14 


Subparagraph  (B)  of  paragraph  (3)  requires  an  analysis  of  the 
adjustments  which  would  be  required  under  each  method  in  the 
manner  in  which  benefits  are  financed  under  the  various  Federal  em- 
ployee retirement  systems  and  under  the  social  security  system.  Social 
security  benefits  are  financed  entirely  by  employer-employee  contribu- 
tions. Civil  service  retirement  benefits  are  financed  through  a  combina- 
tion of  contributions  and  appropriations.  It  will  be  important  to  know 
what  adjustments  in  these  financing  methods  will  be  necessary.  Also, 
consideration  must  be  given  to  the  manner  in  which  existing  benefits 
for  those  who  have  already  retired  will  continue  to  be  financed. 

Most  significant  is  the  requirement  of  subparagraph  (C)  of  para- 
graph (3)  that  the  joint  study  must  include  an  analysis  of  the  effects 
of  each  method  of  attaining  full  social  security  coverage  on  the  solv- 
ency of  the  retirement  systems  involved. 

Paragraph  (4)  of  subsection  (b)  requires  the  joint  study  to  include 
an  analysis  of  the  effects  of  each  method  of  social  security  coverage  for 
Federal  employees  on  (A)  the  recruitment  and  retention  of  Federal 
employees;  (B)  other  employee  benefits,  such  as  health  benefits  for 
retirees;  and  (C)  Federal,  State,  and  local  income  tax  systems.  The 
committee  believes  that  all  of  these  matters  warrant  careful  considera- 
tion. The  civil  service  retirement  system,  as  well  as  most  other  em- 
ployee retirement  systems,  has  been  carefully  developed  and  improved 
over  many  years  and  plays  a  vital  role  in  the  recruitment  and  retention 
of  competent  workers.  The  Congress  should  know  what  effects  any 
adjustments  in  civil  service  retirement  benefits  or  other  Federal  em- 
ployee retirement  benefits  will  have  on  the  recruitment  and  retention 
of  talented  people.  Since  social  security  beneficiaries  are  eligible  for 
Medicare  benefits,  it  would  appear  that  some  adjustments  would  have 
to  be  made  in  the  Federal  Employees  Health  Benefits  program  which 
covers  most  Federal  retirees.  The  effects  of  social  security  coverage  on 
this  program  and  on  any  other  Federal  employee  benefits  program 
need  to  be  studied.  Finally,  since  civil  service  retirement  benefits  are 
fully  taxable  and  social  security  benefits  are  not,  any  method  of  inte- 
grating or  coordinating  the  two  systems  will  most  likely  have  a  signifi- 
cant impact  on  Federal,  State,  and  local  income  tax  systems.  The  Con- 
gress should  be  aware  of  the  magnitude  of  such  impact  before  reach- 
ing a  final  decision  on  this  subject. 

Paragraph  (5)  of  subsection  (b)  requires  the  joint  study  to  include 
a  review  of  the  methods  by  which  partial  coverage  of  Federal  em- 
ployees under  the  social  security  system  could  be  attained.  Partial 
coverage  would  cover  alternatives  such  as  (1)  extending  social  security 
coverage  only  to  new  Federal  employees;  (2)  extending  social  secu- 
rity coverage  only  to  certain  classes  of  Federal  employees;  or  (3) 
covering  all  Federal  employees  under  the  social  security  system  but 
only  for  certain  purposes,  such  as  disability  and  survivors'  benefits. 
In  reviewing  each  method  of  partial  coverage,  paragraph  (5)  requires 
that  consideration  be  given  to  all  of  the  factors  described  in  paragraphs 
(2),  (3),  and  (4)  of  subsection  (b),  discussed  above. 

Paragraph  (6)  of  subsection  (b)  provides  that  the  joint  study  shall 
include  a  review  of  alternatives  to  providing  coverage  (either  full  or 
partial)  of  Federal  employees  under  the  social  security  system  which 
would  improve  the  solvency  of  that  system.  The  committee  believes 
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that  there  may  be  ways  of  improving  the  financial  status  of  the  social 
security  system  other  than  by  extending  coverage  to  Federal  em- 
ployees. These  alternatives  must  be  considered  in  the  event  coverage  of 
Federal  employees  proves  to  be  inf  easible. 

Obviously,  any  decision  to  extend  social  security  coverage  to  Fed- 
eral employees  will  have  a  substantial  impact  on  present  employees, 
retirees,  and  on  the  various  Federal  employee  retirement  systems. 
Therefore,  subsection  (b)  provides  that  in  connection  with  the  joint 
study,  representatives  of  Federal  employees  and  retirees  and  the  heads 
of  agencies  which  administer  the  various  Federal  employee  retirement 
systems  shall  be  allowed  to  submit  views  and  data.  In  addition,  other 
parties  which  have  a  significant  interest  in  this  matter  should  be 
allowed  to  submit  their  views  and  pertinent  data. 

Subsection  (c)  of  section  301  provides  that  upon  completion  of  the 
joint  study  (but  in  any  event  no  later  than  two  yeai«  aiter  the  enact- 
ment of  the  legislation)  the  four  agency  heads  shall  submit  a  joint 
report  on  the  results  of  the  study  together  with  their  recommendations. 
The  report  shall  be  submitted  to  the  President  and  to  the  appropriate 
committees  of  each  House  of  the  Congress.  As  discussed  above,  subsec- 
tion (b)  requires  a  review  of  the  various  methods  by  which  full  cov- 
erage and  partial  coverage  of  Federal  employees  under  social  security 
could  be  attained.  The  report  to  be  submitted  under  subsection  (c) 
should  include  the  detailed  findings  of  the  joint  study  with  respect  to 
each  method  of  coverage  and,  particularly,  the  results  of  the  analyses 
and  comparisons  required  by  paragraphs  (2),  (3),  and  (4)  of  sul^c- 
tion  (b).  Subsection  (c)  further  provides  that  any  recommendatiojis 
included  in  the  joint  report  shall  be  accompanied  by  draft  legislation 
if  such  recommendations  would  require  changes  in  existing  statutes. 

Subsection  (d)  of  section  301  requires  that  the  joint  study  conducted 
under  subsection  (b)  and  the  joint  report  submitted  under  subsection 
(c)  include  at  least  one  method  of  extending  social  security  coverage 
to  Federal  employees  which  will  result  in  a  program  of  benefits  that, 
overall,  are  no  less  favorable  than  the  benefits  which  are  then  cur- 
rently available  to  such  employees  under  the  Federal  employee  re- 
tirment  systems.  In  addition,  this  method  of  coverage  must  assure 
that  the  contributions  required  of  Federal  employees  will  be  no  greater 
than  the  contributions  then  currently  required  of  such  employees 
under  their  Federal  employee  retirement  systems. 

The  committee  realizes  that,  in  view  of  the  many  differences  in 
benefits  that  exist  between  the  Federal  employee  retirement  systems 
and  the  social  security  system,  it  would  be  impossible  to  develop  a 
method  which  extends  social  security  coverage  to  Federal  employees 
but,  at  the  same  time,  preserves  each  and  every  benefit  available  to 
employees  under  the  various  Federal  employee  retirement  systems. 
Such  a  matching  of  benefits  is  not  intended  by  the  committee  under 
subsection  (d) .  Rather,  the  committee  contemplates  a  method  of  social 
security  coverage  which  results  in  a  Dackage  of  retirement,  disability 
and  survivor  benefits  that,  on  the  whole,  compare  favorably  to  those 
provided  Federal  employees  under  their  existing  retirement  systems. 

Subsection  (e)  of  section  301  defines  the  term  "Federal  employee" 
for  purposes  of  that  section.  The  term  is  defined  as  meaning  (1)  an 
employee  as  defined  in  section  2105  of  title  5,  United  States  Code 
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(which  includes  most  officers  nad  employees  appointed  to  positions  in 
the  three  branches  of  the  Federal  Government) ;  (2)  an  officer  or 
employee  of  the  Postal  Service  or  of  the  Postal  Kate  Commission ;  and 
(3)  any  other  individual  in  the  employ  of  the  United  States  or  any 
instrumentality  of  the  United  States.  As  so  defined,  the  term  "Federal 
employee"  is  intended  to  cover  any  individual  that  has  an  employer- 
employee  relationship  with  the  United  States  or  any  instrumentality 
thereof. 

The  remaining  committee  amendments  are  conforming  amendments 
necessitated  by  the  committee  amendment  to  section  301  of  the  bill. 

Cost 

It  is  the  view  of  the  committee  that  the  study  and  report  which  are 
required  under  its  amendment  to  H.K.  9346  can  be  completed  without 
any  significant  additional  cost  to  the  Government.  In  addition,  the 
committee  amendment  makes  no  changes  in  existing  law  but  merely 
continues  existing  law  with  respect  to  the  exclusion  of  Federal  em- 
ployees from  social  security  coverage.  Accordingly,  the  enactment  of 
the  amendment  to  H.R.  9346,  as  proposed  by  this  committee,  should 
not  result  in  any  additional  cost  to  the  Government. 

By  letter  of  October  14,  1977,  Chairman  Nix  requested  that  a  cost 
estimate  be  furnished  by  the  Congressional  Budget  Office  pursuant 
to  section  403  of  the  Congressional  Budget  Act.  The  short  period  of 
time  allowed  under  the  terms  of  the  sequential  referral,  however,  pre- 
cluded the  Congressional  Budget  Office  from  providing  the  requested 
cost  estimate  in  time  to  be  included  in  the  committee  report  on  H.R 
9346. 

U.S.  House  of  Representatives, 
Committee  on  Post  Office  and  Civil  Service, 

Washington,  D.O.,  October  1977. 

Dr.  Alice  M.  Rivlin, 

Diif'ector,  C ongressionxd  Budget  Office,  House  of  Representatives, 
Washington,  B.C. 

Dear  Dr.  Rivlin  :  On  October  13,  1977,  our  committee  ordered  re- 
ported H.R.  9346  ("Social  Security  Financing  Amendments  of  1977") 
with  an  amendment,  a  copy  of  which  is  enclosed. 

The  committee  amendment  strikes  out  those  provisions  of  H.R. 
9346,  as  reported  by  the  Committee  on  Ways  and  Means,  which  would 
require  mandatory  social  security  coverage  for  Federal  employees 
effective  J anuary  1982,  and  those  provisions  relating  to  a  study  by  the 
Secretary  of  Health,  Education,  and  Welfare. 

In  lieu  of  those  provisions,  our  amendment  calls  for  a  joint  study 
to  be  conducted  by  the  Chairman  of  the  Civil  Service  Commission, 
the  Secretaries  of  the  Treasury  and  Health,  Education,  and  Welfare, 
and  the  Director  of  the  Office  of  Management  and  Budget.  Although 
the  study  is  to  be  comprehensive,  it  is  the  view  of  this  committee  that 
the  four  agencies  will  be  able  to  conduct  the  study  with  existing 
personnel  and  without  any  significant  additional  cost  to  the 
Government. 


17 


However,  in  accordance  with  section  403  of  the  Congressional 
Budget  Act  of  1974,  I  would  appreciate  your  estimate  of  the  costs,  if 
any,  which  would  be  incurred  in  carrying  out  the  provisions  of  the 
committee  amendment. 

Your  staff  may  contact  Bob  Lockhart  for  any  additional  informa- 
tion relating  to  this  matter. 
Sincerely, 

KoBERT  N.  C.  Nix,  Chairman. 

Enclosures. 

Oversight 

Under  the  House  rules  the  Committee  on  Post  Office  and  Civil 
Service  is  vested  with  legislative  and  oversight  jurisdiction  of  the 
subject  matter  covered  by  the  committee  amendment.  The  committee 
received  no  report  of  oversight  findings  or  recommendations  from 
the  Committee  on  Government  Operations  pursuant  to  clause  4(c)  (2) 
of  House  Kule  X. 

Inflationary  Impact  Statement 

Pursuant  to  clause  2(1)  (4)  of  House  Rule  XI  the  committee  has 
concluded  that  the  enactment  of  the  committee  amendment  to  H.R. 
9346  will  have  no  inflationary  impact  on  the  national  economy.  This 
conclusion  is  based  on  the  fact  that  this  committee's  amendment  to 
H.R.  9346,  as  reported  by  the  Committee  on  Ways  and  Means,  makes 
no  change  in  existing  law. 

Pertinent  Correspondence 

Set  forth  below  are  the  letters  from  Chairman  Robert  N.  C.  Nix  to 
Chairman  Al  Ullman  concerning  this  committee's  concern  with  re- 
spect to  H.R.  9346  and  Chairman  Nix's  letters  to  the  Speaker  request- 
ing sequential  referral  of  H.R.  9346. 

U.S.  House  of  Representatives, 
Committee  on  Post  Office  and  Civil  Service, 

Washington,  D.C.,  September  29, 1977, 

Hon.  Al  Ullman, 

Chairman,  Committee  on  Ways  and  Means,  U.S,  House  of  Representa- 
tives, Washington,  B.C. 

Dear  Mr.  Chairman  :  Section  301  of  H.R.  9346  extends  the  Social 
Security  Act  to  employees  of  the  United  States  who  are  covered  by 
other  Federal  retirement  systems  effective  December,  1979.  Because  the 
pay,  fringe  benefits,  and  employment  policies  of  the  Government  gen- 
erally for  Federal  employees  come  within  the  jurisdiction  of  the  Com- 
mittee on  Post  Office  and  Civil  Service,  I  am  writing  to  express  my 
deep  concern  about  the  effect  of  this  proposal  as  well  as  to  state  the 
committee's  responsibility  for  jurisdiction  over  the  issue. 

Unless  advocates  of  this  proposal  merely  wish  to  provide  more 
money  for  Federal  employees  during  their  retirement  the  apparent 
reasons  for  extending  coverage  to  Federal  employees  would  be  to  ac- 
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quire  the  $43  billion  assets  of  the  Civil  Service  Retirement  and  Disa- 
bjlity  Fund  (as  of  July  30,  1976)  and  to  plan  some  future  merger  of 
the  systems  and  reduce  the  combined  benefits.  I  object  on  both  grounds. 
First,  the  financial  problems  of  the  Social  Security  Fund  would  not  be 
resolved  by  acquiring  the  assets  of  the  Civil  Service  Retirement  and 
disability  Fund :  along  with  the  $43  billion  assets,  the  retirement  fund 
has  an  unfunded  liability  of  $107  billion.  Second,  unlike  social  secur- 
ity, the  Civil  Service  Retirement  System  is  designed  to  sustain  the  pur- 
chasing power  of  a  career  Federal  employee  at  a  respectable  level 
after  30  years  of  more  of  Federal  service.  Career  staff  retirement  sys- 
tems should  not  be  combined  with  social  security. 

Current  civilian  pay  exceeds  $45  billion  annually.  Assuming  a  mod- 
est 6  percent  increase  in  Federal  salaries,  the  Government  (employer) 
contribution  to  the  Social  Security  Fund  for  Federal  employees  would 
require  an  additional  budgetary  outlay  of  at  least  $2:6  billion  in  1980 
if  section  301  is  approved.  Federal  employees,  who  now  pay  7  percent 
of  their  gross  salary  for  retirement  benefits,  would  pay  an  additional 
5.1  percent  in  1980.  An  employee  earning  $12,000  a  year  would  pay 
$1,440  or  12  percent  of  his  total  earnings,  for  social  security  and  civil 
service  retirement  coverage. 

Employees  and  employee  organizations  have  expressed  strong  oppo- 
sition to  social  security  coverage  at  this  time,  and  our  committee  has 
no  plans  to  consider  legislation  combining  civil  service  retirement  with 
any  other  aftnuity  program  during  the  95th  Congress. 

I  would  appreciate  your  making  these  views  known  to  the  commit- 
tee members. 

Sincerely, 

Robert  N.  C.  Nix,  Chairman, 


U.S.  House  of  Representatives, 
Committee  on  Post  Office  and  Civil  Service, 

Washington,  D.C.,  October  ^,  im, 
Hon.  Thomas  P.  O'Neill,  Jr., 
The  Speaker,  U.S.  Home  of  Representatives, 
Washington,  D.O. 

Dear  Mr.  Speaker,:  The  Committee  on  Ways  and  Means  is  pres- 
ently considerinar,  and  expects  to  report  this  week,  H.R.  9346,  the 
Social  Security  Financing  Amendments  of  1977.  Section  301  of  that 
bill  would  extend  coverage  of  the  Social  Security  Act  to  Federal  em- 
ployees, effective  December,  1981. 

As  you  know,  under  House  Rule  X(o)  (5)  this  committee  has  juris- 
diction over  all  legislative  matters  relating  to  the  "status  of  officers 
and  employees  of  the  United  States,  including  their  compensation, 
classification,  and  retirement".  While  it  is  argued  that  section  301  does 
not  change  or  alter  the  existing  civil  service  retirement  system,  and 
technically  this  is  true,  section  301,  if  enacted,  would  clearly  require 
this  committee  to  take  some  action  to  merge  the  civil  service  retirement 
system  with  the  social  security  system.  Failure  of  this  committee  to 
take  some  action  prior  to  the  1982  "universal  coverage"  effective  date 
would  result  in  the  absurd  situation  of  Federal  employees  being  cov- 
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ered  by  two  separate  (and  totally  unrelated)  systems  and  would  re- 
quire both  the  Federal  employee  and  the  Federal  Government  to  con- 
tribute to  both  systems. 

I  have  detailed  this  committee's  objections  with  respect  to  the  merits 
of  section  301  in  a  letter  of  September  29  to  Chairman  Ullman  (copy 
encolsed).  I  think  it  is  clear  that  section  301,  although  technically  not 
amending  or  altering  the  civil  service  retirement  system,  does  clearly 
and  dramatically  mandate  changes  in  that  system.  Also,  providing 
social  security  coverage  for  Federal  employees  in  fact  establishes  a 
new  retirement  system,  that  is,  social  security,  for  those  employees. 

The  Committee  on  Ways  and  Means  has  explicitly  recognized  that 
"universal  coverage"  will  require  changes  in  the  civil  service  retire- 
ment law  and  has  in  fact  provided  for  a  Commission  to  study  and 
report  back  in  1980  what  changes  are  necessary.  It  seems  to  me  that 
such  an  approach,  that  is,  mandating  a  change  and  then  attempting  to 
find  a  means  to  accomplish  the  change  is  putting  the  cart  before  the 
horse. 

Such  matters  are  under  the  jurisdiction  of  this  committee,  and  ac- 
cordingly, should  H.R.  9346  be  reported  with  section  301  intact,  I  re- 
spectively request  that  it  be  wSequentially  refen-ed  to  this  committee 
for  a  period  of  time  sufficient  for  this  committee  to  consider  the  merits 
of  that  portion  of  the  legislation  which  pertains  to  this  committee's 
jurisdiction. 

With  kindest  regards, 
Sincerely, 

Egbert  N.  C.  Nix,  Chairman. 


U.S.  House  of  Representatives, 
Committee  on  Post  Office  and  Civil  Service, 

Washington^  B.C.,  October  5, 1971. 

Hon.  Thomas  P.  O'Neill,  Jr., 

The  Speaker U.S.  House  of  Representatives, 

Washington,  D.O. 

Dear  Mr.  Speaker  :  This  is  in  further  reference  to  my  letter  of  Octo- 
ber 4  regarding  H.R.  9346. 

At  a  meeting  of  the  caucus  of  the  Democratic  Members  of  the  Post 
Office  and  Civil  Service  Committee  held  today,  it  was  decided  unani- 
mously to  send  you  this  letter,  cosigned  by  all  the  majority  members 
of  the  committee,  as  well  as  most  of  the  minority  members,  to  urge  you 
once  again  to  sequentially  refer  H.R.  9346  to  this  committee. 

We  want  to  make  it  clear  that  it  is  not  our  intention  to  cause  any 
delay  in  the  timetable  for  consideration  of  this  bill  by  the  House.  In 
this  regard,  we  understand  that  the  timeframe  for  a  sequential  referral 
would  be  governed  by  that  fact.  If  it  is  necessary  that  the  bill  be  con- 
sidered in  this  session,  thus  permitting  only  limited  time  for  referral, 
we  assure  you  that  we  would  act  expeditiously.  If,  however,  it  is 
planned  not  to  schedule  this  bill  until  the  next  session,  we  respectfully 
suggest  a  referral  until  early  next  January  so  that  the  committee  can 
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conduct  hearings  and  follow  the  normal  and  orderly  legislative  process. 

In  any  event,  the  committee  is  of  the  unanimous  opinion  that  the 
action  taken  by  the  Ways  and  Means  Committee,  relating  to  manda- 
tory social  security  coverage  for  Federal  employees  and  integration  of 
the  civil  service  retirement  and  social  security  systems,  grossly  in- 
fringes upon  a  major  portion  of  this  committee's  jurisdiction.  The 
ramifications  of  section  301  of  H.R.  9346  are  of  major  and  perhaps 
tragic  proportions  to  Federal  employees  and  the  civil  service  retire- 
ment system,  and  such  a  matter  should  not  be  acted  on  by  the  House 
without  full  input  by  this  committee. 

If  the  committee  structure  in  the  House  is  to  work  as  the  House 
Rules  intend  it  to,  we  believe  it  is  imperative  that  the  bill  be  sequen- 
tially referred  to  this  Committee  for  appropriate  action. 
With  kind  personal  regards. 
Sincerely  yours, 

Robert  N.  S.  Nix,  Chairman ;  Pat  Schroeder ;  Gladys  Spell- 
man;  William  L.  Clay;  Richard  C.  White;  IBill  Leh- 
man; William  D.  Ford;  Charles  Wilson;  Stephen 
Solarz;  Mo  Udall;  Herlbert  E.  Harris  II;  Leo  J. 
Ryan;  Jim  Hanley;  Ralph  H.  Metcalfe;  Cee  Hertel; 
Jim  Howard;  Michael  O.  Myers;  Trent  Lott;  Jim 
Leach;  Tom  Corcoran;  John  H.  Rousselot;  Gene 
Taylor;  Edward  J.  Derwinski. 

Administration  Views 

Set  forth  below  is  a  letter  from  the  Chairman  of  the  Civil  Service 
Commision  expressing  the  Administration's  views  with  respect  to  H.R. 
9346,  and  supporting  the  approach  taken  by  this  committee's  amend- 
ment to  that  bill. 


U.S.  Civil  Service  Commission, 

Washington^  D,C, 

Hon.  Robert  N.  C.  Nix, 

Chairman^  Committee  on  Post  OHice  and  Civil  Service^  House  of 
Representatives^  Washington^  B.C. 
Dear  Mr.  Chairman  :  The  Civil  Service  Commission  has  carefully 
reviewed  the  action  taken  by  the  Ways  and  Means  Committee  to  in- 
clude in  H.R.  9346,  the  "Social  Security  Financing  Amendments  of 
1977,"  a  provision  which  mandates  social  security  coverage  for  Fed- 
eral employees  beginning  January  1,  1982  and  requires  the  Secretary, 
Health,  Education,  and  Welfare  in  consultation  with  the  Civil  Serv- 
ice Commission  to  prepare  a  detailed  study  of  methods  for  integrating 
the  Civil  Service  Retirement  system  with  social  security  by  January  1, 
1980.  We  are  concerned  about  this  provision  as  we  believe  that  a  step 
of  this  magnitude  and  complexity  requires  a  thorough  study  of  the 
benefits  and  financing  of  each  system,  full  consideration  of  a  range  of 
methods  for  integrating  the  systems,  and  perhaps  most  importantly 
specific  recommendations  and  proposals  for  a  "phase-in"  or  transition 
period  to  protect  the  integrity  of  the  systems  and  the  equity  of  the 
individual's  rights  and  benefits  under  each  system. 
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While  such  a  study  is  broader  than  that  provided  in  H.K.  9346,  we 
believe  that  it  could  be  completed  within  the  time  frame  required  by 
the  bill.  We  strongly  believe  that  such  a  study  is  the  necessary  first  step 
before  establishing  the  timing  of  mandatory  coverage. 

We  are  not  opposed  to  the  concept  of  mandatory  social  security 
coverage  for  Federal  employees.  However,  the  Commissioners  as 
trustees  of  the  Civil  Service  Retirement  Fund  have,  by  law,  an 
obligation  to  assure  that  contractual  interests  of  current  and  former 
employees  in  the  retirement  fund  are  protected.  Similarly  the  Com- 
mission believes  we  must  have  a  total  compensation  package  which 
enables  the  Government  to  attract  and  retain  personnel. 

We  believe  it  is  important  that  any  changes  in  the  Civil  Service 
retirement  system  keep  those  objectives  in  mind. 

The  Office  of  Management  and  Budget  advises  that  from  the  stand- 
point of  the  Administration's  program  there  is  no  objection  to  the  sub- 
mission of  this  letter. 

Please  let  us  know  if  there  is  anything  we  can  do  to  assist  your 
committee's  review  of  this  important  matter. 
Sincerely  yours, 

Alan  K.  Campbell,  Chairman, 
Changes  in  Existing  Law 

Since  the  amendment  proposed  by  this  committee  makes  no  changes 
in  existing  law,  the  requirements  of  clause  3  of  House  Rule  XIII  are 
inapplicable  to  this  report. 
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SOCIAL  SECURITY  AMENDMENTS  OF  1977 


November  1  (legislative  day,  October  29),  1977. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance,  submitted  the  following 

REPOET 

together  with 
MINORITY  AND  ADDITIONAL  VIEWS 
[To  accompany  H.R.  5322] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
5322)  to  provide  duty-free  treatment  for  istle,  having  considered  the 
same,  reports  favorably  thereon  with  an  amendment  and  an  amend- 
ment to  the  title  and  recommends  that  the  bill  as  amended  do  pass. 

I.  SUMMARY 

The  bill  (H.R.  5322),  as  amended  by  the  committee,  would  restore 
the  social  security  programs  of  old-age,  survivors,  and  disability  in- 
surance to  financial  soundness  in  both  the  short  range  and  the  long 
range,  would  increase  the  amount  of  earnings  an  individual  can  have 
without  any  reduction  in  social  security  benefits,  and  would  make 
other  modifications  in  the  social  security  program  as  described  below. 

Social  security  financing 

The  committee  bill  includes  several  provisions  designed  to  improve 
the  financial  status  of  the  social  security  cash-benefits  trust  funds 
which,  under  present  law,  face  serious  deficit  situations  both  over  the 
long  run  and  in  the  next  several  years.  In  combination,  the  financing 
provisions  in  the  committee  bill  will  result  in  a  cash-benefits  program 
which  by  1990  will  build  up  the  trust  fund  balances  to  an  ac- 
ceptable level  of  50  percent  of  1  year's  outgo.  Over  the  traditional 
long-range  actuarial  valuation  period  of  75  years,  the  program  has  a 
favorable  actuarial  balance  of  +0.06  percent  of  taxable  payroll 
Under  the  committee  amendments. 
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Revised  henefit  formula  for  future  retirees. — A  substantial  part  of 
the  long-range  social  security  deficit  under  present  law  results  from 
unintended  effects  of  the  automatic  cost-of-living  increase  mechanisms 
adopted  in  1972.  The  committee  bill  makes  the  existing  law  cost-of- 
living  increase  provisions  apply  only  to  individuals  who  are  already 
on  the  benefit  rolls  at  the  time  each  increase  occurs.  A  new  automatic 
adjustment  mechanism  will  apply  to  the  benefit  formula  for  new  re- 
tirees. This  new  formula  will  avoid  the  overindexing  which  was  char- 
acteristic of  the  present-law  formula.  Under  the  new  formula,  persons 
retiring  in  the  future  will  have  their  benefits  determined  on  the  basis 
of  their  previous  wages  after  those  wages  have  been  adjusted  to  reflect 
changes  in  wage  levels  occurring  after  the  wages  were  earned.  This 
approach  is  generally  referred  to  as  wage  indexing.  The  formula 
adopted  is  designed  to  maintain  benefit  levels  as  a  percent  of  pre- 
retirement earnings  at  approximately  the  same  ratio  iis  applied  in  the 
case  of  persons  who  retired  in  1976. 

Increase  in  amomit  of  earnings  subject  to  employer  tax, — ^Under 
existing  law,  the  employer  share  of  the  social  security  payroll  tax  is 
collected  on  the  first  $16,500  earned  by  each  employee.  This  amount 
increases  automatically  in  future  years  as  wages  rise  and  is  expected 
to  increase  to  $17,700  in  1978.  The  committee  bill  would  raise  the 
base  for  emplover  taxes  to  $50,000  starting  in  1979.  The  base  will  re- 
main at  $50,000  through  1984  and  then  increase  to  $75,000  in  1985. 
This  amount  would  not  be  increased  after  1979.  as  under  ^resent  law, 
to  reflect  yearly  increases  in  average  wage  levels.  Instead,  it  will  re- 
main at  $75,000  until  early  in  the  next  century.  Shortly  after  the  turn 
of  the  century,  the  amount  of  annual  earnings  subject  to  the  employee 
tax  will  have  increased  to  $75,000  under  the  automatic  increase  provi- 
sions of  present  law.  At  that  time,  the  employee  and  employer  bases 
will  again  be  equal.  Thereafter,  both  bases  will  rise  together  as  under 
present  law  when  wage  levels  in  the  economy  rise. 

Increasing  the  amount  of  wages  subject  to  social  security  taxes 
would  also  result  in  a  similar  increase  under  the  railroad  retirement 
program.  Because  railroad  employers  pay  an  additional  tax  of  9.5 
percent  which  goes  to  support  the  part  of  the  railroad  retirement  pro- 
gram that  is  essentially  a  staff  retirement  program,  the  committee  bill 
provides  that  the  9.5-percent  tax  will  continue  to  be  paid  on  the  same 
amount  of  earnings  that  would  be  taxed  under  present  law  while  the 
increased  employer  tax  base  would  apply  only  to  that  part  of  the  em- 
ployer tax  rate  which  is  equivalent  to  the  social  security  tax  rate. 

Increase  in  amount  of  earnings  subject  to  employee  {or  self -em- 
ployed) tax, — In  addition  to  increasing  the  amount  of  wages  subject 
to  the  employer  tax,  the  committee  bill  would  increase  the  amount  of 
annual  earnings  subject  to  the  employee  or  self -employment  tax.  Under 
the  provision,  there  will  be  four  $600  increases  over  present-law  levels 
in  1979,  1981,  1983,  and  1985.  As  under  existing  law,  the  tax  base  for 
employees  and  self-employed  persons  will  also  be  automatically  in- 
creased as  wage  levels  rise.  The  table  below  shows  the  projected  tax 
bases  under  this  amendment. 
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AMOUNT  OF  EARNINGS  SUBJECT  TO 
EMPLOYEE/SELF-EMPLOYED  TAX 


Committee 

Years  Present  law  amendment 


1978   $17,700  $17,700 

1979   18,900  19,500 

1980   20,400  21,000 

1981     21,900  23,100 

1982   23,400  24,600 

1983   24,900  26,700 

1984     26,400  28,200 

1985   27,900  30,300 


Tax  rate  increase. — The  committee  bill  also  modifies  the  social  secu- 
rity tax  rate  schedules  to  bring  in  additional  revenue.  In  order  to  bring 
in  the  revenue  in  a  manner  related  to  the  projected  outgo  of  the  sys- 
tem, the  modified  tax  rate  schedule  provides  for  a  series  of  increases 
occurring  in  different  years  starting  with  1979.  The  tax  rate  increases 
result  in  a  revised  tax  rate  schedule  as  shown  in  the  table  below.  The 
changes  in  the  hospital  insurance  (HI)  rates  shown  in  the  table  will, 
in  combination  with  the  tax  base  changes  also  included  in  the  bill, 
leave  the  HI  fund  in  close  to  the  same  position  as  it  would  be  under 
existing  law. 

SOCIAL  SECURITY  TAX  RATES  ON  EMPLOYER  AND 
EMPLOYEE  (EACH) 

[In  percent] 


Present  law  Committee  amendment 


Years  OASDI  HI       Total     OASDI  HI  Total 


1977   4.95  0.90  5.85  4.95  0.90  5.85 

1978   4.95  1.10  6.05  5.05  1.00  6.05 

1979-80   4.95  1.10  6.05  5.085  1.05  6.135 

1981-84   4.95  1.35  6.30  5.35  1.25  6.60 

1985   4.95  1.35  6.30  5.65  1.35  7.00 

1986-89   4.95  1.50  6.45  5.65  1.40  7.05 

1990-94   4.95  1.50  6.45  6.10  1.40  7.50 

1995-2000   4.95  1.50  6.45  6.70  1.40  8.10 

2001-10   4.95  1.50  6.45  7.30  1.40  8.70 


2011  and  after....    5.95     1.50     7.45  7.80      1.40  9.20 
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Increase  in  tax  rate  for  self-employment. — ^When  earnings  from 
self -employment  were  made  subject  to  the  social  security  tax  in  1950, 
the  rate  was  set  at  li^  times  the  employee  rate.  At  that  time  the 
employee  rate  was  1.5  percent  and  the  self-employment  rate  was  2.25 
percent.  Over  the  years  as  tax  rates  were  increased,  the  li^  to  1  ratio 
was  maintained  until  1973  when  the  cash-benefit  tax  rate  for  the  self- 
employed  was  frozen  at  7  percent.  (When  the  hospital  insurance  pro- 
gram was  established  the  self-emplovment  rate  for  that  program  was 
made  equal  to  the  employee  rate  and  nas  remained  equal  as  the  rate  has 
increased.)  The  committee  bill  would  restore  the  self -employment  tax 
rate  for  cash  benefits  to  the  original  ratio  of  li/^  times  the  employee 
rate  effective  in  1981. 

Refund  of  taxes  paid  hy  State  and  local  governments  and  hy  norv- 
profit  orgmiizations, — The  bill  would  authorize  an  appropriation  from 
general  revenues  to  provide  State  and  local  governments  and  nonprofit 
organizations  a  partial  refund  of  social  security  taxes.  The  refund 
would  be  equal  to  50  percent  of  the  difference  between  the  employer 
social  security  tax  paid  with  respect  to  an  individual  and  the  amount 
of  tax  paid  by  the  employee. 

Other  Social  security  provisions 

Benefits  for  dependent  spouses. — The  committee  bill  would  reduce 
benefits  payable  under  social  security  to  dependent  spouses — including 
surviving  spouses — ^by  the  amount  of  any  civil  service  (Federal,  State, 
or  local)  retirement  benefit  payable  to  the  spouse.  The  provision  would 
apply  only  to  individuals  applying  for  spouses'  social  security  benefits 
in  the  future  and  only  if  the  dependent  spouse  had  a  civil  service  pen- 
sion based  on  his  or  her  own  earnings  in  public  employment  which  was 
not  covered  under  the  social  security  system. 

Modification  of  retirement  test  and  financing  of  the  provision. — 
Social  security  beneficiaries  who  are  under  age  72  have  their  benefits 
reduced  if  their  earnings  exceed  a  certain  amount  which  is  adjusted 
annually  to  reflect  changes  in  average  wage  levels.  The  amount  which 
may  be  earned  with  no  reduction  in  benefits  is  $3,000  in  1977  and  is  ex- 
pected to  increase  to  $3,240  in  1978  and  to  $3,480  in  1979.  The  committee 
bill  would  increase  these  levels  to  $4,500  in  1978  and  to  $6,000  in  1979. 
After  1979,  the  $6,000  level  would  increase  automatically  as  wage  levels 
rise.  (The  1978  increase  would  be  applicable  to  the  entire  year  but  any 
additional  benefits  resulting  from  the  change  would  not  become  payable 
until  after  September  30, 1978.)  The  committee  bill  would  also  increase 
the  social  security  tax  rate  applicable  to  employers  and  employees, 
effective  January  1, 1979,  by  the  amount  needed  to  fund  the  cost  of  the 
higher  retirement  test  levels.  These  tax  rate  increases  are  incorporated 
in  the  tax  schedule  printed  above. 

Increased  benefits  for  certain  widows. — Social  security  benefits  for 
individuals  who  continue  working  past  as:e  65  are  increased  under 
present  law  by  1  percent  for  each  year  prior  to  age  72  that  the  worker 
did  not  receive  his  benefits.  This  delayed  retirement  increment  which 
is  added  to  the  individual  worker's  benefit  when  he  does  retire  or  reach 
age  72  presently  applies  only  to  the  worker's  own  benefit  and  is  not 
passed  through  to  his  survivors.  Under  the  committee  bill,  any  such 
increment  would  also  be  added  to  the  benefit  payable  to  the  widow 
or  widower  of  such  an  individual. 
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Elimination  of  certain  dual  taxation  requirements, — ^Under  existing 
law,  businesses  are  ordinarily  required  to  pay  social  security  taxes  and 
Federal  unemployment  taxes  with  respect  to  a  given  employee  only  up 
to  the  amount  of  annual  wages  referred  to  as  the  tax  base.  (Under  a 
provision  described  above,  the  tax  base  for  the  employer  share  of  the 
social  se'^urity  tax  would  be  increased  to  $50,000  effective  in  1979  and 
to  $75,000  in  1985.  The  base  for  Federal  unemployment  taxes  is  $6,000 
after  1977.)  Where  a  business  is  organized  as  a  group  of  related  cor- 
porations, however,  an  employee  of  any  one  of  those  corporations  who 
performs  services  for  more  than  one  of  them  is  treated  for  employ- 
ment tax  purposes  as  though  he  were  employed  by  each  of  the  corpora- 
tions for  which  he  performs  services.  Consequently,  if  his  wages  ex- 
ceed the  tax  base,  social  securitv  and  unemployment  taxes  may  be 
required  to  be  paid  in  excess  of  the  wage  base.  The  employer  share  of 
these  taxes  over  the  wage  base  is  not  refunded.  Under  the  committee 
bill,  social  security  and  unemployment  taxes  in  excess  of  the  tax  base 
would  not  be  paid  in  this  type  of  situation  starting  in  1979. 

Delivery  of  social  security  checks. — The  committee  bill  would  require 
timely  delivery  of  social  security  checks  when  the  normal  delivery  day 
falls  on  a  weekend  or  legal  holiday.  Under  present  procedures,  checks 
are  generally  delivered  on  the  third  of  each  month.  In  some  cases  when 
the  third  falls  on  a  weekend  or  public  holiday,  the  beneficiary  may  not 
receive — or  may  be  unable  to  cash- — the  check  until  after  the  third. 
Under  the  committee  bill,  whenever  the  third  of  the  month  falls  on  a 
weekend  or  legal  holiday,  social  security  checks  would  be  delivered  on 
the  Friday  before  the  weekend — or  on  the  day  preceding  the  holiday. 
A  similar  rule  would  apply  to  checks  under  the  supplemental  security 
income  (SSI)  program  which  are  ordinarily  delivered  on  the  first  of 
the  month. 

Limitation  on  retroactvce  social  security  benefits, — Persons  applying 
for  social  security  benefits  are  now  allowed  to  elect  to  receive  bene- 
fits for  up  to  12  months  prior  to  the  month  in  which  they  file  an 
application.  If  these  months  are  months  prior  to  age  65,  however,  the 
retroactive  benefits  are  obtained  at  the  cost  of  a  lower  permanent  benefit 
amount  since  benefits  paid  before  age  65  are  actuarially  reduced.  Under 
the  committee  bill,  retroactive  redu'^ed  benefits  generally  would  not  be 
permitted  in  cases  involving  entitlement  before  age  65.  This  would 
create  a  short-range  savings  and  reduce  fiscal  year  1978  costs  by  $0.3 
billion. 

Bene-fit  increases  as  applied  to  reduced  henefits. — ^Under  the  auto- 
matic cost-of-living  benefit  increase  provisions,  some  persons  on  the 
rolls,  through  a  technicality,  receive  an  increase  which  is  larger  than 
the  increase  in  the  cost  of  living.  This  occurs  because  the  percentage 
increase  is  applied  not  to  the  actual  benefit  amount  but  to  the  basic 
benefit  rate  (called  "primary  insurance  amount")  which  represents 
what  would  be  paid  to  a  retired  worker  if  he  began  drawing  benefits 
at  age  65.  If  an  individual  begins  getting  benefits  prior  to  age  65 
and  therefore  accepts  an  actuarially  reduced  benefit  rate,  subsequent 
benefit  increases  will  be  larger  than  is  necessary  to  keep  that  benefit 
up  to  date  with  increases  in  the  cost  of  living. 

The  committoe  bill  would  modifv  the  cost-of-living  increase  mech- 
anism so  that  all  persons  on  the  rolls  at  the  time  of  an  increase  would 
receive  the  same  percentage  increase  applied  to  their  actual  benefit 
amounts. 
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Stvdy  of  spouse* 8  henefits, — The  committee  bill  would  require  the 
Secretary  of  Health,  Education,  and  Welfare,  in  consultation  with 
the  Justice  Department  Task  Force  on  Sex  Discrimination,  to  study 
and  report  on  proposals  to  eliminate  dependency  as  a  factor  in  the 
determination  of  entitlement  to  spouse's  benefits  under  the  social  secu- 
rity program,  and  proposals  to  bring  about  equal  treatment  of  men  and 
women  under  the  program,  taking  into  account  the  practical  effects 
(particularly  the  effect  upon  women's  entitlement  to  such  benefits)  of 
such  things  as  changes  in  the  nature  and  extent  of  women's  participa- 
tion in  the  labor  force,  the  increasing  divorce  rate,  and  the  economic 
value  of  women's  work  in  the  home. 

Study  of  consumer  price  index. — The  committee  bill  also  requires 
the  Secretary  of  Labor,  in  consultation  with  the  Secretary  of  Health, 
Education,  and  Welfare,  to  study  the  need  to  develop  a  special  con- 
sumer price  index  for  the  elderly. 

International  social  security  agreements. — The  committee  bill  would 
authorize  the  President  to  enter  into  agreements  with  other  countries 
to  coordinate  the  social  security  protection  provided  for  people  who 
work  under  the  social  security  programs  of  the  United  States  and 
another  country.  Agreements  negotiated  by  the  President  would  be 
submitted  to  Congress  together  with  a  report  explaining  their  impact 
on  program  costs.  If  neither  House  passes  a  resolution  of  disapproval, 
the  agreement  could  go  into  effect  90  days  after  the  date  of  submission 
to  Congress. 

Nonprofit  organization. — ^The  committee  bill  contains  provisions 
which  would  modify  the  provisions  of  Public  Law  94-563  as  it  relates 
to  the  tax  liabilities  of  certain  nonprofit  organizations  which  paid  so- 
cial security  taxes  without  filing  the  waiver  certificates  required  by 
the  law  and  which  under  Public  Law  94-563  are  deemed  to  have  filed 
such  certificates. 

Temporary  administrative  law  judges. — The  bill  contains  provi- 
sions which  provide  that  certain  temporary  adminis+ rati ve  law  judges 
appointed  to  hear  SSI  claims  some  years  ago  will  be  appointed  as 
regular  administrative  law  judges  in  recognition  of  the  experience 
they  have  had  in  the  temporary  positions. 

Social  security  advisory  council. — The  committee  bill  extends  the 
reporting  date  for  the  next  Advisory  Council  on  Social  Security.  Under 
existing  law,  the  report  is  due  to  be  filed  by  January  1, 1979.  The  com- 
mittee amendment  allows  an  additional  9  months  (until  October  1, 
1979)  for  the  completion  of  this  report. 

Welfare  provisions 

Fiscal  relief  for  State  and  local  welfare  costs. — ^The  committee  bill 
provides  $400  million  in  additional  Federal  funding  of  welfare  costs 
as  a  means  of  providing  fiscal  relief  to  State  and  local  governments 
for  fiscal  year  1978.  Each  State  would  receive  a  share  of  that  total  on 
the  basis  of  a  two-part  formula.  Half  of  the  fiscal  relief  funds  would 
be  distributed  to  each  State  in  proportion  to  its  share  of  total  expendi- 
tures under  the  program  of  aid  to  families  with  dependent  children 
(AFDC)  for  December  1976,  and  half  would  be  distributed  under  the 
general  revenue  sharing  formula. 

In  some  States,  local  units  of  government  are  responsible  for  meet- 
ing part  of  the  costs  of  the  AFDC  program.  The  fiscal  relief  pay- 
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ments  to  those  States  under  this  provision  would  have  to  be  passed 
through  to  local  governments.  However,  States  would  not  be  required 
to  pass  through  an  amount  in  excess  of  90  percent  of  the  amount  of 
the  welfare  costs  for  which  the  local  government  was  otherwise 
responsible. 

Quality  control  and  incentives  to  reduce  errors. — The  committee 
amendment  would  establish  a  program  of  fiscal  incentives  as  part  of 
the  AFDC  quality  control  program  to  encourage  States  to  reduce  the 
level  of  their  dollar  error  rates  with  respect  to  eligibility  and  over- 
payment, of  aid  paid  under  the  approved  State  plan.  Instead  of  apply- 
ing sanctions  on  the  States,  the  dollar  error  rates  would  be  used  as 
the  basis  for  a  system  of  incentives,  which  would  give  the  States 
motivation  for  expanding  their  quality  control  efforts  and  improving 
program  administration.  Under  the  amendment.  States  which  have 
dollar  error  rates  of,  or  reduce  their  dollar  error  rates  to,  less  than  4 
percent  but  not  more  than  3.5  percent  of  the  total  expenditures  would 
receive  10  percent  of  the  Federal  share  of  the  money  saved,  as  com- 
pared with  the  Federal  costs  at  a  4-percent  payment  error  rate.  This 
percentage  would  increase  proportionately  as  shown  in  the  following 
table : 

The  State 
would  retain 
this  percent 


of  the 
Federal 

If  the  error  rate  is:  savings 

At  least  3.5  percent  but  less  than  4  percent   10 

At  leasts  percent  but  less  than  3.5  percent   20 

At  least  2.5  percent  but  less  than  3  percent   30 

At  least  2  percent  but  less  than  2.5  percent   40 

Less  than  2  percent   50 


Demonstration  projects, — The  committee  bill  broadens  and  makes 
more  explicit  the  provision  of  present  law  relating  to  State  demonstra- 
tion programs.  The  objectives  of  the  new  demonstration  authority 
would  be  to  permit  States  to  achieve  more  efficient  and  effective  use 
of  funds  for  public  assistance,  to  reduce  dependency,  and  to  improve 
the  living  conditions  and  increase  the  incomes  of  persons  who  are  on 
assistance — or  who  otherwise  would  be  on  assistance.  These  objectives 
would  be  achieved  through  experiments  designed  to  make  employment 
more  attractive  for  welfare  recipients. 

This  provision  is  similar  in  intent  to  an  amendment  approved  by 
the  Senate  in  1973.  It  would  limit  States  to  not  more  than  three  demon- 
stration projects.  One  of  the  projects  could  be  statewide,  and  none  of 
the  projects  could  last  for  more  than  2  years.  The  amendment  would 
permit  States  to  waive  the  requirements  of  the  AFDC  program  relat- 
ing to  (1)  statewideness ;  (2)  administration  by  a  single  State  agency ; 
(3)  the  earned  income  disregard ;  and  (4)  the  work  incentive  program. 
The  State  could  request  a  waiver  of  any  or  all  of  these  requirements 
on  its  own  initiative.  The  waiver  would  be  considered  approved  at  the 
end  of  45  days  unless  the  Secretary  disapproved  it  within  this  45 -day 
waiting  period. 

Tho  provision  would  allow  States  to  use  welfare  funds  to  pay  part 
of  the  cost  of  public  service  employment,  which  would  have  to  meet 
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specified  conditions.  Participation  in  the  demonstration  projects  would 
be  voluntary.  Costs  of  the  projects  would  be  eligible  for  the  same 
matching  as  other  AFDC  costs,  with  the  limitation  that  the  amount 
matchable  with  respect  to  any  participant  in  the  project  could  not 
exceed  the  amount  which  would  otherwise  be  payable  to  him  under 
AFDC.  Thus,  it  is  estimated  that  the  projects  would  not  result  in  any 
increased  Federal  expenditures. 

Access  to  wage  information  for  AFDC  verification. — ^The  commit- 
tee bill  would  improve  the  capacity  of  States  to  acquire  accurate  'vvage 
data  by  providing  authority  for  the  States  to  have  access  to  earnings 
information  in  records  maintained  by  the  Social  Security  Adminis- 
tration and  State  employment  security  agencies.  Such  information 
would  be  obtained  by  a  search  of  wage  records  conducted  by  the 
Social  Security  Administration  or  employment  security  agencies  to 
identify  the  fact  and  amount  of  earnings  and  the  identity  of  the  em- 
ployer in  the  case  of  individuals  who  were  receiving  AFDC  at  the 
time  the  earnings  were  received.  The  Secretary  of  Health,  Education, 
and  Welfare  would  be  authorized  to  establish  necessary  safeguards 
against  improper  disclosure  of  the  information.  Beginning  October 
1979,  the  States  would  be  required  to  request  and  use  the  earnings 
information  made  available  to  them  under  the  committee  amendment. 

Earned  income  disregard. — ^Under  present  law  States  are  required, 
in  determining  need  for  aid  to  families  with  dependent  children,  to 
disregard  the  first  $30  earned  monthly  by  an  adult,  plus  one-third  of 
additional  earnings.  Costs  related  to  work — ^such  as  transportation, 
child  care,  uniforms,  and  other  items — are  also  deducted  from  earnings 
in  calculating  the  amount  of  the  welfare  benefit. 

The  committee  bill  requires  States  to  disregard  the  first  $60  earned 
monthly  by  an  individual  working  full  time — ^$30  in  the  case  of  an  in- 
dividual working:  part-time — plus  one-third  of  the  next  $300  earned 
plus  one-fifth  of  amounts  earned  above  this.  Child  care  expenses,  sub- 
ject to  limitations  prescribed  by  the  Secretary,  would  be  deducted  be- 
fore computing  an  individual's  earned  income.  Other  work  expenses 
could  not  be  deducted. 

II.  GENERAL  DISCUSSION  OF  THE  BILL 
A.  Social  Securpty  Financing 

The  need  for  legislation. — Over  the  years  the  committee  and  the 
Congress  have  devoted  a  considerable  amount  of  time  and  effort  to 
social  security  financing  in  order  to  assure  that  funds  will  be  avail- 
able to  meet  benefit  payments  as  they  fall  due.  Whenever  benefit  im- 
provements have  been  enacted,  the  committee  has  recommended,  and 
the  Congress  has  provided,  financing  arrangements  that,  based  on  the 
best  available  economic  and  demographic  assumptions,  seemed  to  assure 
the  financial  soundness  of  the  program  over  the  long-range  future. 

The  1977  report  of  the  Trustees  of  the  social  security  trust  funds 
showed  for  the  fourth  consecutive  year  that  the  social  security  cash 
benefits  programs — old-age,  survivors  and  disability  insurance  or 
OASDI — were  inadequatelv  financed  in  both  the  near-term  and  the 
long-range  future.  In  addition,  the  hospital  insurance  program  (HI) 
was  described  as  being  adequately  financed  over  the  next  5  years  but 
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with  a  tax  rate  schedule  which  would  not  finance  the  program  over  the 
long  run. 

It  has  been  noted  that  the  decline  in  the  actuarial  status  of  the  trust 
funds  began  with  the  adoption  of  the  automatic  cost-of-living  increases 
in  benefits.  While  it  is  true  that  a  substantial  part  of  the  long-term 
deficit  is  caused  by  the  cost-of-living  increases,  this  is  because  the 
assumptions  made  in  1972  as  to  future  demographic  changes  and  the 
relationship  between  rises  in  wage  levels  and  increases  in  the  CPI 
are  now  considered  to  have  been  excessively  optimistic.  As  a  result,  the 
increases  in  wage  levels  have  not  paid  (as  was  assumed  in  1972)  for 
the  cost-of-living  increases  in  benefits. 

When  the  Congress  last  enacted  major  social  security  legislation,  in 
1973,  the  estimates  of  the  cost  of  the  cash-benefits  programs  were 
based  on  the  assumption  that  the  ultimate  fertility  rate  would  be 
2.55  children  per  woman.  By  1973,  it  was  probably  more  reason- 
able iko  assume  that  the  ultimate  rate  should  be  one  which  would  ap- 
proach zero  population  growth  (about  2.1  children  per  woman).  Sub- 
seouent  cost  estimates  were  based  on  lower  fertility  rates.  The  initial 
reduction  came  in  1974  when  a  rate  of  2.1  was  assumed  and  a 
further  reduction  was  made  in  1976  when  an  ultimate  fertility  rate  of 
1.9  was  used  for  the  1976  assumptions. 

As  for  the  economic  assumptions  made  for  1973,  the  most  significant 
were  that  after  1977  average  earnings  would  increase  at  an  annual 
rate  of  5  percent  while  the  CPI  would  increase  at  2%  percent  a  year. 
Even  at  the  end  of  1973,  this  seemed  a  dim  prospect,  and  the  1974 
estimates  were  based  on  the  assumption  that  the  annual  rise  in  the 
CPI  would  average  3  percent  a  year.  The  effect  of  this  change,  how- 
ever, was  offset  to  some  degree  by  eliminating  an  0.375  percent  addi- 
tional cost  which  had  been  included  as  a  "safety  factor"  for  years  prior 
to  2011  in  the  1973  estimates.  By  1976,  the  assumptions  had  been 
changed  to  a  5.75  percent  annual  rise  in  average  wages  and  a  4  percent 
annual  rise  in  the  CPI. 

The  long-range  economic  assumptions  used  for  the  1977  estimates 
are  basically  those  used  for  the  1976  estimates.  Significant  changes 
though,  were  made  in  the  mortality  and  fertility  assumptions.  Mor- 
tality was  assumed  to  improve,  thus  raising  the  cost  of  the  program 
by  0.64  percent  of  taxable  payroll.  This  increase  in  cost  was  offset  by 
assuming  that  the  fertility  rate  would  rise  to  2.1  (the  approximate  rate 
at  which  the  population  eventually  would  neither  grow  nor  decline) . 

The  committee  hill, — In  order  to  eliminate  both  the  short-range 
deficits  and  the  longer  range  deficit,  the  committee  bill  includes  changes 
in  the  way  benefits  are  computed,  increases  in  social  security  tax  rates 
for  employees,  employers,  and  the  self-employed,  increases  in  the 
contribution  and  benefit  base  for  employees  and  the  self-employed 
and  for  employers,  and  a  reallocation  of  income  between  the  disability 
insurance  program  and  the  other  cash-benefits  programs. 

In  the  short  term,  1978-87,  the  changes  in  the  committee  bill  turn 
an  estimated  cumulative  deficit  for  the  OASDI  prosrram  of  $173  bil- 
lion in  1987  into  a  positive  balance  of  $102.5  billion.  The  added  financ- 
ing for  the  cash-benefits  program  also  has  a  small  impact  on  the  fund- 
ing of  the  medicare  program.  Table  1  shows  the  status  of  the  trust 
funds  over  the  next  10  years  under  existing  law  and  under  the  com- 
mittee bill. 
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Over  the  long-range  75-year  valuation  period,  estimates  that  seem 
reasonable  at  this  time  show  that  the  amendments  made  by  the  com- 
mittee bill  would  result  in  a  small  "actuarial"  surplus  of  0.6  percent 
of  taxable  payroll.  As  indicated  in  the  actuarial  section  of  this  report, 
it  is  desirable  for  financing  legislation  to  bring  the  program  as  close  as 
possible  to  exact  actuarial  balance — leaving,  if  anything,  a  slight  sur- 
plus as  a  margin  of  safety.  The  amendments  proposed  by  the  committee 
would  achieve  this  objective. 

In  designing  the  financing  scheme  to  reach  this  long-term  objective 
of  actuarial  soundness,  the  committee  also  took  into  account  the  short- 
range  financial  needs  of  the  system  and  the  need  to  build  the  trust  funds 
to  a  level  where  they  would  be  able  to  sustain  the  programs  should  the 
Nation  again  be  faced  with  adverse  economic  conditions  such  as  those 
which  prevailed  for  the  middle  part  of  this  decade.  Although  the  com- 
mittee bill  will  not  build  the  fund  to  the  needed  level  (a  balance  which 
does  not  fall  below  an  approximate  6  months  expenditures)  as  quickly 
as  the  committee  would  wish,  it  does  reach  that  level  by  1990.  The  com- 
mittee believes  that  this  is  a  reasonable  period  within  which  to  rebuild 
the  reserves,  and  that  a  more  rapid  build-up  would  require  tax  increases 
of  a  level  that  could  jeopardize  continuing  economic  recovery. 

THE  TAX  BASE 

(Sections  101  and  102  of  the  Bill) 

T?ie  employer  tax  hose. — The  traditional  approach  to  financing  the 
social  security  cash-benefits  programs  has  been  to  levy  an  equal  tax 
on  employers  and  their  employees.  In  considering  how  best  to  raise 
the  funds  necessary  to  the  short-term  financial  soundness  of  the  sys- 
tem without  at  the  same  time  providing  an  intolerable  tax  burden 
either  now  or  in  the  future,  the  committee,  in  a  sense,  determined  to 
break  with  tradition  by  imposing  a  greater  direct  tax  on  employers 
than  on  employees.  One  reason  for  doing  this  is  that  social  security 
benefits  are  based  on  individual  earnings  taxed  and  increases  in  the 
amount  of  employee  earnings  taxed  raises  additional  income  in  the 
early  years  but  over  the  long-term  increases  benefit  costs  so  that  much 
of  the  additional  income  is  spent  in  later  years.  Employer  taxes,  on  the 
other  hand,  do  not  increase  the  amount  of  earnings  used  to  compute 
individual  benefits.  As  a  result,  the  additional  income  in  the  early  years 
continues  into  the  future  without  being  offset  by  future  benefit 
liabilities. 

In  deciding  to  increase  the  amount  of  earnings  taxed  to  employers^ 
the  committee  considered  a  number  of  levels  (including  taxing  total 
payroll)  and,  with  the  aid  of  the  actuaries,  determined  that  the  total 
package  it  had  in  mind  could  best  be  financed  if  the  amount  were  to 
be  increased  to  a  maximum  of  $50,000  for  each  employee  starting  in 
1979.  The  employer  base  would  remain  at  $50,000  through  1984  and 
then  would  increase  to  $75,000  starting  in  1985.  There  would  be  no 
automatic  increases  thereafter  (as  under  present  law)  related  to  fu- 
ture increases  in  wage  level  until  about  the  turn  of  the  century  when 
the  employee  and  employer  bases  have  both  risen  above  $75,000.  When 
the  employee  base  does  reach  a  level  above  $75,000,  the  two  bases  would 
once  again  be  equal.  Thereafter  they  would  both  rise  together  as  wage 
levels  in  the  economy  increase. 
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The  committee's  decision  to  raise  the  employer  base  will  affect 
the  taxes  paid  by  employers  to  support  the  Kailroad  Retirement  pro- 
gram. The  Railroad  Retirement  Act  of  1974  provides  a  two-tier  benefit 
with  Tier-I  providing  what  is  essentially  a  social  security  benefit  fi- 
nanced by  an  employer-employee  tax  that  is  tied  to  the  social  security 
tax  base  and  tax  rates.  Tier-II,  on  the  other  hand,  is  financed  by  a  9.5 
percent  tax  paid  by  employers  only  and  on  the  same  earnings  taxed  for 
Tier-I.  Although  the  Railroad  Retirement  program  is  authorized  by 
Federal  law,  financed  by  Federal  taxes  and  administered  by  a  Federal 
agency,  the  present  provisions  came  about  as  the  direct  result  of  indus- 
trywide negotiations  between  management  and  labor.  A  basic  part  of 
the  agreement  resulting  in  the  Railroad  Retirement  Act  of  1974  was 
that  employees  would  pay  no  more  for  the  program  than  other  employ- 
ees pay  for  social  security  and  that  the  cost  of  benefits  above  the  level 
provided  by  the  social  security  program  would  be  paid  for  by  manage- 
ment. The  committee  has  been  advised  that  railroad  management  and 
labor  are  now  conducting  industrywide  negotiations  on  such  issues  as 
wages,  conditions  of  employment  and  fringe  benefits  including  Tier-II 
benefits.  In  order  not  to  affect  in  any  way  these  negotiations,  the  com- 
mittee bill  would  increase  the  amount  of  earnings  subject  to  employer 
taxes  only  with  respect  to  the  part  of  the  railroad  retirement  tax  equal 
to  the  social  security  tax.  The  additional  tax  of  9.5  percent  would  con- 
tinue to  be  applied  to  the  maximum  amount  of  earnings  that  would 
be  taxable  under  the  provisions  of  present  law  without  regard  to  the 
increases  in  the  tax  base  that  would  be  made  by  the  committee  bill. 

Tax  hose  for  employees  and  the  self-employed. — In  addition  to 
increasing  the  amount  of  wages  subject  to  the  employer  tax,  the  com- 
mittee bill  would  also  provide  a  lesser  increase  in  the  amount  of  annual 
earnings  subject  to  the  employee  or  self -employment  tax.  Under  the 
amendment,  there  will  be  four  $600  increases  above  the  levels  which 
would  exist  under  present  law  in  1979, 1981, 1983,  and  1985.  As  under 
existing  law,  the  tax  base  for  employees  and  self-employed  persons 
will  also  automatically  increase  as  wage  levels  rise.  The  table  below 
shows  the  projected  tax  bases  under  this  amendment. 

TABLE  2.-AM0UNT  OF  EARNINGS  SUBJECT  TO 
EMPLOYEE/SELF-EMPLOYED  TAX 


Committee 

Years  Present  law  amendment 


1978   $17,700  $17,700 

1979   18,900  19,500 

1980   20,400  21,000 

1981   21,900  23,100 

1982   23,400  24,600 

1983   24,900  26,700 

1984   26,400  28,200 

1985   27,900  30.300 
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This  amendment  by  itself  would  provide  additional  tax  revenues 
for  the  program  without  increasing  the  tax  burden  on  lower  income 
workers.  Only  those  workers  earning  in  excess  of  the  current  base — 
some  15  percent  of  all  covered  workers — would  pay  higher  social  secu- 
rity ta:^ea  as  a  result  of  the  increase  in  the  base.  Moreover,  it  permits 
the  adoption  of  a  lesser  increase  in  tax  rates  (see  below)  than  would 
otherwise  be  necessary  to  provide  adequate  financing. 

Increasing  the  base  in  a  decoupled  social  security  system,  as  proposed 
by  the  committee,  would  result  in  a  net  long-range  saving  to  the  cash 
benefits  program  since,  the  additional  income  resulting  from  raising 
the  base  is  not  completely  offset  by  increased  benefit  rights  resulting 
from  larger  amounts  of  workers'  annual  earnings  being  made  credit- 
able for  benefits. 

TAX  RATES 
(Section  103  of  the  Bill) 

A  significant  part  of  the  new  funding  (3.35  percent  of  taxable  pay- 
roll or  about  $27  billion  a  year  at  present  payroll  levels  in  the  long 
term)  would  be  provided  through  increases  in  the  social  security  tax 
rates  paid  by  employers,  employees  and  the  self-employed. 

Incre(ise  in  self -employment  tax  rate. — When  earnings  from  self -em- 
ployment were  made  subject  to  the  social  security  tax  by  the  1950 
amendments,  the  rate  was  set  at  1.5  times  the  employee  rate.  At  that 
time  the  employee  rate  was  1.5  percent  and  the  self -employment  rate 
was  2.25  percent.  Over  the  years  as  tax  rates  were  increased,  the  1.5 
ratio  was  maintained  until  1973  when  the  cash-benefits  rate  for  the 
self-employed  was  frozen  at  7  percent.  (When  the  hospital  insurance 
program  was  established  the  self-employment  rate  for  that  program 
was  made  equal  to  the  employee  rate  and  has  remained  equal  as  the 
HI  rate  has  increased.) 

Because  a  self-employed  person  gets  the  same  protection  that  an 
employee  with  the  same  earnings  gets  under  the  program,  there  is  a 
financial  disadvantage  to  the  program  in  covering  the  self-employed 
person,  as  compared  to  covering  an  employee,  unless  the  self-employed 
person  pays  contributions  at  a  rate  as  high  as  the  combined  employee- 
employer  rate.  On  the  other  hand,  though,  looked  at  from  the  stand- 
point of  an  individual  contributing  toward  his  own  protection,  the 
self-employed  individual  could  easily  feel  that  he  was  being  over- 
charged if  he  were  required  to  pay  social  security  contributions  over  a 
lifetime  at  the  combined  employee-employer  rate.  The  self-employed 
rate  of  one  and  one-half  times  the  employee  rate  that  was  established 
when  the  self-employed  were  first  covered  was  a  compromise  between 
these  alternatives. 
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The  committee  believes  that  the  self-employed  rate  should  be  restored 
to  its  original  level  in  relation  to  the  employee  rate  and  has  included 
such  a  change  in  the  bill.  Based  on  the  idea  that  protection  under 
the  HI  program  is  the  same  for  all  workers,  employees  and  the  self- 
employed,  the  HI  tax  rate  for  the  self-employed  has  in  the  past  been 
the  same  rate  as  the  employee  rate.  The  committee  would  retain  such 
treatment.  The  tax-rate  schedule  for  the  self-employed  under  present 
law  and  the  committee  bill  is  shown  in  table  3. 

TABLE  3.-TAX  RATES  FOR  THE  SELF-EMPLOYED:  PRESENT  LAW 
AND  COMMITTEE  BILL 

[In  percent] 


OASDI  HI  Total 


Com- 

Com- 

Com- 

Present 

mittee 

Present 

mittee 

Present 

mittee 

Years 

law 

bill 

law 

bill 

law 

bill 

1977  

7.00 

7.00 

0.90 

0.90 

7.90 

7.90 

1978  

7.00 

7.10 

1.10 

1.00 

8.10 

8.10 

1979-80... 

.  7.00 

7.05 

1.10 

1.05 

8.10 

8. 10 

1981-84  

7.00 

8.00 

1.35 

1.25 

8.35 

9.25 

1985  

7.00 

8.50 

1.35 

1.35 

8.35 

9.85 

1986-89  

7.00 

8.50 

1.50 

1.40 

8.50 

9.90 

1990-94  

7.00 

9.15 

1.50 

1.40 

8.50 

10.55 

1995-2000 

7.00 

10.05 

1.50 

1.40 

8.50 

11.45 

2001-10  

7.00 

10.95 

1.50 

1.40 

8.50 

12.35 

2011  and  after.. 

.  7.00 

11.70 

1.50 

1.40 

8.50 

13.10 

TcLx  rate  increases, — In  order  to  provide  in  an  orderly  way  the  reve- 
nue necessary  to  assure  the  short-term  financial  soundness  of  the  cash- 
benefits  programs,  the  committee  bill  contains  (in  additon  to  the  in- 
creases in  the  tax  base  described  above)  a  new  schedule  of  tax  rates. 
The  new  schedule  was  designed  so  that  not  only  will  the  cash-benefits 
program  be  soundly  financed,  but  the  Hospital  Insurance  program 
(HI)  will  be  in  close  to  the  same  financial  position  that  it  would  be 
under  present  law.  This  later  point  contrasts  with  some  of  the  pro- 
posals presented  to  the  committee  which  would  have  transferred  sub- 
stantial amounts  of  anticipated  income  from  the  HI  program  to  the 
cash-benefits  programs  with  the  lost  income  being  replaced  with  funds 
appropriated  from  general  revenues  or  from  unrealized  savings  from 
a  suggested  cost-reduction  program  which  has  not  yet  been  enacted. 

The  new  schedule  calls  for  a  series  of  tax  rate  increases  starting  in 
1979  as  shown  in  table  4. 
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TABLE  4.-S0CIAL  SECURITY  TAX  RATES  ON  EMPLOYER  AND 

EMPLOYEE  (EACH) 

[In  percent] 


Present  law  Committee  amendment 


Taxable  Years  OASDI  HI       Total     OASDI  HI  Total 


1977   4.95  0.90  5.85  4.95  0.90  5.85 

1978   4.95  1.10  6.05  5.05  1.00  6.05 

1979-80   4.95  1.10  6.05  5.085  1.05  6.135 

1981-84....:   4.95  1.35  6.30  5.35  1.25  6.60 

1985   4.95  1.35  6.30  5.65  1.35  7.00 

1986-89   4.95  1.50  6.45  5.65  1.40  7.05 

1990-94   4.95  1.50  6.45  6.10  1.40  7.50 

1995-2000   4.95  1.50  6.45  6.70  1.40  8.10 

2001-10   4.95  1.50  6.45  7.30  1.40  8.70 


2011  and  after....    5.95     1.50     7.45  7.80      1.40  9.20 


Change  in  allocation  to  the  disability  insurance  trust  fimd. — The 
committee  bill  would  increase  the  allocation  of  tax  income  to  the  disa- 
bility insurance  trust  fund  so  as  to  assure  adequate  funding  and  to  take 
into  account  changing  experience  with  the  disability  insurance  pro- 
gram, the  revision  in  the  tax  rates  and  the  rise  in  the  tax  base.  The 
present-law  and  proposed  allocation  schedules  are  shown  in  table  5. 

TABLE  5.-ALL0CATI0N  TO  DISABILITY  INSURANCE  TRUST 

FUND 

[In  percent] 


Employer  and  employee  each         Self-employed  rate 


Committee 

Committee 

Calendar  year 

Present  law 

bill 

Present  law 

bill 

1977  

0.575 

0.575 

0.815 

0.815 

1978  

.600 

.775 

.850 

1.090 

1979-80  

.600 

.750 

.850 

1.040 

1981-84  

.650 

.825 

.920 

1.2375 

1985  

.650 

.950 

.920 

1.425 

1986-89  

.700 

.950 

.990 

1.425 

1990-94  

.700 

1.050 

.990 

1.575 

1995-2000 

.700 

1.200 

.990 

1.800 

2001-10  

.700 

1.350 

.990 

2.025 

2011  and  after.. 

.850 

1.500 

1.000 

2.250 
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PAYMENT  TO  NONPROFIT  AND  GOVERNMENTAL  EMPLOYERS 

(Section  106  of  the  Bill) 

The  committee  bill,  in  order  to  provide  adequate  financing  of  the 
social  security  program,  would  significantly  increase  the  amount  of 
annual  earnings  subject  to  the  employer  social  security  tax.  The  com- 
mittee is  concerned  over  the  potential  immediate  impact  of  this  feature 
of  the  bill  on  nonprofit  organizations  and  State  and  local  govern- 
ments. Private  employers  may  be  able  to  pass  on  in  one  manner  or 
another  the  increased  cost  attributable  to  higher  social  security  taxes. 
Moreover,  to  the  extent  that  employers  are  unable  to  pass  the  impact 
of  higher  taxes  on  to  consumers,  they  are  able  to  claim  the  increased 
costs  as  a  deduction  against  income  in  computing  their  income  tax 
liability.  In  effect  then,  the  net  impact  on  an  employer  in  the  private 
profitmaking  sector  of  an  increase  in  social  security  taxes  may  be  con- 
siderably less  than  the  gross  amount  of  those  increased  taxes. 

In  the  case  of  nonprofit  organizations  and  State  and  local  govern- 
ments, however,  the  situation  is  somewhat  different.  Frequently,  these 
types  of  employers  have  virtually  no  capacity  to  pass  on  increased 
costs  and,  since  they  are  not  subject  to  Federal  income  taxes,  they 
gain  no  increased  deductions  as  a  result  of  the  higher  taxes. 

The  committee  generally  believes  that  nonprofit  organizations  and 
State  and  local  governments  who  have  elected  social  security  cover- 
age should  make  the  same  payments  into  the  system  as  other  employ- 
ers. However,  since  this  bill  provides  an  immediate  substantial  increase 
in  employer  liability,  the  committee  believes  that  it  would  be  appro- 
priate and  desirable  to  provide  a  reasonable  amount  of  relief  to  these 
entities  through  a  payment. 

In  order  to  provide  this  relief,  the  committee  bill  would  authorize 
an  appropriation  from  general  revenues  to  finance  such  a  payment. 

DECOUPLING  AND  WAGE-INDEXED  BENEFITS 

(Sections  104, 105,  and  107  of  the  Bill) 

Automatic  cost-of-living  increases, — Existing  law  calls  for  auto- 
matic cost-of-living  increases  in  benefits  effective  each  June  and  for 
increases  in  the  tax  base  (based  on  changes  in  wage  levels)  each  Jan- 
uary (assuming  that  the  Consumer  Price  Index  rises  by  at  least  3 
percent).  Each  benefit  increase  is  put  into  effect  by  a  revision  of  the 
table  in  the  law.  Thus,  each  increase  applies  not  only  to  people  entitled 
to  benefits  for  the  month  the  increase  is  effective  but  also  to  everyone 
who  will  become  entitled  to  benefits  in  the  future.  For  example,  be- 
cause of  the  rise  in  the  CPI  between  the  first  quarter  of  1976  and  the 
first  quarter  of  1977,  benefits  for  June  1977  were  increased  by  5.9  per- 
cent. As  a  result,  each  of  the  percentages  in  the  benefit  formula  was 
increased  by  5.9  percent.  A  further  expansion  of  the  table  will  take 
place  in  January  when  the  maximum  amount  of  earnings  taxable 
rises  to  $17,700.  Much  of  the  estimated  long-term  deficit  results  from 
the  fact  that  these  modifications  in  the  benefit  formula  apply  to  bene- 
fits which  will  be  awarded  in  the  future  as  well  as  to  the  benefits  paid 
to  people  on  the  benefit  rolls  on  the  effective  date. 
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Relationship  "between  henefit  formula  and  the  deficit, — The  auto- 
matic "cost-of-living"  benefit  increase  mechanism  incorporated  into 
the  social  security  program  by  the  1972  amendments,  which  had  been 
recommended  as  a  way  to  make  benefits  inflation  proof,  operates 
exactly  as  intended  for  persons  on  the  benefit  rolls.  Once  the  initial 
benefit  has  been  established,  it  is  periodically  increased  by  a  percentage 
which  restores  its  original  purchasing  power  according  to  the  official 
governmental  index  of  purchasing  power — the  Consumer  Price  Index. 
The  committee  bill  proposes  no  change  in  this  concept. 

The  "cost-of-living"  adjustment  mechanism,  however,  also  increases 
the  percentages  in  the  formula  for  determining  initial  benefits  in  the 
future.  Future  benefits  however,  are  based  on  earnings  which  rise,  in 
part,  as  the  result  of  increases  in  prices.  Thus,  wages  which  were 
increased  to  take  account  of  rising  prices  are  multiplied  by  a  benefit 
formula  which  was  also  increased  to  take  account  of  the  same  increase 
in  prices. 

For  an  example  of  how  benefits  are  increased  under  present  pro- 
cedures, assume  a  program  with  a  benefit  equal  to  50  percent  of  wages. 
In  such  a  program  wag:es  of  $100  would  produce  a  benefit  of  $60.  If 
wages  and  prices  both  rise  by  10  percent,  the  individual  who  is  on  the 
benefit  rolls  will  have  his  benefit  increased  to  $55  and  the  person  who 
is  still  working  will  have  his  $100  wage  increased  to  $110.  If  the  benefit 
formula  is  left  unchanged,  both  individuals  would  qualify  for  a  $55 
benefit.  But  under  present  procedures  the  benefit  formula  is  also  in- 
creased to  55  percent  and  the  person  who  will  retire  in  the  jfuture 
with  wages  increased  from  $100  to  $110  will  get  a  benefit  of  $60.50. 

Under  any  reasonable  projection  of  future  economic  conditions, 
benefit  levels  determined  by  the  present-law  mechanism  will  be  much 
higher  than  what  is  necessary  to  sijnply  adjust  for  inflation  and  will 
represent  an  ever-increasing  percentage  of  the  new  retiree's  wages  in 
the  year  before  he  retires.  For  significant  numbers  of  people,  the  bene- 
fits payable  just  after  retirement  would  approach — and  in  many  cases 
exceed — their  wage  levels  immediately  before  retirement.  It  is  this 
part  of  the  current  cost-of-living  provisions  that  the  committee  bill 
would  change  as  discussed  below. 

The  starting  point  for  most  proposals  for  dealing  with  the  current 
long-term  deficit  of  the  social  security  system  is  a  concept  called  "de- 
coupling." Decoupling  means  that  the  automatic  benefit  increase  mech- 
anism in  present  law  would  continue  to  apply  to  keep  benefits  inflation 
proof  after  a  person  retires  and  begins  to  draw  his  benefits  but  the 
formula  for  determining  benefits  at  the  time  of  retirement  would 
no  longer  be  automatically  increased.  If  the  system  were  simply 
decoupled  with  no  other  changes,  an  individual  retiring  in  1987 
would  get  the  same  initial  benefit  as  a  mati  or  woman  with  the  same 
average  earnings  retiring  in  1977.  The  levjel  of  initial  benefits  would 
tend  to  grow  in  the  future  but  only  as  a  result  of  rising  wage  levels 
which,  using  the  same  benefit  formula,  would  tend  to  generate  higher 
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benefits.  However,  the  rise  in  actual  benefits  awarded  in  the  future 
would  not  be  enough  to  keep  pace  with  the  anticipated  rise  in  wage 
levels  or  to  offset  the  exnected  rise  in  the  CPI. 

Decoupling  by  itself  would  make  a  substantial  reduction  in  the 
long-term  cost  of  the  program  but  would  also  cause  a  significant  re- 
duction in  the  real  value  of  future  benefits.  In  order  to  forestall  a  re- 
duction of  this  nature,  the  committee  bill  would  provide  a  new  auto- 
matic mechanism  for  adjusting  the  formula  for  computing  initial 
benefits  which  is  designed  to  keep  replacement  rates  at  about  existing 
levels.  This  proposal,  in  slightly  different  form,  was  recommended  by 
the  1974  Advisory  Council  on  Social  Security.  The  committee  has 
been  advised  that  the  method  adopted  in  its  bill  would  assure  future 
benefits  ait  approximately  the  level  of  the  benefits  provided  last  year. 

Under  the  committee  bill,  indexed  earnings  would  be  averaged  and 
a  three-step,  weighted  benefit  formula  would  be  applied  to  the  indi- 
vidual's average  indexed  monthly  earnings  (AIME)  to  produce  the 
benefit  amount.  For  those  becoming  entitled  to  benefits  in  the  future, 
the  benefit  factors  (percentage  amounts)  would  not  be  indexed,  but 
the  bend  points  (dollar  amounts)  in  the  formula  would  be  adjusted 
automatically  as  average  wages  increase. 

Under  the  benefit  procedures  included  in  the  committee  bill,  the 
relationship  between  the  benefits  paid  at  the  time  of  retirement  and 
earnings  in  the  year  prior  to  retirement  is  expected  to  be  a  constant 
43  percent  for  a  person  retiring  at  age  65  with  earnings  in  all  years 
equal  to  the  national  average,  and  the  real  value  of  benefits  expressed 
in  terms  of  1977  prices  will  rise  three  times  by  the  year  2050. 

A  basic  change  such  as  that  which  would  be  provided  by  the  com- 
mittee bill  also  requires  many  substantial  changes  in  provisions  of 
present  law,  transitional  provisions  for  the  period  during  which  the 
new  system  is  implemented,  and  a  number  of  conforming  amendments 
to  minimize  the  possible  disruptions  that  so  basic  a  change  in  the  benefit 
structure  might  otherwise  produce. 

Wage  indexed  earnings. — The  committee's  bill  would  provide  that 
an  individual's  benefit  be  based  on  the  earnings  level  that  prevails  just 
prior  io  age  62,  disability,  or  deaith.  To  do  this,  an  individual's  earnings 
in  each  year  after  1950  would  be  updated  (indexed)  to  reflect  the  in- 
crease in  average  wages  through  the  second  year  before  an  individual 
reaches  age  62,  becomes  disabled,  or  dies.^  (Under  present  law,  for  the 
purpose  of  computing  a  benefit,  earnings  are  counted  in  actual  dollar 
value,  and  these  earnings  do  not  reflect  their  value  relaltive  to  average 
earnings  at  the  time  they  were  earned.) 


1  While  It  would  seem  reasonable  to  update  earnlners  throu^rh  the  first  vear  before  the 
year  one  reaches  retirement  aere,  the  Social  Security  AdmlnU^'-atlon  Informed  the  committee 
thaf  data  on  actual  wapre  erowth  will  not  be  available  in  time  to  allow  for  such  current 
Indexing.  For  1978  and  subsequent  years,  the  law  provides  that  earningrs  will  be  reported 
on  an  annual  rather  than  a  quarterly  basis.  Thus,  for  example,  data  on  average  waee  levels 
in  1980  will  not  become  available  until  late  In  1981 — too  late  for  Indexing  earnings  of 
workers  who  reach  age  62,  become  disabled,  or  die  in  1981 ;  1979  would  be  the  indexing  year 
for  such  workers. 
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TABLE  6.-BENEFITS,  REPLACEMENT  RATES  AND  EXPENDI- 
TURES  UNDER  PRESENT  PROGRAM  1955-2050 

[In  percent] 


Worker  with  Replacement  rate         Aggregate  OASDI 

average  earnings  i         for  worker  with—  expenditures 


Annual 
benefit 


Year 

in  1977 
prices 

Replace- 
ment rate 

Low 
earnings  ^ 

High 
earnings  ^ 

As  percent 
of  payroll 

As  percent 
of  GNP  * 

O  1 

oo 

ou 

O.o^ 

0 

1  QAR 

oo 

7  Q^^ 
/  .yo 

0  ft 

1970.. 

2,987 

34 

46 

29 

8.12 

3.4 

1975.. 

3,619 

43 

56 

30 

10.65 

4.6 

1979. . 

4,444 

46 

58 

35 

10.85 

4.5 

1985.. 

5,354 

48 

60 

34 

11.56 

4.8 

1990.. 

5,871 

49 

63 

36 

12.39 

5.1 

1995.. 

6,476 

49 

66 

37 

13.13 

5.4 

2000.. 

7,406 

52 

75 

39 

13.92 

5.7 

2010.. 

9,489 

56 

84 

42 

16.57 

6.8 

2020.. 

11,916 

60 

91 

44 

21.64 

8.9 

2030.. 

14,765 

63 

96 

46 

26.02 

10.7 

2040.. 

18,122 

65 

101 

47 

26.67 

11.0 

2050.. 

22,088 

67 

106 

48 

26.93 

11.1 

Percent 


Average  medium-range  cost  (1977-2001)   12.24 

Average  medium-range  revenue.   9.90 

Average  medium-range  balance   —2.34 

Average  long-range  cost  (1977-2051)   19.19 

Average  long-range  revenue   10.99 

Average  long-range  balance   —8.20 


1  Assumed  to  be  4  times  the  average  1st  quarter  covered  earnings. 

2  Assumed  at  $4,600  in  1976  and  following  the  trends  of  the  average. 

3  Assumed  at  the  maximum  taxable  under  the  program. 

*  For  1979  and  later,  based  on  full  employment  and  assuming  taxable  payroll 
equals  41.1  percent  of  GNP. 

Note:  The  estimates  in  this  table  are  based  on  the  economic  and  demographic 
assumptions  used  in  the  intermediate  cost  estimates  (alternative  II)  in  the  1977 
OASDi  Trustees  Report.  The  replacement  rates  pertain  to  workers  with  steady 
employment  at  increasing  earnings  and  compare  the  annual  retirement  benefit 
at  age  65  with  the  earnings  in  the  year  immediately  prior  to  retirement. 
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TABLE  7.-BENEFITS,  REPLACEMENT  RATES,  AND  EXPENDI- 
TURES  UNDER  COMMITTEE  BILL,  1979-2050 

[In  percent] 


Worker  wjth  Replacement  rate         Aggregate  OASDI 

average  earnings  *         for  worker  with—  expenditures 


Year 

Annual 

DcncTIl 

In  1977 
prices 

Replace- 
ment rate 

Low 
earnings' 

High 
earnings ' 

As  percent 
of  payroll 

As  percent 
of  GNP« 

1979., 

,  '$4,444 

'46 

'58 

'35 

10.29 

4.2 

1985.. 

4,713 

43 

54 

30 

10.56 

4.3 

1990.. 

5,145 

43 

55 

29 

10.84 

4.4 

1995.. 

5,581 

43 

54 

30 

11.29 

4.5 

2000.. 

6,068 

43 

54 

31 

11.68 

4.6 

2010.. 

7,172 

43 

54 

32 

12.88 

5.0 

2020.. 

8,472 

43 

54 

32 

15.72 

6.1 

2030.. 

10,011 

43 

54 

32 

17.86 

7.0 

2040.. 

11,830 

43 

54 

32 

17.36 

6.8 

2050.. 

13,978 

43 

54 

32 

16.81 

6.6 

Percent 


Average  medium-range  cost  (1977-2001)   10.93 

Average  medium-range  revenue   11.83 

Average  medium-range  balance   -I- .90 

Average  long-range  cost  (1977-2051)   14.16 

Average  long-range  revenue    14.22 

Average  long-range  balance  


»  Assumed  to  be  4  times  the  average  1st  quarter  covered  earnings. 

2  Assumed  at  $4,600  in  1976  and  following  the  trends  of  the  average. 

3  Assumed  at  the  maximum  taxable  under  the  program. 

*  Based  on  full  employment  and  assuming  taxable  payroll  equals  41.1  percent 
of  GNP. 

» Based  on  the  present  law  benefit  formula  for  all  workers  attaining  age  62  be- 
fore Jan.  1,  1979. 

Note:  The  estimates  in  this  table  are  based  on  the  economic  and  demographic 
assumptions  used  in  the  intermediate  cost  estimates  (alternative  II)  in  the  1977 
OASDI  Trustees  Report.  The  replacement  rates  pertain  to  workers  with  steady 
employment  at  increasing  earnings  and  compare  the  annual  retirement  benefit 
at  age  65  with  the  earnings  in  the  year  immediately  prior  to  retirement. 
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Earnings  would  be  indexed  by  multiplying  the  actual  earnings  by 
the  ratio  of  average  wages  in  the  second  year  before  an  individual 
reaches  age  62,  becomes  disabled,  or  dies  to  the  average  wages  in  the 
year  being  updated.  For  example,  if  an  individual  earned  $3,000  in 
1956,  and  retired  at  age  62  in  1979,  the  $3,000  would  be  multiplied  by 
the  ratio  of  average  annual  wages  in  1977  (estimated  to  be  $10,002)  to 
average  wages  in  1956  ($3,514) ,  as  follows : 

Thus,  while  the  actual  earnings  for  1956  were  $3,000,  the  relative  or 
indexed  earnings  would  be  $8,539.  Earnings  each  year  would  be  ad- 
justed in  this  manner.  The  result  would  be  that  an  individual's  benefits 
would  be  based  on  the  earnings  level  that  prevails  at  age  60  and  bene- 
fits would  be  based  on  the  individual's  relative  earnings  (that  is  rela- 
tive to  average  wages)  averaged  over  the  time  most  people  could  rea- 
sonably be  expected  to  have  worked  in  covered  employment. 

The  committee  understands  that  as  part  of  this  change,  the  Secre- 
tary of  Health,  Education,  and  Welfare  recommends  that  the  method 
of  computing  average  wages  nationally  be  changed  from  the  present 
procedures  which  rely  on  earnings  reported  for  social  security  pur- 
poses to  a  system  which  would  be  based  on  wages  reported  for  Federal 
income  tax  purposes.  The  change  is  needed  because  the  social  security 
law  provides  for  combined  annual  reporting  of  wages  for  social  se- 
curity and  income  tax  purposes  beginning  in  1978.  The  committee  bill 
would  authorize  such  a  change.  Average  wages  would  be  equal  to  the 
sum  of  wages  subject  to  income  taxes  or  social  security  taxes  as  re- 
ported to  the  Internal  Revenue  Service,  and  divided  by  the  number  of 
individuals  reported  on  the  withholding  statements.  For  1977  and 
1978,  form  1040  data  would  be  used  and  after  1978,  forms  W-2  data 
would  be  used.  Adjustments  in  earlier  data  would  be  made  to  allow 
for  overall  comparability. 

The  change  in  the  way  benefits  are  computed  proposed  by  the  com- 
mittee bill  would  also  reduce  the  increasing  advantage  that  young 
disabled  people  and  their  families  and  the  survivors  of  deceased  indi- 
viduals have  over  retired  workers  under  present  law.  Under  the  pres- 
ent method  of  computing  benefit  amounts,  benefits  for  young  disability 
and  survivor  cases  are  based  on  recent  and  relatively  high  earnings 
while  benefits  for  new  retirees  are  based  on  an  average  that  is  depressed 
because  of  past  earnings  levels  that  are  generally  much  lower  than  cur- 
rent earnings  levels.  In  certain  cases,  the  difference  in  benefit  amounts 
can  be  substantial. 

Base  year  for  indexing. — The  committee's  bill  would  index  earning? 
in  retirement  cases  through  the  second  year  before  age  62  (the  age  of 
first  eligibility)  rather  than  to  retirement  (when  an  individual  is  first 
entitled  to  benefits) .  Because  the  indexing  point  is  based  solely  on  the 
date  of  birth  rather  than  on  the  year  retirement  benefits  are  elected, 
people  would  be  assured  that  their  age-62  benefit  would  not  decline 
if  average  wages  declined  and  that  it  would  rise  should  the  Consumer 
Price  Index  rise.  If  wages  were  indexed  to  the  date  of  retirement  in- 
stead of  to  age  62,  the  worker's  benefit  amount  could  decline  after  the 
date  he  could  first  have  been  eligible  if  average  wages  decline. 


Computation  period. — The  committee  bill,  like  present  law,  would 
provide  that  benefits  generally  would  be  based  on  earnings  averaged 
over  the  number  of  years  after  1950  (or  age  21,  if  later)  up  to  the 
year  an  individual  reaches  age  62,  becomes  disabled,  or  dies,  whichever 
occurs  first  (excluding  5  years  of  lowest  earnings).  The  number 
of  years  in  the  compjutation  period  would  expand  over  time — for  ex- 
ample, for  an  individual  reaching  age  62  in  1979,  the  computation 
period  would  be  23  years,  and  eventually,  for  individuals  reaching  age 
62  in  1991  or  later,  the  computation  period  would  be  35  years. 

With  the  use  of  actual  earnings,  as  under  present  law,  the  expanding 
computation  period  would  depress  replacement  rates  since  early  wages, 
which  are  generally  much  lower  than  current  wage  levels,  must  be 
used  in  computing  the  benefits.  However,  wage  indexing  is  designed  so 
that  if  an  individual's  earnings  increase  at  the  same  rate  as  average 
wages  in  the  economy,  average  indexed  monthly  earnings  (AIME) 
rise  at  the  same  rate  as  average  wages  in  the  economy. 

Benefit  formula. — Under  present  law,  benefit  amounts  for  an  indi- 
vidual are  derived  from  a  table  in  the  social  security  law  and  are 
related  to  the  average  monthly  earnings  in  covered  employment.  The 
benefit  formula  that  roughly  approximates  the  benefit  amounts  shown 
in  the  table  in  present  law  has  nine  steps  and,  whenever  the  tax  base  is 
increased,  a  new  step  is  added  to  take  account  of  the  higher  average 
earnings  possible  as  a  result  of  the  new,  higher  base.  Each  time  there  is 
an  automatic  cost-of-living  benefit  increase,  the  percentage  factors  in 
the  formula  are  increased  by  the  percentage  increase  in  the  cost  of 
living. 

Under  the  committee's  bill,  the  benefit  formula  shown  below  would 
be  applied  to  an  individual's  average  indexed  monthly  earnings 
(AIME).  The  formula  is  designed  to  produce  benefits  which  are  ap- 
proximately equal  to  the  benefits  that  were  payable  under  present 
law  to  workers  retiring  in  1976 : 

92  percent  of  the  first  $180  of  AIME ;  plus 

33  percent  of  AIME  over  $180  through  AIME  of  $1,075;  plus 

16  percent  of  AIME  above  $1,075. 

This  formula  would  apply  to  those  who  reach  age  62,  become  dis- 
abled, or  die  in  1979.  The  dollar  amounts  or  bend  points  (the  AIME 
levels  at  which  the  weighting  in  the  benefit  formula  changes)  would  be 
adjusted  automatically  as  average  wages  increase  for  those  who  become 
eligible  for  benefits  in  the  future,  and  the  adjusted  bend  points  would 
be  rounded  to  the  nearest  multiple  of  $1.  After  the  individual  benefit 
has  been  established  in  this  way  it  would  be  increased  as  provided  by 
the  automatic  cost-of-living  provisions. 

Ma^mum  family  henefit. — ^Under  present  law,  the  maximum  family 
benefit  ranges  from  150  percent  to  188  percent  of  the  primary  insur- 
ance amount  (PIA) 

The  committee  bill  retains  the  same  relationship  between  maximum 
family  benefits  and  PIA's  as  in  present  law  and  to  accomplish  this 
would  determine  the  family  maximum  (in  1979)  by  applying  the  fol- 
lowing formula  to  the  worker's  PIA : 

150  percent  of  the  first  $236  of  PIA,  plus 

272  percent  of  the  next  $106  of  PIA,  plus 

134  percent  of  the  next  $107  of  PIA,  plus 

175  percent  of  the  remainder. 


9  The  amount  on  wUch  all  benellts  are  based. 
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In  the  future,  the  dollar  amounts  in  the  formula  would  be  increased 
based  on  increases  in  average  wages.  This  would  assure  that  the  same 
relationship  between  maximum  family  benefits  and  PIA's  would  be 
maintained.  Once  the  family  maximum  has  been  established  in  an  in- 
dividual case,  the  maximum  payable  to  the  family  would  be  increased 
by  the  same  percentage  that  benefits  are  increased  under  the  automatic 
cost-of-living  provisions. 

Transition. — Because  the  committee  bill  would  provide  benefits 
that  would  be  about  equal  to  those  payable  under  present  law 
m  1976,  a  transitional  provision  has  been  included  to  protect  the 
benefit  rigjits  of  people  who  are  now  approaching  retirement  and 
whose  retirement  plans  have  taken  social  security  benefits  into 
account. 

Under  the  committee  bill,  the  transitional  provision  would  guar- 
antee that  an  individual  who  first  becomes  eligible  for  retirement  bene- 
fits within  5  years  after  the  effective  date  would  get  an  initial  benefit 
that  would  be  the  higher  of:  (a)  The  benefit  derived  under  the  new 
benefit  formula;  or  (b)  the  benefit  based  on  the  present  law  benefit 
table  as  it  is  in  the  law  on  the  effective  date  of  th^  revised  system — 
January  1979. 

For  purposes  of  the  guarantee,  the  January  1979  benefit  table  would 
not  be  subject  to  future  automatic  benefit  increases,  but  all  individual 
benefits  would  be  subject  to  all  benefit  increases  that  become  effective 
after  age  62.  Earnings  after  age  61  would  not  be  used  under  the 
guaranteed  benefit  computation.  With  the  passage  of  time,  benefits 
under  the  wage-indexing  system  would  rise  beyond  the  levels  generally 
payable  under  the  guarantee,  because  future  wage  increases  would  be 
reflected  in  a  higher  AIME  and  in  the  adjustments  in  the  benefit  for- 
mula each  year.  As  a  result,  the  proportion  of  new  retirees  that  would 
receive  higher  benefits  under  the  guarantee  would  decrease  with  each 
passing  year. 

The  committee  bill  would  not  provide  a  similar  transition  for  death 
and  disability  cases  because  these  benefits  under  present  law  can  be 
significantly  higher  than  in  retirement  cases  for  similar  earnings 
histories. 

Treatment  of  earnings  after  age  62  or  disahility. — ^Under  the  com- 
mittee bill,  earnings  subsequent  to  the  year  of  first  eligibility  (age  62) 
or  onset  of  disability  would  be  counted  at  actual  dollar  value  (that  is, 
they  would  not  be  indexed).  They  would  be  substituted  for  earlier 
years  of  indexed  earnings  in  the  initial  computation  or  recomputation 
if  th^y  would  increase  a  worker's  AIME  and  his  PIA.  These  provisions 
are  similar  to  those  under  present  law.  However,  because  past  earnings 
would  be  higher  after  wage  indexing  than  under  present  law,  earnings 
after  retirement  can  be  expected  to  have  substantially  less  effect  in 
increasing  benefit  amounts  than  they  have  under  present  law. 

Special  rules  would  apply  in  the  case  of  earnings  after  age  61 
during  the  transitional  period.  People  who  are  eligible  for  benefits 
under  the  transitional  guarantee  (because  they  reached  age  62  in 
the  period  from  1979  through  1983)  could  have  earnings  after  age 
61  included  only  under  the  wage-indexing  computation.  Earnings  after 
age  61,  however,  could  not  be  included  in  the  computation  of  guaran- 
teed benefits  under  the  transitional  provision. 


25 


Those  age  62  or  disabled  before  1979  would  continue  to  have 
their  benefits  computed  and  recomputed  under  the  provisions  of  pres- 
ent law  even  if  they  work  in  covered  employment  after  1978. 

Treatment  of  earnings  he  fore  1951, — ^Under  the  committee  bill,  earn- 
ings before  1951  would  not  be  indexed  and  could  not  be  used  in  com- 
puting benefits  under  the  new  wage-indexing  system.  Instead,  the 
present-law  computation  method  that  applies  in  the  case  of  pre- 1951 
earnings  would  be  used;  this  present-law  computation  provides  for 
allocating  total  pre-1951  earnings  according  to  a  formula  designed  to 
avoid  time-consuming  manual  procedures  that  would  otherwise  be  nec- 
essary, due  to  the  fact  that  the  Social  Security  Administration  does  not 
have  a  year-by-year  breakdown  of  pre-1951  earnings  on  machine 
records. 

Under  the  bill  a  nonprofit  organization  or  a  State  or  local  govern- 
ment which  is  covered  under  social  security  would  be  eligible  for  a 
payment  subject  to  the  availability  of  appropriations,  this  payment 
would  be  equivalent  to  50  percent  of  the  employer  tax  liability  to  the 
extent  that  that  liability  exceeds  the  tax  liability  of  the  persons  it 
employs.  This  provision  gives  nonprofit  organizations  and  State  and 
local  governments  an  amount  of  relief  related  to  the  higher  employer 
wage  base  approximately  equivalent  to  the  value  of  an  income  tax  de- 
duction for  a  profitmaking  private  employer.  The  provision  would  be 
effective  in  1979  since  this  is  the  first  year  in  which  the  employer  tax 
base  would  be  higher  than  the  employee  tax  base. 

The  provision  is  designed  to  provide  relief  in  a  manner  closely 
related  to  that  element  of  the  financing  package  which  will  create  an 
immediate  and  substantial  increase  in  social  security  costs  for  State 
and  local  governments  and  non-profit  organizations.  It  is  a  transitional 
provision  which  will  phase  out  as  the  employee  base  rises  in  the  future. 

Cost  of  the  provision. — ^The  provision  is  estimated  to  cost  $83  million 
in  fiscal  year  1979. 

B.  Other  Provisions 
THE  RETIREMENT  TEST 

(Section  121  of  the  Bill) 

Under  the  present  law,  the  benefits  paid  are  reduced  whenever  an 
individual  under  age  72  has  significant  earnings.  Although  a  test  of 
retirement  has  been  in  the  law  since  the  original  law  was  enacted  in 
1935,  the  provision  has  generated  a  great  deal  of  discussion  and  argu- 
ment. While  most  people  seem  to  believe  that  some  test  of  retirement 
is  appropriate  to  the  program,  there  is  little  a^greement  as  to  what  the 
appropriate  test  should  be.  Others  believe  that  the  concept  of  the  social 
security  program  as  an  income  replacement  program  is  not  appropri- 
ate and  that  the  basic  nature  of  the'program  should  be  changed  so  that 
it  would  provide  benefits  without  regard  to  continued  earnings 
activity. 

The  committee  considered  these  various  concepts  and  determined 
that  the  better  course  would  be  to  continue  the  program,  as  currently 
conceived,  in  the  income  replacement  tradition.  The  committee  notes 
that  in  the  first  year  an  annuity  program  would  cost  some  $6  to  $7 
billion  if  payments  were  to  be  made  to  all  beneficiaries,  regardless  of 
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age.  While  this  cost  could  be  substantially  reduced  by  making  benefits 
available  as  an  annuity  only  at  age  65,  the  committee  believes  it  is 
preferable  to  continue  the  practice  of  making  the  same  retirement  test 
applicable  to  all  persons  under  age  72. 

At  the  same  time,  the  committee  is  aware  that  the  present  level  of 
benefits  can  be  inadequate  in  many  individual  circumstances.  The  com- 
mittee, therefore,  recommends  that  the  law  be  chans^ed  to  provide  a 
substantial  increase  in  the  amount  of  money  an  individual  can  earn 
and  still  receive  all  of  his  benefits  while  at  the  same  time  retaining  the 
basic  concept  of  the  cash-benefits  program  as  an  income  replacement 
program.  In  keeping  with  this  decision,  the  committee  bill  would  in- 
crease the  amount  an  individual  can  earn  without  any  reduction  in 
benefits  to  $4,500  in  1978  and  to  $6,000  in  1979.  As  under  present  law, 
earnings  above  that  amount  would  result  in  a  $1  reduction  in  benefits 
for  each  $2  earned  above  $4,500  in  1978  and  above  $6,000  in  1979,  with 
automatic  increases  in  these  amounts  in  future  years  as  average  earn- 
ings rise.  There  would  be  no  reduction  in  benefits  for  any  month  in  1978 
in  which  an  individual  earned  less  than  $375  and  did  not  render  sub- 
stantial services  in  self-employment  or  for  any  month  in  1979  in  which 
an  individual  earned  less  than  $500  and  did  not  render  substantial  serv- 
ices in  self-employment.  Under  the  committee  amendment,  an  indi- 
vidual who  has  a  1978  benefit  of  $300  a  month  would  not  lose  all  of 
his  benefits  until  he  had  earned  $11,700  and  in  1979  until  he  had  earned 
$13,200. 

The  committee  is  aware  that  in  the  past  there  has  been  a  tendency 
to  use  the  retirement  test  exempt  amount  as  a  guide  in  setting  the 
earnings  level  used  as  a  presumption  that  a  disabled  individual  can 
engage  in  substantial  gainful  activity.  While  the  committee  believes 
that  this  was  appropriate  in  the  past  when  the  retirement  test  exempt 
amount  was  relatively  small,  the  larger  exempt  amount  resulting  from 
the  committee  decision  is  not  intended  as  a  measure  of  an  individual's 
ability  or  inability  to  engage  in  substantial  gainful  activities.  The 
committee  suggests  that  the  Secretary  of  Health,  Education,  and  Wel- 
fare devise  a  more  appropriate  measure  of  earnings  to  use  in  determin- 
ing an  individual's  ability  to  engage  in  substantial  gainful  activities. 

To  avoid  any  budgetary  impact  in  fiscal  year  1978,  the  committee 
bill  provides  that,  while  the  provision  will  be  effective  for  all  of  1978, 
no  monthly  payments,  other  than  the  payments  which  would  be  made 
under  present  law,  would  be  permitted  until  October  1, 1978. 

The  provision  will  substantially  increase  benefit  payments  in  fiscal 
years  after  1978.  The  committee,  in  adopting  this  provision,  specifically 
increased  the  social  security  tax  rates  by  the  amount  necessary  to 
generate  offetting  revenues.  Thus,  from  the  standpoint  of  long-range 
financial  soundness  of  the  program,  the  provision  is  fully  funded. 

Costs  and  number  of  people  affected. — About  1.8  million  people 
would  be  paid  benefits  or  would  be  paid  larger  benefits  in  1979.  About 
$2  billion  in  additional  benefits  would  be  paid  in  1979. 

Effective  date. — The  provision  would  become  effective  as  of  Octo- 
ber 1, 1978,  with  respect  to  benefits  payable  for  months  after  December 
1977. 
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INCREASED  BENEFITS  FOR  CERTAIN  SPOUSES 

(Section  122  of  the  Bill) 

Under  present  law,  a  worker  who  continues  working  and  delays 
tirement  beyond  age  65  gets  a  delayed  retirement  credit  of  one-twelfth 
of  1  percent  of  his  benefit  for  each  month  (1  percent  a  year)  fo^;  which 
he  does  not  receive  a  benefit  from  age  65  up  to  the  earlier  of  the  month 
he  retires  or  reaches  age  72.  The  credit  is  applied  to  the  worker's  bene- 
fit only  and  does  not  affect  the  benefits  of  dependents  and  survivors. 

Under  the  committee  bill,  the  delayed  retirement  credit  earned  by 
an  individual  would  be  added  to  the  surviving  spouse's  benefit.  Specifi- 
cally, the  percentage  increase  in  the  individual's  retirement  benefit  due 
to  the  delayed  retirement  credit  (or  the  increase  that  would  have  been 
provided  had  the  individual  retired  at  the  time  of  death),  would  be 
added  to  the  surviving  spouse's  benefit. 

To  the  extent  that  the  delayed  retirement  credit  is  provided  in  con- 
sideration of  the  worker's  post-age  65  earnings  (and  taxes)  the  com- 
mittee believes  that  the  surviving  spouse's  benefit — which  is  based  on 
total  earnings  (including  post-65  earnings) — should  also  include  any 
delayed  retirement  credit  earned  by  the  worker. 

Costs  and  niimher  of  people  affected. — ^About  40,000  people  would 
become  eligible  for  benefits  or  would  become  eligible  for  larger  bene- 
fits on  the  effective  date.  About  $4  million  in  additional  benefits  would 
be  paid  in  the  first  full  year. 

Effective  date. — ^The  provision  would  become  effective  with  respect 
to  benefits  payable  for  months  after  December  1977. 

OFFSET  OF  BENEFITS  OF  SPOUSES  RECEIVING  PUBLIC  PENSIONS 

(Section  123  of  the  Bill) 

Under  present  law,  a  woman  can  become  entitled  to  spouse's  or  sur- 
viving spouse's  benefits  without  proving  dependency  on  her  husband. 
As  a  result  of  a  March  1977  Supreme  Court  decision,  a  man  can  also 
become  entitled  to  spouse's  or  surviving  spouse's  benefits  without  prov- 
ing his  dependency  on  his  wife.  (In  Calif aho  v.  Goldfarh^  the  court 
ruled  that  men  should  be  treated  equally  with  women  in  determining 
entitlement  for  surviving  spouse's  benefits.  Subsequently,  other  court 
decisions  extended  this  ruling:  to  husband's  benefits.  Previously,  a  man 
had  been  required  to  prove  his  dependency  on  his  wife  to  become  en- 
titled to  spouse's  or  surviving  spouse's  benefits,  although  women  were 
presumed  dependent.)  Under  the  social  security  program,  an  indivi- 
dual who  is  entitled  to  two  benefits  does  not  receive  the  full  amount  of 
both  benefits.  For  example,  if  one  is  entitled  to  both  a  worker's  benefit 
and  a  spouse's  benefit,  the  full  worker's  benefit  is  paid  first  and  then 
the  amount  (if  any)  by  which  the  spouse's  benefits  exceed  the  worker's 
benefit.  This  "dual-entitlement"  provision  prevents  payment  of  de- 
pendents benefits  to  some  persons  not  truly  dependent.  However, 
persons  who  receive  civil  service  pensions  based  on  their  work  in  non- 
covered  employment  and  are  entitled  to  social  security  spouses'  bene- 
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fits,  receive  their  dependent  spouses'  benefits  in  full,  regardless  of  their 
dependency  on  the  worker.  This  results  in  "windfall"  benefits  to  some 
retired  government  employees. 

The  committee  recommends  that  social  security  benefits  payable  to 
spouses  and  surviving  spouses  be  reduced  by  the  amount  of  any  public 
(Federal,  State,  or  local)  retirement  benefit  payable  to  the  spouse.  The 
offset  would  apply  only  to  pension  payments  based  on  the  spouse's  own 
work  in  public  employment  which  is  not  covered  under  social  security. 
In  general,  this  should  assure  that  dependents'  social  security  benefits 
will  not  be  paid  to  persons  not  dependent  on  the  worker. 

Consideration  was  given  to  requiring  claimants  to  prove  their  de- 
pendency on  the  worker  before  entitling  them  to  spouses'  benefits.  How- 
ever, a  dependency  test  would  be  subject  to  manipulation.  For  example, 
a  government  employee  with  earnings  higher  than  those  of  his  wife 
could  qualify  for  a  social  security  spouse's  benefit  by  allowing  a  few 
months  to  intervene  between  the  date  of  his  retirement  and  the  effective 
date  of  his  pension.  Also,  a  dependency  test  could  deny  spouses'  bene- 
fits in  situations  where  it  would  seem  undesirable  to  deny  such  benefits. 
For  example,  a  woman  might,  in  fact,  be  dependent  upon  her  husband 
for  most  of  her  life  and  might  have  earned  little  or  nothing  in  the  way 
of  retirement  income  protection  in  her  own  right  and  yet  be  denied 
benefits  if  a  dependency  test  were  implemented.  This  could  occur  if 
her  husband  became  ill  shortly  before  reaching  retirement  age,  thus 
forcing  a  temporary  reversal  of  their  usual  dependencv  situation. 
Additionally,  a  dependency  test  would  require  substantial  numbers  of 
persons  to  provide  information  with  regard  to  their  total  income  in 
order  to  establish  entitlement,  a  significant  departure  from  present 
practice  where  income  is  not  generally  a  factor  in  entitlement.  Making 
such  determinations  would  also  create  administrative  difficulties.  For 
these  reasons,  the  committee  believes  an  offset  is  preferable  to  a  de- 
pendency test.  The  provision  would  be  applicable  only  to  future  bene- 
ficiaries. 

Costs  arid  number  of  people  affected, — About  85,0(X)  people  would 
be  affected  by  the  provision  durinp:  the  first  year.  The  provision  is 
estimated  to  save  $190  million  in  1979. 

Effective  date, — The  provision  would  become  effective  with  respect 
to  benefits  payable  for  months  starting  with  the  month  of  enactment 
on  the  basis  of  applications  filed  in  or  after  the  month  of  enactment. 

ELIMINATION  OF  CERTAIN  DUAL  TAXATION  PROVISIONS 

(Section  124  of  the  Bill) 

The  committee  bill  contains  provision  for  limiting  employer  social 
security  and  unemployment  insurance  tax  liability  in  certain  instances 
of  concurrent  employment  of  workers  by  related  corporations.  Pres- 
ent law  requires  each  employer  to  pay  social  security  and  unemploy- 
ment insurance  taxes  on  the  wages  an  employee  receives  because  of  his 
employment  by  that  employer,  up  to  the  taxable  earnings  base  ($16,500 
for  social  security  purposes  and  $4,200  for  unemployment  insurance 
purposes  in  1977).  If  an  emplovee  has  covered  wages  from  more  than 
one  employer,  each  employer  is  liable  for  employer  social  security  (and 
unemployment)  tax  on  wages  up  to  the  maximum  amount  of  earnings 
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taxable  for  the  year.  In  the  case  of  concurrent  employment  by  two  or 
more  related  corporations,  each  of  the  employing  corporations  is 
liable  for  social  security  (and  unemployment)  taxes  on  that  part  of  the 
worker's  wages  attributable  to  services  performed  for  each  employer. 
Thus,  in  such  cases  of  concurrent  employment  involving  high-paid 
workers,  two  or  more  employers  may  be  liable  for  employer  taxes  on 
an  employee's  wages  up  to  the  taxable  maximum,  even  though  only  one 
of  the  employers  actually  paid  the  employee's  total  wages. 

The  effect  of  the  committee  decision  is  that  related  corporations 
would  pay  no  more  employer  taxes  than  if  the  corporations  were  only 
one  employer  even  though  the  worker  is  actually  employed  by  the 
several  corporations  and  his  compensation  reflects  services  he  per- 
forms for  the  several  corporations.  Thus,  a  related  group  with  a 
common  paymaster  would  be  treated  as  a  single  corporation  and  would 
not  be  required  to  pay  the  taxes  that  would  otherwise  be  due  because 
the  worker  is  an  employee  of  the  several  corporations.  The  provision 
is  intended  to  have  no  effect,  by  inference  or  otherwise,  on  the  deducti- 
bility for  Federal  income  tax  purposes  of  employment  taxes  or  wages 
payable  by  a  corporation.  The  committee  expects  the  Secretary  of  the 
Treasury  to  specify  the  degree  of  relationship  required  to  enable 
corporations  to  establish  a  common  paymaster  for  purposes  of  this 
provision. 

The  committee  notes  that  since  other  provisions  of  the  bill  would 
raise  the  employer  taxable  earnings  base  for  social  security  purposes 
to  $50,000  beginning  in  1979  and  to  $75,000  in  1985,  the  combined  effect 
of  that  provision  and  the  provision  limiting  employer  tax  liability  of 
certain  related  corporations — insofar  as  employer  social  security  tax 
liability  is  concerned — would  be  limited  to  a  relatively  small  number 
of  workers  with  high  annual  earnings. 

Cost. — The  revenue  loss  associated  with  this  provision  is  estimated 
to  be  less  than  $25  million  in  social  security  taxes  and  in  unemployment 
taxes. 

RETROACTIVE  PAYMENT  OF  REDUCED  BENEFITS 

(Section  125  of  the  Bill) 

The  present  law  provides  that  benefits  can  be  paid  for  as  many  as 
12  months  before  the  date  an  application  for  benefits  is  filed.  This  pro- 
vision was  intended  to  assure  that  an  individual  who,  for  one  reason 
or  another,  could  or  did  not  make  a  timely  application  for  benefits 
would  not  lose  any  of  the  benefits  to  which  he  would  have  been  entitled. 
At  the  same  time  it  was  recognized  that  the  purpose  of  the  program — 
to  provide  income  to  help  meet  current  living  costs^ — would  not  be 
achieved  if  an  individual  were  permitted  to  forego  monthly  benefits  in 
order  to  accumulate  a  large  lump-sum  payment.  The  12-month  limit  on 
the  payment  of  retroactive  benefits  is  a  compromise  between  the  two 
confiicting  objectives  of  providing  income  to  help  meet  current  ex- 
penses and  preventing  the  loss  of  l^nefits  merely  because  of  difficulties 
in  filing  a  benefit  application  at  a  specific  time. 

The  committee  was  informed  that  the  present  retroactive  payment 
provisions  permit  the  payment  of  a  windfall  benefit  in  certain  cases 
where  an  individual  learns  at  the  time  he  files  for  benefits  that  he  could 
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be  paid  retroactive  benefits  provided  that  he  accepts  a  reduced  pay- 
ment for  the  rest  of  his  life.  The  committee  views  such  a  situation  as  a 
distortion  of  the  primary  purpose  of  the  program  which  is  to  provide 
a  continuing  source  of  income  after  earnings  under  social  security 
are  lost  (e.g.,  through  retirement  in  old  age).  It  is  not  the  purpose 
of  the  program  to  provide  large  lump-sum  payments,  particularly 
where  providing  such  one-time  payments  results  in  a  lessening  of  the 
adequacy  of  the  on-going  monthly  benefit  level. 

Under  the  committee  bill,  monthly  benefits  generally  would  not  be 
paid  retroactively  for  months  before  the  month  in  which  the  applica- 
tion was  filed  if  it  would  cause  reduced  benefits  to  be  paid.  An  ex- 
ception, however,  would  be  made  if  unreduced  dependent's  benefits  are 
payable  in  addition  to  the  reduced  benefit. 

Under  present  law,  the  applicant-beneficiary  who  is  eligible  for  re^ 
duced  benefits  may  be  faced  with  options  that  are  unclear  and  mislead- 
ing to  him,  and  which  could  make  it  difficult  for  him  to  decide  whether 
or  not  to  elect  reduced  benefits.  For  example,  if  a  worker's  monthly 
benefit  amount  were  $160  as  of  the  month  he  attained  age  65  and  filed 
an  application,  he  could  get  a  lump-sum  payment  of  $1,792,80  if  he 
elected  to  have  his  monthly  benefits  reduced  by  $10.60  to  $149.40. 

The  committee  has  been  concerned  about  the  high  proportion  of  ap- 
plicants in  such  situations  who  choose  to  receive  a  relatively  high  one- 
time retroactive  benefit  payment,  even  though  it  means  a  permanent 
reduction  in  the  monthly  benefits  they  would  get  in  the  future.  It 
is  this  continuing  income  on  which  they  have  to  rely  for  the  remainder 
of  their  lives ;  it  may  be  too  small  to  adequately  provide  for  current 
needs.  Under  the  proposed  change,  many  older  beneficiaries  would 
have  higher  incomes  to  meet  their  ongoing  needs. 

Coats  and  number  of  people  aifected, — ^About  1  million  people  would 
be  affected  by  the  provision  in  the  first  year.  This  provision  would 
reduce  the  long-term  cost  of  the  program  by  0.01  percent  of  taxable 
payroll  and  would  cause  a  reduction  in  payments  for  the  first  few 
years  it  is  in  effect  ranging  from  $0.4  billion  in  calendar  1978  to  $0.6 
billion  in  1982. 

Effective  date. — The  provision  would  become  effective  with  respect 
to  benefits  payable  for  months  after  the  month  of  enactment  on  the 
basis  of  applications  filed  after  the  date  of  enactment. 

DELIVERY  OF  SOCIAL  SECURITY  AND  SSI  CHECKS 
(Section  126  of  the  Bill) 

Under  present  law,  social  security  benefit  payments  for  a  particular 
month  are  payable  after  the  end  of  that  month,  and  payment  is  nor- 
mally made  on  the  third  day  of  the  month ;  SSI  benefit  checks  for  a 
particular  month  are  delivered  on  the  first  day  of  that  month. 

The  committee  has  been  concerned  that  social  security  and  SSI 
beneficiaries  have  to  wait  several  days  before  they  could  eet  their  bene- 
fit checks  cashed  in  those  instances  where  the  usual  delivery  date  fell 
on  a  Saturday,  Sunday,  or  legal  holiday. 

The  committee  bill  would  require  that,  when  the  delivery  date  for 
either  payment  falls  on  a  Saturday,  Sunday,  or  legal  holiday,  the 
checks  would  be  delivered  on  an  earlier  date. 
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BENEFIT  INCREASES  AS  APPLIED  TO  REDUCED  BENEFITS 
(Section  127  of  the  Bill) 

Because  of  the  way  in  which  benefit  increases  are  computed,  people 
who  initially  received  actuarially  reduced  benefits  sometimes  receive 
an  increase  which  is  a  greater  percent  of  their  total  benefit  than  the 
increase  provided  generally.  For  example,  when  a  cost-of-living  in- 
crease is  provided,  these  people  receive  an  increase  which  is  larger 
than  the  increase  in  the  cost  of  living.  This  occurs  because  the  per- 
centage increase  is  applied  not  to  the  actual  benefit  amount  but  to 
the  basic  benefit  rate  (the  primary  insurance  amount)  which  equals 
the  amount  that  would  be  paid  to  a  retired  worker  who  began  draw- 
ing benefits  at  age  65.  If  an  individual  begins  getting  benefits  prior 
to  age  65  and  therefore  accepts  an  actuarially  reduced  benefit  rate, 
subsequent  benefit  increases  are  larger  than  is  necessary  to  keep  that 
benefit  up  to  date  with  increases  in  the  CPI. 

The  fact  that  subsequent  benefit  increases  are  not  actuarially  re- 
duced to  the  same  extent  as  the  original  benefit  complicates  the  proc- 
essing of  benefit  increases,  makes  the  program  less  easily  understand- 
able, and  violates  the  actuarial  neutrality  of  the  decision  as  to  whether 
or  not  to  l^ake  benefits  prior  to  age  65.  The  last  factor  would  become 
particularly  significant  under  the  provision  in  the  bill  which  raises  the 
retirement  test  exempt  amount  to  $6,000,  Under  that  change,  some 
social  security  benefits  will  be  payable  to  persons  earning  in 
excess  of  $10,000  per  year.  A  person  under  age  65  will  in  many  cases 
be  able  to  begin  getting  benefits  while  still  employed.  The  incentive 
for  such  an  individual  to  claim  reduced  benefits  will  be  substantially 
greater  if  subsequent  benefit  increases  are  exempt  from  the  reduction 
factor  applied  to  the  original  benefit. 

In  view  of  all  these  factors,  the  committee  bill  modifies  the  provi- 
sions relating  to  benefit  increases  so  that  the  across-the-board 
percentage  increase  will  apply  to  the  benefit  actually  being  paid  rather 
than  to  the  "primary  insurance  amount."  Under  this  provision,  all 
beneficiaries  on  the  rolls  at  the  time  of  an  increase  will  get  the  same 
percentage  increase  in  their  benefits. 

CoBtB  and,  number  of  people  affected. — ^About  14  million  people 
who  receive  actuarially  reduced  benefits  for  June  1978,  when  the  next 
cost-of-living  increase  is  effective  would  be  affected  by  the  provision. 
In  calendar  year  1979  (the  first  year  in  which  it  has  a  full-year  effect) , 
the  provision  will  reduce  benefit  payments  by  $230  million. 

Efective  date. — ^The  provision  would  become  effective  with  respect 
to  benefit  increases  which  go  into  effect  after  December  1977. 

TOTALIZATION  AGREEMENTS 

(Section  128  of  the  Bill) 

There  is  at  present  no  authority  in  the  Social  Security  Act  author- 
izing the  President  to  enter  into  agreements  (totalization  agreements) 
with  other  countries  to  provide  for  coordination  between  social  secu- 
rity systems,  i^ack  of  coordination  with  the  systems  of  other  countries 
has  two  disadvantages. 
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First,  the  work  of  U.S.  citizens  employed  by  U.S.  employers  in 
foreign  countries  is  subject  to  the  social  security  taxes  of  the  United 
States  and  is  also  subject  to  the  social  security  taxes  of  the  foreign 
country.  The  tax  payments  to  foreign  systems  may  be  higher  than 
in  the  United  States  and  American  workers  generally  get  little  or  no 
return  for  the  taxes  they  and  their  employers  pay  to  the  foreign 
systems  because  social  security  eligibility  requirements  are  usually 
stricter  under  foreign  systems. 

Second,  U.S.  citizens  who  divide  their  working  careers  between 
work  covered  under  the  U.S.  social  security  system  and  work  covered 
under  a  foreign  social  security  system  suffer  a  loss  of  continuity  in 
their  social  security  coverage.  Some  who  work  abroad  for  a  number  of 
years  and  have  periods  of  coverage  under  two  or  more  social  security 
systems  may  not  qualify  for  benefits  under  one  or  more  countries  when 
they  retire,  become  disabled,  or  die.  (For  example,  American  workers 
who  work  abroad  for  a  number  of  years  may  lose  their  U.S.  social  secu- 
rity disability  protection  because  to  be  insured  for  disability  benefits 
they  must  generally  have  substantial  recent  work  covered  by  the 
U.S.  system.)  Others  may  qualify  for  social  security  benefits  but  the 
social  security  benefits  they  receive  may  be  small  because  not  all  their 
employment  can  be  taken  into  accoimt. 

The  committee  bill  would  help  solve  these  problems  hy  authorizing 
the  President  to  enter  into  bilateral  agreements  with  f  orei^  countries 
to  provide  for  limited  coordination  between  the  U.S.  social  security 
system  and  those  of  other  countries.  Each  agreement  would  be  sub- 
mitted to  the  Congress  along  with  a  report  of  the  number  of  people 
who  might  be  affected  by  the  agreement  and  the  effect  the  agreement 
would  have  on  the  long-term  and  short-term  income  and  outgo  of 
the  social  security  system.  Each  House  would  then  have  90  days 
(counting  only  days  in  which  it  was  in  session)  to  consider  the  agree- 
ment. Should  either  House  pass  a  resolution  within  that  period 
disapproving  the  agreement,  the  agreement  would  not  go  into  effect. 

Each  agreement  should  provide  for  the  elimination  of  dual  social 
security  taxation  and  coverage  for  the  same  work.  An  agreement  could 
also  provide  that  each  country  would  take  into  account  a  worker's 
total  work  and  earnings  in  both  countries  for  purposes  of  determin- 
ing eligibility  for  and  the  amount  of  benefits.  Each  country  would 
pay  only  a  part  of  the  totalized  benefit ;  the  amount  of  the  benefits  paid 
would  be  the  proportion  of  the  totalized  benefit  which  is  attributable 
to  the  covered  work  performed  in  the  paying  country.  The  United 
States  would  not  pay  a  totalized  benefit  to  a  worker  who  had  less  than 
six  quarters  of  coverage  under  the  U.S.  system.  Totalization  would 
improve  protection  for  people  who  work  in  both  countries.  In  a  large 
proportion  of  these  cases,  if  the  worker  is  insured  based  on  his  U.S. 
work  alone,  his  regular  social  security  benefits  would  be  higher  than 
his  totalized  benefit.  In  such  cases,  the  worker  would  be  able  to  receive 
the  higher  benefit. 

Totalization  agreements  (which  are  common  among  European  coun- 
tries) are  considered  to  have  an  advantage  over  other  approaches  to  co- 
ordination in  that  the  agreements  are  designed  to  allow  each  cooperat- 
ing country  to  carry  out  its  responsibilities  virtually  independently. 
The  countries  exchange  information  on  covered  earnings  and  earnings 


as 


credits  and  provide  other  administrative  assistance,  but  otherwise 
each  country  makes  its  determinations  and  computations  independ- 
ently and  pays  benefits  directly,  without  any  need  for  an  interchange 
of  funds  or  balancing  of  amounts  paid  as  benefits. 

A  nimiber  of  countries,  including  Italy,  West  Germanj^,  Switzer- 
land, Canada,  France,  and  Japan,  have  approached  the  United  States 
about  the  possibility  of  concluding  social  security  totalization  agree- 
ments, and  the  Social  Security  Administration  has  had  technical  dis- 
cussions with  representatives  of  each  of  these  countries  except  Japan. 
A  totalization  agreement  between  the  United  States  and  Italy  was 
signed  in  1973  and  a  totalization  agreement  between  the  United  States 
and  West  Germany  was  signed  in  1976,  to  signify  that  the  coimtries 
accepted  the  text  of  the  agreement  for  purposes  of  seeking  enabling 
legislation  from  their  national  legislatures.  Both  Italy  and  Germany 
have  enacted  enabling  legislation,  but  the  agreements  cannot  become 
effective  until  they  are  authorized  for  the  United  States  as  provided 
in  the  committee  amendment. 

EMPLOYEES  OF  CERTAIN  NONPROFIT  ORGANIZATIONS 

(Section  129  of  the  Bill) 

The  committee  bill  contains  an  amendment  designed  to  correct  the 
effect  of  the  constructive  waiver  provisions  of  Public  Law  94-563 
which  caused  substantial  and  unintended  liabilities  for  retroactive 
social  security  taxes. 

Services  perf  onned  in  the  employ  of  a  religious,  charitable,  or  other 
organization  that  is  exempt  from  income  taxes  under  section  50L(c) 
(3)  of  the  Internal  Ee venue  Code  are  excluded  from  social  security 
coveraore,  unless  the  employing  organization  files  a  certificate  pro- 
vi(Jed  for  imder  section  3121  (k)  of  the  Code  waiving  its  exemption 
from  social  security  taxes  together  with  a  list  of  current  employees 
who  concur  in  the  filing  of  such  certificate.  Thereafter,  social  security 
coverage  and  tax  liability  attach  to  those  listed  employees  and  all 
employees  subsequently  hired  by  the  organization. 

It  was  discovered  during  the  94th  Congress  that  a  substantial  num- 
ber of  nonprofit  organizations  had  been  paying  social  security  taxes 
although  not  formally  in  compliance  with  the  waiver  procedure.  Some 
organizations  had  in  fact  demanded  and  obtained  large-scale  refunds 
and  caused  retroactive  elimination  of  their  employees^  social  security 
coverage.  To  foreclose  abuse  of  the  program.  Congress  enacted  Public 
Law  94-563  which  provides,  in  effect,  for  constructive  filing  of  waiver 
certificates  in  certain  instances  where  taxes  were  paid. 

Public  Law  94-563  dealt  with  the  organizations  differently  depend- 
ing on  whether  they  had  withdrawn  from  improperly  established 
coverage  and  had  obtained  a  refund  (or  tax  credit)  prior  to  Septem- 
ber 9,  1976.  Organizations  that  had  obtained  a  refund  were  given  a 
6-month  period  (which  ended  April  18, 1977)  to  file  an  actual  waiver 
certificate  together  with  a  list  of  employees  who  wished  to  have  their 
coverage  reinstated.  Refunded  taxes  with  respect  to  those  employees 
only  would  have  to  be  repaid  and  they  could  be  repaid  through  an 
installment  arrangement.  Failure  to  file  a  waiver  certificate  within 
the  6-month  period  resulted  in  a  deemed  filing  of  such  a  certificate 
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and  liability  on  fhe  part  of  the  employer  for  the  payment  of  both 
employer  and  employee  taxes  due  for  the  retroactive  period. 

Organizations  which  had  not  obtained  a  refund  prior  to  Septem- 
ber 9,  1976,  were  simply  deemed  by  Public  Law  94-563  to  have  filed  a 
valid  waiver  certificate  covering  all  employees  with  respect  to  whom 
taxes  had  been  paid.  No  special  provisions  for  the  exclusion  of  their 
employees  or  repayment  of  their  retroactive  tax  liability  were  in- 
cluded in  Public  Law  94-563,  since  it  was  assumed  that  such  organiza- 
tions would  generally  be  current  in  their  social  security  tax  payments 
and  that  they  had  simply  been  unaware  that  they  were  exempt  from 
the  social  security  tax  requirements. 

This  legislation  has  created  problems  for  organizations  that  paid 
social  security  taxes  for  some  period  prior  to  learning  of  their  failure  to 
file  a  valid  waiver  certificate.  Instead  of  requesting  a  refund  of  incor- 
rectly paid  taxes,  some  of  these  organizations  merely  terminated 
payments.  Last  year's  legislation  deems  these  organizations  to  have 
filed  a  constructive  waiver  with  respect  to  employees  for  whom  they 
previously  paid  social  security  taxes  and  requires  them  to  pay  social 
security  taxes  for  the  retroactive  period  from  the  time  they  stopped 
paying  them.  Moreover,  the  law  does  not  allow  them  the  option  of  pay- 
ing this  newly  created  past  liability  in  installments.  There  exists  as  well 
a  substantial  liability  for  social  security  taxes  for  all  employees  hired 
after  the  "deemed-filing"  date. 

Similarly  affected  bv  Public  Law  94-563  are  certain  nonprofit  or- 
ganizations that  terminated  social  security  payments  and  sought  a 
refund  but  did  not  receive  that  refund  until  after  September  8,  1976. 
Those  organizations  became,  by  operation  of  last  year's  bill,  liable  for 
repayment  of  the  refund  and  for  social  security  taxes  on  the  wages  of 
their  employees  for  the  period  datins:  from  their  termination. 

In  addition,  a  large  number  of  affected  organizations  qualifying  for 
treatment  under  section  3121  (k)  (5)  did  not  meet  the  filing  date  in  the 
original  law,  in  large  part  due  to  misunderstanding  and  confusion  with 
respect  to  their  obligations  and  liabilities  under  the  provisions  of 
Public  Law  94-563. 

The  committee  bill  would  provide  that  nonprofit  organizations  that 
ceased  paying  social  security  taxes  on  earnings  of  their  employees  be- 
fore October  1,  1976,  without  receiving  a  refund  of  social  security 
taxes  they  had  paid  in  the  past,  would  not  be  liable  for  any  social 
security  taxes  from  the  time  that  such  taxes  ceased  to  be  paid  through 
June  30,  1977,  and  any  taxes  that  had  been  paid,  after  the  enactment 
of  Public  Law  94^563  which  would  not  be  required  under  the  com- 
mittee amendment  would  be  refunded. 

Those  organizations  that  received  refunds  or  credits  of  taxes  after 
September  8,  1976,  would,  under  the  provision  of  the  committee  bill, 
be  treated  the  same  as  those  organizations  that  had  ceased  paying  so- 
cial security  taxes.  Thus,  such  organizations  would  not  be  liable  for 
taxes  on  their  employees'  services  prior  to  June  30,  1977,  for  which 
they  received  refunds.  However,  no  social  security  credits  would  be 
given  to  employees  for  services  rendered  during  the  period  for  \\^hich 
social  security  taxes  would  be  forgiven  by  the  bill,  l3ut  a  worker  for 
whom  taxes  were  paid  in  the  past  may  file  a  claim  by  April  15, 1980,  to 
have  the  taxes  for  the  nonpayment  period  paid  and  receive  social 
security  credit  for  such  period. 


35 


The  bill  would  also  extend  until  December  31,  1977,  the  period  dur- 
ing which  those  organizations  that  had  received  a  refund  or  credit  of 
social  security  taxes  could  file  an  actual  waiver  certificate  to  cover 
their  employees  under  social  security.  Under  Public  Law  94-653,  this 
period  expired  on  April  18, 1977. 

SPECIAL  HEW  STUDIES 
(Section  201  of  the  Bill) 

Because  of  the  high  priority  with  which  the  committee  views  the 
need  to  restore  the  social  security  program  to  financial  soundness,  it 
has  largely  limited  its  consideration  of  the  current  legislation  to  im- 
provements in  the  funding  of  the  program  together  with  a  few  specific 
benefit  changes.  The  committee  recognizes,  however,  that  there  remains 
a  need  for  review  of  many  basic  structural  aspects  of  social  security 
such  as  the  problems  of  the  disability  program,  the  question  of  extend- 
ing coverage  to  public  employees,  and  the  interrelationship  of  social 
security  with  other  public  and  private  income  support  programs.  The 
committee  intends,  once  the  fiscal  integrity  of  the  existing  system  has 
been  assured,  to  undertake  a  close  examination  of  some  of  these  struc- 
tural questions.  Some  of  the  areas  to  be  examined  by  the  committee 
and  the  Congress  in  the  future  will  require  the  availability  of  certain 
research  data  and  analyses  which  are  not  now  available.  The  commit- 
tee has  identified  two  areas  in  particular  in  which  it  believes  that 
studies  are  clearly  needed. 

Study  of  spouse's  heneflts. — The  social  security  benefit  structure  is 
desijE^ned  to  provide  income  replacement  not  only  for  the  insured 
worker  but  also  to  provide  additional  benefits  when  that  worker 
has  a  dependent  spouse  (and/or  dependent  children).  The  bene- 
fit structure  was  designed  during  a  period  when  it  was  considered 
reasonable  to  assume  that  a  wife  would  largely  be  dependent 
upon  her  husband's  income.  Tod^y,  a  far  greater  proportion  of  mar- 
ried women  have  a  substantial  involvement  in  the  work  force.  At  the 
same  time,  however,  it  remains  true  that  many  women  do  not  have  a 
separate  income.  In  addition,  increasing  attention  is  being  paid  today 
to  the  appropriateness  of  laws  which  treat,  or  appear  to  treat,  men 
and  women  differently,  and  some  such  provisions  in  the  Social  Secu- 
rity Act  have  been  successfully  challenged  on  this  basis  in  the  courts. 
The  committee  believes  that  it  will  quite  likely  find  it  necessary  to  con- 
sider legislation  dealing  with  these  questions  in  the  near  future  and 
the  consideration  of  such  legislation  will  be  greatly  aided  if  the  De- 
partment undertakes  now  a  thoughtful  analysis  of  these  issues  which 
could  be  available  when  the  committee  considers  these  issues.  For  this 
reason,  the  committee  bill  requires  the  Department  to  study  and  re- 
port on  proposals  to  eliminate  dependency  as  a  factor  in  the  deter- 
mination of  entitlement  to  spouses'  benefits  and  on  proposals  related 
to  equal  treatment  of  men  and  women  under  the  social  security 
program.  Elements  to  be  considered  in  the  study  include  the  nature 
and  extent  of  women's  participation  in  the  labor  force,  the  divorce  rate, 
and  the  economic  value  of  women's  work  in  the  home.  In  conducting 
this  study,  the  Department  would  be  directed  to  consult  with  the 
Justice  Department  Task  Force  on  Sex  Discrimination. 
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Study  of  consumer  'price  index. — In  the  past  few  years,  the  auto- 
matic benefit  adjustment  provisions  in  the  social  security  law  have 
used  the  Consumer  Price  Index  as  a  benchmark  for  adjusting  the 
benefit  formula  as  it  applies  both  to  persons  already  on  the  benefit 
rolls  and  as  it  applies  to  determining  the  initial  benefit  amount  for 
new  retirees.  Under  the  revised  benefit  adjustment  provisions  of  the 
committee  bill,  the  Consumer  Price  Index  will  in  the  future  be  used 
solely  as  a  mechanism  for  keeping  benefits  inflation  proof  once  an 
individual  is  on  the  rolls.  While  the  Consumer  Price  Index  is  the 
usually  accepted  measure  of  the  rate  of  inflation,  it  is  constructed  in 
such  a  manner  as  to  reflect  the  impact  of  rising  pi'ices  on  specific  popu- 
lation groups.  Some  concern  has  been  expressed  for  several  years  over 
the  possibility  that  consumption  patterns  of  elderly  persons  may  differ 
so  greatly  from  those  groups  covered  by  the  CPI  survey  as  to  make 
the  Consumer  Price  Index  an  -  inappropriate  measure  of  the  im- 
pact of  inflation  on  the  purchasing  power  of  social  security  benefits. 
The  committee  believes  that  this  is  an  issue  which  ought  to  be  resolved 
and  has  included  in  the  bill  a  requirement  that  the  Department  of 
Labor,  in  consultation  with  HEW,  study  the  need  to  develop  a  special 
consumer  price  index  for  the  elderly. 

PERMANENT  STATUS  FOR  TEMPORARY  ADMINISTRATIVE  LAW 

JUDGES 

1/  (Section  202  of  the  Bill) 

The  committee  bill  contains  a  provision  which  would  convert -to 
regular  administrative  law  judges  ( ALJ's)  the  temporary  ALJ's  who 
were  appointed  under  Public  Law  94r-202  to  hear  cases  under  titles  II, 
XVI,  and  XVIII  of  the  Social  Security  Act  through  1978.  These 
hearings  officers  have  conducted  hearings  under  the  provisions  of  the 
Administrative  Procedure  Act  (APA)  in  the  same  manner  as  regular 
ALJ's. 

When  Public  Law  94^202  was  enacted.  Congress  intended  that  these 
hearings  officers  would  be  converted  expeditiously  to  regular  ALJ 
status  with  great  weight  being  given  to  their  extensive  adjudication 
experience  in  the  social  security  definition  of  disability.  Since  then, 
only  a  few  hearings  officers  have  been  appointed  to  regular  ALJ 
positions. 

One  of  the  principal  objectives  of  Public  Law  94-202  was  to  make 
clear  that  Congress  intended  that  SSI  adjudications  were  under  the 
Administrative  Procedure  Act  and  that  SSI  hearings  examiners  could 
hear  all  types  of  social  security  cases.  The  process  of  selecting  ALJ's 
on  the  basis  of  this  experience  envisioned  in  Public  Law  94-202  has 
n(i  taken  place.  In  making  selections,  the  Civil  Service  Commission 
has  not  given  adequate  credit  for  the  actual  experience  the  temporary 
ALJ's  obtained  in  adjudicating  social  security  cases  over  a  substantial 
period  of  time.  The  committee  believes  that  this  experience  is  most 
valuable  and  pertinent  in  appointing  regular  social  security  ALJ's. 

To  correct  this  situation,  the  bill  would  provide  that  the  hearing 
officers  appointed  under  section  1631  (d)  (2)  of  the  Social  Security  Act 
(a$  iu  effect  prior  to  January  2,  1976)  to  hold  hearings  under  the 
supplemental  gecurM/j  income  program  who  had  been  deemed  to  be 
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appointed  under  and  governed  by  the  provisions  of  the  Administrative 
Procedure  Act  of  Public  Law  94-202,  shall  be  appointed  to  career- 
absolute  ALJ  positions  as  if  they  had  been  appointed  under  the  Ad- 
ministrative Procedure  Act,  section  3105  of  title  5,  United  States  Code. 
They  would  have  the  same  authority  and  tenure  as  hearing  examiners 
appointed  directly  under  section  3105  and  be  compensated  at  the  same 
rate  as  social  security  ALJ's  (GS-15).  All  provisions  of  the  Admin- 
istrative Procedure  Act  shall  apply  to  them  in  the  same  manner  as 
they  apply  to  other  administrative  law  judges.  The  former  temporary 
black  lung  ALT's  who  were  appointed  ns  temporary  ALJ's  under  the 
authority  of  Public  Law  94-202  are  fully  covered  by  this  provision. 

DELAY  IN  REPORTING  DATE  FOR  SOCIAL  SECURITY  ADVISORY 

COUNCIL 

(Section  203  of  the  Bill) 

The  Social  Security  Act  requires  that  an  advisory  council  on  social 
security  be  appointed  every  4  years.  The  statutory  reporting  date  for 
the  advisory  council  that  is  to  be  appointed  this  year  is  January  1, 
1979.  In  view  of  the  substantial  changes  in  social  security  financing 
included  in  this  bill,  the  committee  believes  it  would  be  appropriate  to 
provide  a  reasonable  extension  in  this  deadline  so  as  to  enable  the 
coming  advisory  council  more  time  to  take  into  account  the  impact 
of  this  legislation.  For  this  reason,  the  committee  has  included  in  the 
bill  a  9-month  extension — to  October  1,  1979 — of  the  reporting  date. 

C.  Public  Assistance  Amendments 

FISCAL  RELIEF  FOR  STATE  AND  LOCAL  WELFARE  COSTS 

(Section  301  of  the  Bill) 

Present  law. — The  AFDC  statute  provides  Federal  matching  of 
State  AFDC  cash  maintenance  payments  at  a  rate  of  50  to  83  percent, 
depending  upon  the  State's  per  capita  income.  Overall,  on  a  nation- 
wide basis,  the  Federal  Government  provided  about  54  percent  of  the 
funds  for  AFDC  payments  in  fiscal  year  1976,  and  the  States  and  local- 
ities provided  about  46  percent. 

Between  1973  and  1977,  the  cost  of  the  AFDC  program  to  States 
and  localities  increased  from  about  $3.4  billion  to  $5.2  billion,  or  about 
a  52-percent  increase.  In  that  same  period  the  costs  to  States  and  local- 
ities of  the  AFDC,  supplemental  security  income,  social  services, 
medicaid  and  general  assistance  programs  combined  grew  from  $10.3 
billion  to  nearly  $17.8  billion,  or  a  62-percent  increase. 

These  statistics  testify  to  the  burden  of  the  major  welfare  programs 
on  State  and  local  governments,  a  burden  which  has  reached  disturb- 
ing proportions,  especially  in  certain  areas  of  the  country.  The  table 
below^  shows  the  distribution  of  expenditures  for  AFDC  payments  for 
each  State : 


38 


C03 


—  <A 

fl)  c 
"O  3 


WO 

P..3 


pi 

W  C  0) 

lis 


CSJCO^^CM  CMOOOCO 


CNiin^cMco 


00 

OOOOK 


in    lo  ^  o 


inoocM«-«o 

d'oocvTo'io" 

o>  00  o  r>» 
^"co'incvToo*' 


OO^'-HIOVO 

r-tioooorv 
rvtOrHoocNJ^ 

C\J  CM  0>«-H'* 
C7>^0  00^00 

v£r^o"oo'r<'cvi" 

^     1-1  CO  «-i 


(TJCViCO 

cvjoor^ 
00^^  o^^ 

rococo 
COrHCO 


inio 
CM  in 

CJ^'csT 
inc^ 

in  CM 


(0 

5  c 


E   (R   ^   V>  k. 

(0  (0  ~ 

»  •»   ^   k>  tw 

<<<<o 


inoooco 
CMininin^ 


OOOqO 
CM 


^  d  o  o 
in  in  lo  If)  in 


vovocvjrvin 

00  CO  .7*  CM  3 

cf)rHinoooo 
ar(r)*''*"cM'"o" 

OCJ^CNj(Y)CM 
O  00  00  -I 

i-i'in'-HioCM* 

CM^o-«««i-in 


fNinrHlOOO 

OOCO'-iCMf*^ 

o«-*^iooo^^^ 
rCco  't'cM  in 

»-i  <7>  CM  CO  iM 

in  00  00  cj^  CO 
in  in  r-TioocT 


1-Ht-irocMCO 

?rN.cMincM 
CM  O  ID  00 

Kvo'gj'incd' 

CMOOOCO  CO 

cMrvvoo)^^ 
cO'-J'co  i-Td 

00  CO  CM  CM 


■o  o  Is 

(0  0> 


inoooocM 

to  d  d  ^*  d 
CM  in  in  CO  in 


ooooo 


inoqcMoo 

coddoocii 
rxininvo^ 


oinoocMh, 
in  CM  00 -"vo 
c^ooo^coln 

cj^'invo'c^'o^ 
in  in  f-H  <T> 
in    CO  CM  00 

CM  CMiCT^"' 
CO     CO  vo 
CO 


inino^^cM 
cocMcocDr^ 
oooocoin 
d"invd"rsrin 

CMin«-<<J^rH 

i-HhsCO't 

a  c^cnoS 
<y»  oor-iin 

CO 


inorxvo  ci> 
ooinhsoco 

cjTrHCM'tfTin 

voinvoi^o 
CM^i-T^'oTd' 

«5»-iCM 


CM 


2  ^ 


<J>C7>OV0i£> 

csi  <d  00*  r>I 

CM^t^CMCM 


f^OOoO 


int-jp^^ 
CM 

in  in  in  IX 


CMVor^ooin 

o^joooin 
oocooo»-< 

OO^CM  T-T  00  1^* 
CM^COcQCM 


cMOOjvor^ 
invoofs^vo 
in  CM  o  o  ^ 

in  in  (jTcTcm" 
CM  CO  CO 
't^mrxCM 

lOinco  (j>i^ 


cor-t^inrv 
oooin^co 

oo'co'cMo'crr 

OOOOOcOCM 

in  ^ 

inoo-f^cvToo" 
rH<j)VOcoa> 


^»-<ooin 

r<  d  d  ^ 
cM^inincM 


ocMOOod 


cooooo^ 
h^inininin 


(TtcoiOin^ 
vo^ininco 


oorsocj^" 
1-iovoino 


00  in  CO  CO 

oo'cM^Kco-oo" 
rHr>.orvco 

CM  CO 


(J^CMOOO't 

cocji^incM 
intoininvo 
co^d'd'cTTtNT 
^cMvoinin 
c^cMincors 

CM-rCrCco'oo" 
cor^orvoo 

CM  CO 


vocoino  t 
cooocoovo 

CgCO  fH  rH  fS.^ 
CM  r-T  r-H  (jToT 

lO^CM'-i't 
ID  »-< 

U)^"invo'id' 
^inrH^in 

rH'^rSi-l 


c 


%%^io         ii§5|  mil 

OOPOii:    00X2=    £2iCXJi  ^SSS5 


O  C 


CMI^ 

Kod 

rHCO 


OO 


00  CO 

Cvir-i 

00^ 


co'co" 
in  CM 

inV^ 
in 


lOCO 

^in 

^^^^ 
ini^ 
vo'in 

CM  00 


CM^ 

voco 

1-1 1-1 
oq 
cm"©" 

CO"* 


a 

a.- 

iii 


39 


0> 

NOO 


(T)  if)d 


Oioom 

r«s 

rocM-in 


00  00 

cvToo'oo" 
00  cr>ir) 


^rHOO 

oo^rs. 
00  CO  in 

oooo-< 

cjoo'd" 

f-lCMrH 


C  (/)  (0 
(0  (0 


ivcohsino 
oorocMcvjr-i 


CNJ 


^  id  CM*  r-I  ^ 


o 

oo'oo 


qinqo) 
d  ro  ro  cvi  <i) 


coooo^o 
i^dddd 


OOCO  (T>00 


o  cvj  c\j  a>  IT) 
.-irsioro^o 

o^rsoovoo^ 
(Y)  fH  inji)  CO 

01 «— <  00 

10        10  rH 

t-i  CO 


in  cr> 

rOr-4 

vo't-T 
oo-o^" 


oooooo^ 
oocMvor^oo 
poo>ooa>i^ 

r^o^^vooo 
CM  CO  in  CM 

^'crTco'^o'^'' 

.-Hi-iCMVOOO 

CM  r^. 


ON.  CM  00  in 

^  00  lO  IV  n-l 

r^cj^CMoooo 
lo^rs  00 

CM  CM  CO  10  CM 

^  in.-4 


ON 

oin 

rvoo 

CM  • 

CM 

cm"  : 

in 

o 

E  «/)  X 

^  ^  ^ 
a>  0)  0) 
zzz 


c 

it 

0)  o 

zz 


rvstNo^in 
in  in  vo  in  in 


N  CO  CO  00  »-< 
inOlNCMOO 
OCOOCMVO 

o'lo'i-^rv^o' 

CMVO^CJ^OO 

ininco^co 

OCM'^O* 
CM  CM 


CM  •  m 
:  : vo 

O 


o-<^ooa> 
N«oo^rviv 
o^cMcooin 

in  in  10  CM  in 
inNi-«oin 

nTcm-^'no" 

5tV0«) 
CM  CO 


Oj^r^rHO 

r-iiniONio 

OlOCO^CM 

cm''cjTvo''«-h  in 

CMi-hOCM^ 

«-tcoininc^ 

co-vo'inco'o*" 
r-i  It  «o  t-i  in 

4  r^^D 


E 

O  <0  Ol 

OOO 


OOOOO  OOOO"-* 


oinocM«-H 

d  vd  r<  n!  CO 
ininN(ON 


CM  CO 
lO  CM 
C7^0 
inrC 

OON 
OCM 

cm'csT 

.-HCM 


OOCHO 

cooiin 

CMOCM 

cm'o''*' 
oooco 

CO  COO 
-I  CM 


oinaiooco 

lOin^NCTi 

cj^^cMinco^ 
inco-o^o'cM*" 

OOCJ^N^CM 

o  CJ^  CO  in  N 
CM^oo'inco'cM" 

•-HCMCOf-fVO 


CM  00  hs  CM  CO 
CMNOON^ 
<J)i't -^COCO^ 
r-HO''CM''o''C0"' 

FvNin'st  in 

i-H  CM  CO  »-i  N 

^'■.-rio''o''in 

CMin^CMOO 


(0 


-  O  D  3  C 
3  £  O  O  <U 

Qr^Q;  (/)(/}  K 


NOqqco 

cvidddoo 
NNNinin 


oONooin^ 
in  00  o^  CM  in 
CJ^  O  "H  00  o^ 

oo-NoT'^t'-J' 

CMinOCM«-i 

ininoo^co 

NO^OO"  CO" 

CO  «-i  in 


cMrv 

NOO 

Gr-t 

Nd 

inoo 
oV" 

OCM 


CM^N 
OCM^ 
O^OOOi 

ooV^"' 

CMCMO 

in  cj^  a> 
oo"  o' 

-I  00 


o  o  cr>  in 
corvo^^ 

OCMr-tCOCO 

VO^NOO'C^'OO*' 
00  CO  CO  ^  N 

CO  CM  in  00  CO 
rC  inco^f-roo" 

COCOCM  CO 


COCM.-<r-l 

cdoodin 

^CM^CM 


o 

ooo^t 


CO'rH  cj>d 

in  rv  in  CO 


CON^N 
^CO  CJ^O 

oinoin 
t-T^'o'cyT 

OCJ^'tCM 
CONinCM 

Ni-HOO 


•in 

;o 

•  in 

o 

co" 

•00 

CM 

:co 

o 

CM 

00 

OOCOOCJ^ 
CM  CM  00  CO 
NsfvCOrH 

in-Tinco" 

^N.COOO 

cmcoco  ct> 
co-nTco'cm" 

00  CO  CM 


^o^rj 

NOMVOO 
IVCMN'-*^ 

co-co^ino" 

^COKO 

in?t  ooo^^ 

o-cm'o"^*' 
CO  in --I 

.-•  CM 


w   •  o  c  c 

X  (0  »-  O)  O) 

0)     a>  •— 
h-D>>> 


^^^^ 


5  O  0) 
0)  (0 

£  •52  c 

3  0) 


40 


Cominittee  provision. — ^The  committee  bill  includes  several  pro- 
visions which,  over  the  long  term,  should  assist  the  States  in  bring- 
ing their  welfare  costs  under  greater  control.  The  committee  is  con- 
vinced, however,  that  in  the  meantime  State  and  local  governments 
should  be  given  some  immediate  relief  from  their  fiscal  burden. 

The  committee  amendment  would  provide  the  States  with  $400 
million  in  fiscal  relief  in  fiscal  year  1978. 

Since  one  of  the  major  elements  of  State  and  local  welfare  costs  is 
the  AFDC  program,  the  committee  bill  provides  that  half  of  the 
fiscal  relief  payment  would  be  allocated  among  the  States  in  the  same 
proportion  as  AFDC  expenditures  for  December  1976.  However, 
State  and  local  welfare  costs  also  arise  from  a  variety  of  other  pro- 
grams which  provide  assistance  and  services  to  the  needy.  The  distri- 
bution of  costs  under  these  other  programs  does  not  necessarily  follow 
the  same  pattern  as  AFDC.  The  committee  believes  it  can  most  ap- 
propriately recognize  other  elements  of  the  welfare  burden  on  States 
and  localities  by  utilizing  the  general  revenue  sharing  formula  for 
allocating  the  other  half  of  the  payment.  The  committee  recognizes 
that  States  and  local  governments  have  been  led  to  expect  that  the 
Federal  Government  would  provide  them  with  some  fiscal  relief  from 
their  welfare  costs.  The  committee  believes  that  the  amount  provided 
in  this  bill  represents  a  significant  step  in  this  direction,  taking  into 
account  the  needs  of  the  States  and  localities  as  well  as  the  fiscal 
situation  of  the  Federal  Government. 

Although  in  most  States  the  cost  of  the  non-Federal  share  of  AFDC 
is  borne  entirely  by  the  State,  a  number  of  States  require  substantial 
contribution  by  localities  to  the  cost  of  the  program.  States  reporting 
local  contributions  ranging  from  1  to  27  percent  of  the  cost  of  AFDC 
maintenance  payments  in  fiscal  year  1976  include:  California,  Colo- 
rado, Indiana,  Maryland,  Minnesota,  Montana,  New  Jersey,  New 
York,  North  Carolina,  North  Dakota,  Virginia,  and  Wyoming.  Locali- 
ties in  these  States  can  expect  to  benefit  from  the  provision  in  the  com- 
mittee bill  which  requires  the  States  to  pass  the  fiscal  relief  through 
to  localities  in  any  case  where  local  governments  pay  part  of  the  pro- 
gram's costs.  However,  States  would  not  be  required  to  pass  through 
an  amount  in  excess  of  90  percent  of  the  AFDC  costs  for  which  the 
local  gjovernment  was  otherwise  responsible. 

Although  the  fiscal  relief  provisions  of  the  committee  bill  would 
be  computed  under  a  formula  related  in  part  to  the  AFDC  program 
and  would  be  provided  to  the  States  in  the  form  of  increased  funding 
for  that  program,  the  committee  wishes  to  make  clear  that  it  views 
these  provisions  as  an  attempt  to  provide  some  relief  for  the  overall 
welfare  burden  faced  by  the  States.  That  burden  falls  not  only  on 
the  AFDC  program  but  also  in  the  areas  of  aid  to  the  aged,  blind, 
and  disabled  in  States  which  supplement  the  SSI  program,  in  general 
assistance,  and  in  programs  of  social  and  child  welfare  services. 

The  table  below  shows  how  the  fiscal  relief  payment  under  the  bill 
would  be  distributed  among  the  States : 
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FISCAL  RELIEF  FOR  STATES  UNDER  COMMITTEE  BILL 

[Dollars  in  thousands] 


State  fiscal 
relief 


State 

Percentage 
distribution 

payment 
November 
1977 

Alabama  

1.2 

$4,663 

o 

7Q1 

Arizona  

.7 

2,795 

Arkansas  

.7 

2,930 

California  

13.5 

54,001 

Colorado  

1.0 

3,787 

1 

Delaware  

.3 

1,118 

District  of  Columbia  

.6 

2,578 

Florida  

2.1 

8,452 

Georgia  

1.6 

6,284 

1  ni 

Hawaii  

2,434 

Idaho  

.3 

1,094 

Illinois  

6.2 

24,854 

Indiana  

1.6 

6,495 

1 

Kansas  

.8 

3,204 

Kentucky  

1.5 

6,086 

Louisiana  

1.6 

6,409 

Maine  

.5 

2,099 

1  Q 

  i.O 

Massachusetts  

3.8 

15,341 

Michigan  

5.6 

22,506 

Minnesota  

1.7 

6,890 

Mississippi  

.9 

3,499 

Missouri  

1.7 

6,695 

Montana  

.2 

955 

Nebraska  

.4 

1,758 

Nevada  

.2 

665 

New  Hampshire  

.3 

1,046 

New  Jersey  

3.7 

14,868 

New  Mexico  

.5 

1,971 

New  York  

14.2 

56,600 

North  Carolina  

1.9 

7,493 

See  footnotes  at  end  of  table. 
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FISCAL  RELIEF  FOR 

STATES  UNDER  COMMITTEE 

[Dollars  in  thousands] 

BILL- Con. 

state 

Percentage 
distribution 

state  fiscal 
relief 
payment 
November 
1977 

North  Dakota  

un  lo  

Oklahoma  

Oregon  

Pennsylvania  

  .2 

  H-.^ 

  .9 

  1.2 

  6.0 

704 

3,694 
4,746 
24,044 

Puerto  Rico  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee  

  .2 

  .0 

  .9 

 .2 

  1.3 

962 

3,564 
976 
5,294 

Texas  

uian  

Vermont  

Virgin  Islands  

Virginia  

  3.1 

  .D 

  .3 

12,438 

1  RA« 

1,033 
70 
6,789 

\A/  <^^r^  1  r^/rf"/^!^ 

West  Virginia  

Wisconsin  

Wyoming  

1  R 

  .7 

  2.3 

  .1 

2,856 
9,169 
466 

Total  

  100.0 

400,000 

*Less  than  .05  percent. 

QUALITY  CONTROL  INCENTIVES  TO  REDUCE  ERRORS 

(Section  302  of  the  Bill) 

Backgrotind. — For  at  least  the  last  25  years  there  has  been  recogni- 
tion at  the  Federal  level  of  the  need  for  a  program  to  reduce  errors  in 
the  Federal-State  public  assistance  programs.  "Quality  control"  tech- 
ni«[ues  were  first  used  on  a  limited  basis  in  1952.  However,  at  that  time 
they  were  limited  to  periodic  Federal  reviews  of  samples  of  case  rec- 
ords. No  verification  was  made  of  the  information  in  the  case  file,  and 
full  field  investigations  were  not  part  of  the  system.  As  the  result  of 
a  nationwide  study  in  the  early  1960's  that  indicated  widespread  in- 
eligibility in  some  States,  the  Department  of  Health,  Education,  and 
Welfare  developed  a  new  and  expanded  quality  control  system  to  be 
implemented  by  January  1964  in  all  States  for  all  public  assistance 
programs.  This  new  system  also  produced  little  in  the  way  of  results, 
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and  the  quality  control  program  underwent  major  revision  again  in 
1970.  Basic  changes  made  at  that  time  included  the  use  of  field  investi- 
gations, requirements  on  States  for  reporting  of  results,  the  establish- 
ment of  acceptable  error  levels,  and  implementation  of  corrective 
actions. 

Both  the  States  and  the  Department  of  Health,  Education,  and 
Welfare  showed  a  lack  of  initiative  in  implementing  the  new  system. 
However,  in  1973  HEW  issued  a  new  set  of  quality  control  regulations 
for  AFDC.  They  differed  from  the  1970  rules  in  one  major  aspect — 
they  set  forth  a  procedure  by  which  the  Department  would  not  match 
portions  of  State  claims  for  AFDC  payments  based  on  the  extent  to 
which  the  State's  error  rates  exceeded  the  acceptable  Federal  tolerance 
levels.  These  levels  were  set  at  3  percent  for  ineligible  cases,  5  percent 
for  overpaid  cases,  and  5  percent  for  underpaid  cases. 

The  error  measurement  and  corrective  action  components  of  the 
quality  control  program  have  not  been  questioned.  As  we  stated  in  the 
May  1976  Federal  district  court  decision  {Maryland  v.  Mathews)^ 
"plaintiffs  assert  that  they  do  not  question  HEW's  right  to  set  quality 
controls."  However,  the  legality  of  the  "disallowance"  or  "fiscal  sanc- 
tion" provision  for  limiting  Federal  matching  with  respect  to  State 
claims  has  been  challenged.  In  the  above  cited  case  the  judge  ruled 
that  "under  the  Secretary's  rulemaking  power  to  assure  the  efficient 
administration  of  the  [Social  Security  Act],  it  can  be  concluded  that 
a  regulation  establishing  a  withholding  of  Federal  financial  participa- 
tion in  a  specified  amount  set  by  a  tolerance  level  is  consistent  with 
the  Act."  However,  the  remainder  of  the  decision  invalidated  the  dis- 
allowance regulations  based  on  the  unreasonableness  of  the  "tolerance 
levels"  used  in  determining  the  extent  of  any  disallowance.  As  a  result 
of  the  court  decision,  fiscal  sanctions  have  never  been  applied  and  are 
no  longer  a  part  of  the  Federal  quality  control  regulations. 

Despite  the  controversy  that  has  existed  in  the  last  few  years  over 
the  penalty  aspects  of  the  quality  control  program,  the  committee  be- 
lieves that  ^i^p  nrogram  has  been  resDonsible  for  sisrnificant  reductions 
in  State  AFDC  error  rates  since  1973.  The  national  average  has  fallen 
from  a  42.6-percent  case  erro  rrate  and  a  16.5-percent  payment  error 
rate  for  the  period  April-September  1973  to  a  case  error  rate  of  23.2 
pecent  and  a  payment  error  rate  of  8.5  percent  for  July-December 
1976.  Table  shows  the  changes  in  payment  error  rates  for  each  State. 
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The  committee  believes  that  this  progress  can  be  continued,  and 
that  with  proper  incentives  the  States  can  be  encouraged  to  decrease 
the  number  of  errors  in  their  AFDC  caseload  to  more  acceptable 
levels.  The  committee  notes  that  the  General  Accounting  Office  in 
its  recent  report  on  the  AFDC  quality  control  program  recommended 
that  legislation  establishing  an  incentive  for  controlling  payment 
errors  be  enacted. 

Committee  provision. — The  committee  amendment  would  establish  a 
system  of  fiscal  incentives  for  States  to  improve  their  dollar  error  rates 
with  respect  to  eligibility  and  overpayment  of  aid  paid  under  the 
approved  State  plan.  Instead  of  applying  sanctions  on  the  States,  the 
dollar  error  rates  would  be  used  as  the  basis  for  a  system  of  incentives, 
which  would  give  the  States  motivation  for  expanding  their  quality 
control  efforts  and  improving  program  administration.  Under  the 
amendment  States  which  have  dollar  error  rates  of,  or  reduce  their 
dollar  error  rates  to,  less  than  4  percent  but  not  more  than  3.5  percent 
of  the  total  expenditures  would  receive  10  percent  of  the  Federal  share 
of  the  money  saved,  as  compared  with  the  Federal  costs  at  a  4-percent 
payment  error  rate.  This  percentage  would  increase  proportionately 
as  shown  in  the  following  table : 

The  State 
would  retain 
this  percent 


of  the 
Federal 

If  the  error  rate  is:  savings 

At  least  3.5  percent  but  less  than  4  percent. . ,   10 

At  leasts  percent  but  less  than  3.5  percent   20 

At  least  2.5  percent  but  less  than  3  percent   30 

At  least  2  percent  but  less  than  2.5  percent   40 

Less  than  2  percent   50 


ACCESS  TO  WAGE  INFORMATION  FOR  AFDC  VERIFICATION 

(Section  303  of  the  Bill) 

Present  Icm, — Quality  control  findings  indicate  that  76  percent  of 
client  errors  in  the  AFDC  program  are  the  result  of  non-reporting 
of  income.  States  have  particular  difficulty  in  many  cases  in  verifying 
the  source  and  amount  of  earned  income.  In  manjr  cases  they  are  de- 
pendent solely  on  the  recipient  to  supply  wage  information. 

Committee  provision, — The  committee  bill  would  improve  the 
capacity  of  States  to  acquire  accurate  wage  data  by  providing  author- 
ity for  the  States  to  have  access  to  earnings  information  in  records 
maintained  by  the  Social  Security  Administration  and  State  employ- 
ment security  agencies.  Such  information  would  be  obtained  by  a 
search  of  wage  records  conducted  by  the  Social  Security  Adminis- 
tration or  the  employment  security  agency  to  identify  the  fact  and 
amount  of  earnings  and  the  identity  of  the  employer  in  the  case  of 
individuals  who  were  receiving  AFDC  at  the  time  of  the  earnings. 
The  Secretary  of  Health,  Education,  and  Welfare  would  be  author- 
ized to  establish  necessary  safeguards  against  improper  disclosure  of 
the  information.  Beginning  October  1979,  the  States  would  be  required 
to  request  and  use  the  earnings  information  made  available  to  them 
under  the  committee  amendment. 
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Although  the  records  of  wages  maintained  by  the  Social  Security 
Administration  and  by  State  employment  security  agencies  may  not 
be  available  on  a  current  basis,  it  seems  inevitable  that  a  procedure 
for  screening  against  one  or  the  other  of  these  two  sets  of  records 
should  greatly  increase  the  incentive  for  recipients  to  accurately 
report  their  earned  income.  Where  welfare  agencies  are  requesting 
the  wage  data  from  the  Social  Security  Administration,  each  State 
or  local  administering  agency  would  designate  a  single  official  who 
would  be  authorized  to  make  the  necessary  request  for  information. 
Alternatively,  procedures  for  requesting  such  information  could  be 
worked  out  by  mutual  agreement  of  the  welfare  agency  and  the  Social 
Security  Administration.  The  cost  of  searching  wage  records  would 
be  reimbursed  to  the  agency  maintaining  the  records  and  would  be 
matchable  as  an  administrative  expense  of  the  welfare  agency. 

AUTHORITY  FOR  STATES  TO  OPERATE  DEMONSTRATION  PROJECTS 
MAKING  EMPLOYMENT  MORE  ATTRACTIVE  FOR  WELFARE  RE- 
CIPIENTS 

(Section  304  of  the  Bill) 

Present  law. — Section  1115  of  the  Social  Security  Act  allows  the 
Secretary  of  Health,  Education,  and  Welfare  to  waive  any  of  the 
State  plan  requirements  of  the  Federal  welfare  law  for  the  sake  of 
experimental,  pilot,  or  demonstration  projects  which  in  the  Secretary's 
judgment  are  likely  to  assist  in  promoting  the  objectives  of  the  welfare 
programs.  The  committee  notes  that  under  this  existing  law,  there 
is  considerable  authority  at  the  Federal  level  to  carry  on  research  and 
demonstration  on  better  ways  of  developing  work  incentives  for  wel- 
fare recipients.  Exclusive  use  of  this  approach,  however,  ignores  one 
of  the  basic  strengths  of  federalism;  namely,  that  individual  States 
should  be  free  to  experiment  with  better  ways  of  solving  governmental 
problems.  A  number  of  States  have  attempted  to  institute  innovative 
employment  programs  for  welfare  recipients  but  they  have  been  in- 
hibited by  HEW  because  of  its  slowness  to  act  under  current  demon- 
stration authority.  The  comr>^ittee  bill  will  alleviate  this  situation. 

Committee  provision. — ^Under  the  committee  amendment,  which  is 
similar  ^'n  intent  to  an  amendment  reported  by  the  committee  and 
apr>roved  by  the  Senate  in  1973  Csection  164  of  H.R.  3153,  93d  Con- 
gre'^s),  this  authority  would  be  both  broadened  and  made  more  ex- 
plicit to  emphasize  a  major  objective  for  demonstration  proiects.  This 
objective  is  to  permit  States  to  achieve  more  efficient  and  effective  use 
of  funds  for  public  assi=?tance  recipients,  to  reduce  dependency,  and  to 
improve  the  living  conditions  and  increase  the  incomes  of  persons  who 
are  on  assistance  Cor  who  would  be  on  assistance  if  they  were  not 
participating  in  the  demonstration  project)  by  conducting  experi- 
ments designed  to  make  employment  more  attractive  for  welfare 
recipients. 

Stages  would  be  limited  to  not  more  than  three  demonstration  proj- 
ects under  this  authority;  one  of  the  projects  could  be  statewide.  None 
of  the  proi'^c^s  could  last  for  more  than  2  years,  and  all  authority 
for  the  projects  would  terminate  September  30,  1980. 

In  pursuing  these  objectives  under  the  committee  bill,  States  would 
be  permitted  for  demonstration  purposes  to  waive  the  requirements  of 
the  Aid  to  Families  with  Dependent  Children  program  relating  to  (1) 
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statewideness ;  (2)  administration  by  a  single  State  agency;  (3)  the 
earned  income  disregard  (but  in  no  case  could  a  State  offer  an  earned 
income  disregard  of  more  than  50  percent)  ;  and  (4)  the  work  in- 
centive program.  The  State  could  waive  any  or  all  of  these  require- 
ments on  its  own  initiative.  Unless  the  Secretary,  within  45  days,  dis- 
approved the  waiver  as  inconsistent  with  the  purposes  of  section  1115 
and  the  AFDC  law,  the  demonstration  would  be  considered  approved 
and  could  be  operated  by  the  State. 

As  part  of  a  demonstration  project,  the  State  could  use  welfare 
funds  to  pay  part  of  the  cost  of  public  service  employment.  The  State 
could  add  additional  amounts  to  pay  a  wage  higher  than  the  amount 
of  the  welfare  payment.  Under  the  committee  bill,  revenue  sharing 
funds  could  be  used  for  the  non- welfare  share  of  the  salaries.  The  com- 
mittee amendment  requires  the  States,  in  making  arrangements  for 
public  service  employment,  to  provide  that  appropriate  standards  for 
the  health,  safety,  and  other  conditions  applicable  to  the  performance 
of  work  and  training  are  established  and  maintained,  that  projects 
will  not  result  in  the  displacement  of  employed  workers,  and  that  the 
conditions  of  work,  training,  education,  and  employment  are  reason- 
able in  the  light  of  such  factors  as  the  type  of  work,  geographical 
region,  and  proficiency  of  the  participant,  and  that  appropriate  work- 
men's compensation  protection  is  provided  to  all  participants.  The 
State  welfare  agency  would  also  be  free  to  contract  with  non-profit 
private  institutions  organized  for  a  public  purpose,  such  as  hospitals, 
to  carry  out  such  projects. 

When  unemployed  fathers  are  placed  in  public  service  employment. 
Federal  matching  will  continue  for  the  portion  of  the  salary  equal 
to  the  former  welfare  payments  and  it  will  be  available  for  wage 
pavments. 

Public  Service  employment  is  not  the  only  type  of  experimentation 
authorized  by  the  committee  bill.  States  may  wish,  for  example,  to 
experiment  with  the  income  disregard.  If  they  do  so,  however,  they 
will  not  be  allowed  to  conduct  a  test  which  disregards  more  than 
one-half  of  a  welfare  recipient's  earned  income. 

Participation  by  welfare  recipients  in  the  demonstration  projects 
would  be  voluntary. 

The  costs  incurred  bv  the  States  in  conducting  demonstration  proj- 
ects under  this  provision  of  the  committee  bill  would  be  eli.<nble  for 
the  same  Federal  matching  as  applies  to  other  costs  of  the  AFDC  pro- 
gram, subject  to  the  limitation  that  the  amount  matchable  with  respect 
to  anv  participant  in  the  project  may  not  exceed  the  amount  which 
would  otherwise  have  been  pavable  to  him  under  the  regular  provi- 
sions of  the  AFDC  program.  Thus,  these  projects  should  not  result  in 
increased  Federal  expenditures. 

EARNED  INCOME  DISREGARD 

(Section  305  of  the  Bill) 

Present  Under  present  law  States  are  required,  in  determin- 

ing need  for  Aid  to  Families  with  Dependent  Children,  to  disregard: 

1.  All  earned  income  of  a  child  who  is  a  full-time  student,  or  a 
part-time  student  who  is  not  a  full-time  employee ;  and 

2.  The  first  $30  earned  monthly  by  an  adult  plus  one-third  of  addi- 
tional earnings.  Costs  related  to*  work  (such  as  transportation  costs. 
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uniforms,  union  dues,  child  care  and  other  items)  are  also  deducted 
from  earnings  in  calculating  the  amount  of  welfare  benefit. 

Three  problems  have  been  raised  concerning  the  earned  income 
disregard  under  present  law.  First,  Federal  law  neither  defines  nor 
limits  what  may  be  considered  a  work-related  expense,  and  this  has 
led  to  great  variation  among  States  and  to  som,e  cases  of  abuse.  Second, 
the  requirement  for  itemization  of  individual  work  expenses  results 
in  administrative  complexity  and  error.  Third,  some  States  have  com- 
plained that  the  lack  of  an  upper  limit  on  the  earned  income  disregard 
has  the  effect  of  keeping  people  on  welfare  even  after  they  are  work- 
ing full-time  at  wages  well  above  the  poverty  line. 

In  an  effort  to  curb  the  abuse  of  the  work  expense  provision  and  to 
simplify  its  administration,  a  number  of  States  in  the  past  estab- 
lished standard  amounts  to  be  used  in  the  case  of  all  AFDC  recipients 
with  earnings.  However,  in  1974  the  U.S.  Supreme  Court  in  Shea  v. 
Vialpando  ruled  the  policy  of  using  a  fixed  work  expense  disregard, 
regardless  of  actual  costs,  as  contrary  to  the  Social  Security  Act. 
It  said,  however,  that  a  standard  allowance  which  would  enhance 
administrative  efficiency  would  be  permissible  if  it  provided  for 
individualized  consideration  of  expense  in  excess  of  the  standard 
amount.  Since  the  ruling,  a  number  of  States  have  used  standard 
amounts  for  work  expenses,  but  at  the  same  time  they  are  required 
to  allow  individual  recipients  to  make  additional  claims  for  work  ex- 
penses if  they  can  show  that  they  do  in  fact  have  such  expenses. 

In  the  summer  of  1975  the  Congressional  Research  Service  con- 
ducted a  survey  to  determine  State  practices  with  respect  to  work 
expenses.  The  responses  indicated  very  wide  variations  among  the 
States,  and  also  indicated  that  in  most  instances  individual  itemiza- 
tion of  work  expenses  is  necessary.  An  analysis  of  AFDC  work  ex- 
penses which  are  allowable  in  the  42  States  responding  to  the  survey 
showed  the  following : 

Child  care. — Twenty-one  of  the  responding  States  indicated  that 
they  imposed  no  dollar  limit  on  child  care  expenses.  Of  those  that  did, 
the  range  of  allowable  expense  was  from  $17  to  $50  a  week.  (Some 
States  indicated  that  child  care  was  not  an  allowable  expense  under 
AFDC.  Presumably,  in  those  States,  if  child  care  were  necessary  for 
an  AFDC  family,  it  would  be  provided  through  title  XX  vendor 
j)ayments.) 

Transportation^  special  clothing  and  lunch. — Ten  States  indicated 
that  they  had  a  standard  amount  for  two  or  all  of  these  items,  ranging 
from  about  $25  to  $44  a  month.  Seven  States  indicated  that  they  dis- 
allowed one  or  more  of  the  items.  More  specifically,  States  reported 
for: 

1.  Transportation. — Twenty  States  said  they  had  no  limit  for 
transportation  expenses.  Those  that  gave  mileage  limitations 
ranged  from  6  cents  to  20  cents  a  mile.  States  did  not  indicate 
whether  they  allowed  car  payments  or  repairs  as  work  expenses. 

2.  Special  clothing. — Twenty-five  States  indicated  that  there 
was  no  limit  for  these  expenses.  The  few  that  have  established 
limits  for  this  category  generally  specified  a  limit  of  $5  a  month. 

3.  Lunch. — Fourteen  States  said  they  had  not  established  a 
limit.  Those  that  have,  gave  a  range  of  from  $0.25  to  $1  a  day. 
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States  did  not  provide  information  to  indicate  what  kinds  of  excep- 
tions they  make  to  their  general  rules,  although  it  is  known  that  some 
exceptions  are  made.  For  example,  New  York  indicated  a  limit  of  $50 
a  week  for  child  care.  However,  higher  amounts  are  generally  allow- 
able in  New  York  City. 

In  addition  to  the  above-mentioned  items.  States  generally  allow  for 
mandatory  tax  deductions  and  union  dues. 

Committee  provision. — The  committee  believes  that  the  broad  dis- 
cretion that  now  exists  in  determining  work  expenses  leads  to  abuse, 
and  also  results  in  unnecessary  administrative  complexities  and  errors. 
The  committee  amendment  would  address  these  problems  by  requir- 
ing States  to  disregard  the  first  $60  earned  monthly  by  an  individual 
working  full  time  ($30  in  the  case  of  an  individual  working  part- 
time),  in  lieu  of  individual  itemized  work  expenses.  In  addition,  rea- 
sonable child  care  expenses,  subject  to  limitations  prescribed  by  the 
Secretary,  would  then  be  disregarded.  To  preserve  an  incentive  for 
additional  earnings,  but  also  to  provide  for  a  phaseout  of  welfare 
payments  at  a  reasonable  level,  the  committee  amendment  would  pro- 
vide for  the  disregard  of  one-third  of  remaining  earnings,  up  to  $300 
plus  one-fifth  of  remaining  earnings  above  $500  a  month.  Thus,  in  a 
State  where  the  payment  standard  is  $300  a  month  for  a  family  of 
four  (in  July  1976  the  median  State's  payment  standard  was  $317), 
the  level  of  earnings  at  which  a  family  would  no  longer  be  eligible  for 
any  AFDC  payment  would  be  $585  a  month  (assuming  child  care 
expenses  of  $100) .  A  State  which  implements  this  section  upon  enact- 
ment and  prior  to  the  effective  date  would  not  be  regarded  as  out  of 
compliance  with  requirements  imposed  with  respect  to  improved  State 
plans  under  part  A  of  title  IV  of  the  Social  Security  Act. 

The  following  example  compares  the  effects  of  present  law  and  the 
committee  bill. 

Example:  Recipient  earns  $500  per  month,  pays  $200  for  child  care;  pays  $110 
for  union  dues,  parking  fees,  interest  on  automobile,  withholding  taxes,  etc. 
State  AFDC  payment  for  family  with  no  income  would  be  $300. 

Present  law:                                                                              .  . 

$500  is  reduced  by:  con 

Basic  disregard   ^fy 

33H  percent  of  earnings  above  basic  disregard   15/ 

Child  care  costs   200 

Other  work  expenses   1 10 

Total  disregard   497 

Family  is  paid  in  AFDC: 

$300  full  payment  less  the  $3  of  earned  income  which  is  not  dis- 
regarded  297 

Committee  bill: 

$500  is  reduced  by: 

Basic  disregard  

Allowable  child  care  ^  

33>^  percent  of  the  1st  $300  of  earnings  above  other  disregards; 
20  percent  of  earnings  above  that  $300  ^   97 

Total  disregard  

Family  Is  paid  in  AFDC: 

$300  full  payment  less  the  $193  of  earned  income  which  is  not  dis- 
regarded  

1  Assumes  that  HEW  limit  on  deductible  child  care  would  be  $150  for  the  individual  in  this 
example.  ,  .i,  on 

2  In  this  example,  the  excess  income  above  other  disregards  is  only  $290;  thus  the  ^u- 
percent  factor  does  not  come  into  play. 
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in  the  reduction  period  beginning  loith  age  62  rmiltiflied  hy 
19/4.0  of  1  percent^  plus  the  nuniher  of  months  in  the  adjusted 
reduction  period  prior  to  age  62  multiptied  hy  19/40  of  1  percent^ 
plus  the  number  of  months  in  the  adjusted  additional  reduction  pe- 
riod multiplied  hy  43/240  of  1  percent  to  (ii)  the  numher  of 
reduction  period  prior  to  age  62  multiplied  hy  19/4-0  of  1  percent^ 
plus  the  numher  of  months  in  the  additional  reduction  period  mul- 
tiplied hy  43/240  of  1  percent^  and 

(O)  in  the  case  of  widow'' s  and  widower'' s  insurance  henefits  for 
the  month  in  which  such  individual  attains  age  65^  hy  multiply- 
ing such  amount  hy  the  ratio  of  (i)  the  numher  of  months  in  the 
adjusted  reduction  period  multiplied  hy  19/40  of  1  percent^  plus 
the  numher  of  months  in  adjusted  additional  reduction  period  mul- 
tiplied hy  43/240  of  1  percent  to  {ii)  the  numher  of  months  in  the 
reduction  period  he  ginning  with  age  62  multiplied  hy  19/40  of  1 
percent^  plm  the  numher  of  months  in  the  adjusted  reduction  pe- 
riod prior  to  age  62  multiplied  hy  19/40  of  1  percent^  plus  the  num- 
her of  months  in  the  adjusted  additional  reduction  period  multi- 
plied hy  43/240  of  1  percent^  such  decrease  heing  made  in  ac- 
cordance icith  the  provisions  of  paragraph  (8) . 
(11)  When  an  individual  is  entitled  to  more  than  one  monthly  hene- 
fit  under  this  title  and  one  or  more  of  such  henefits  are  reduced  under 
this  suhsection,  the  preceding  paragraph  of  this  subsection  shall  apply 
separately  to  each  such  henefit  reduced  under  this  suh^ection  hefore 
the  application  of  subsection  {k)  {pertaining  to  the  method  hy  which 
monthly  henefits  are  offset  when  an  individual  is  entitled  to  more  than 
one  hind  of  henefit)  and  the  application  of  this  paragraph  shall  operate 
in  conjunction  ivith  paragraph  {S) . 

:i:  Hi  Hi  Hi  %  He 

Increase  in  Old-Age  Insurance  Benefit  Amounts  on  Account  of  Delayed 

Retirement 

(w)  (1)  If  the  first  month  for  which  an  old-age  insurance  benefit 
becomes  payable  to  an  individual  is  not  earlier  than  the  month  in  which 
3uch  individual  attains  age  65  (or  his  benefit  payable  at  such  age  is 
lot  reduced  under  subsection  (q)),  the  amount  of  the  old-age  insur- 
mce  benefit  (other  than  a  benefit  based  on  a  primary  insurance  amount 
ietermined  under  section  215(a)  (3)  as  in  effect  in  Decemher  1978  or 
section  215 {a)  {1)  {C)  {III)  as  in  effect  thereafter)  which  is  payable 
vithout  regard  to  this  subsection  to  such  individual  shall  be  increased 

»y— 

(A)  one-twelfth  of  1  percent  of  such  amount,  multiplied  by 

(B)  the  number  (if  any)  of  the  increment  months  for  such 
individual. 

(2)  For  purposes  of  this  subsection,  the  number  of  increment  months 
or  any  individual  shall  be  a  number  equal  to  the  total  number  of  the 
fionths — 

(A)  which  have  elapsed  after  the  month  before  the  month  in 
which  such  individual  attained  age  65  or  (if  later)  December 
1970  and  prior  to  the  month  in  which  such  individual  attained 
age  72,  and 

(B)  with  respect  to  which — 


VII.  MINORITY  VIEWS  OF  SENATORS  CARL  T.  CURTIS, 
CLIFFORD  P.  HANSEN,  ROBERT  DOLE,  AND  PAUL 
LAXALT 

The  social  security  system  is  in  financial  trouble  iDecause  for  years 
the  Congress  has  permitted  benefit  liberalizations  to  outpace  revenues. 
Other  demographic  and  economic  factors  joined  to  place  the  system  in 
financial  peril,  so  that  virtually  all  agree  that  action  must  be  taken  to 
restore  its  fiscal  health. 

However,  action  should  not  be  precipitate  or  foolhardy.  It  should 
not  be  disruptive  of  sharing  relationships  w^hich  have  existed  since  the 
inception  of  the  program.  It  should  not  fall  heavily  and  inequitably 
upon  certain  sectors  of  the  economy.  It  should  not  attempt  to  mask 
the  real  cost  of  making  the  system  whole. 

Most  regrettably,  the  provisions  of  the  bill  reported  by  the  Senate 
Finance  Committee^ — which  were  approved  by  a  single  vote  margin  in 
the  committee — violate  all  of  these  principles.  It  is  a  connpletely  un- 
acceptable way  to  resolve  the  prc^blems  of  social  security,  and  its 
current  approach  should  be  rejected  by  the  Senate. 

The  keystone  of  the  approach  in  the  measure  is  a  unilateral  increase 
in  the  w^age  base  on  which  contributions  are  calculated,  for  the  em- 
ployer only,  to  $50,000  in  1979  and  to  $75,000  in  1985.  In  a  sharp  break 
with  precedent  and  tradition,  the  bill  delivers  massive  financial  blows 
to  the  very  sector  of  the  economy  which  is  charged  with  the  responsi- 
bility of  providing  sufficient  jobs  and  capital  formation  in  a  critical 
period  in  our  Nation's  history. 

Specifically,  to  date,  employers  and  employees  have  ^ared  equally 
in  the  costs  of  funding  social  security ;  present  requirements  are  that 
each  contribute  5.85  percent  of  the  first  $16,500  earned  by  the  employee. 
Under  the  measure  reported  by  the  committee,  only  modest  wage  base 
increases— four  $600  increments  in  1979, 1981, 1983,  and  1985— will  be 
experienced  by  the  employee.  The  employer,  however,  will  have  to  pay 
social  security  taxes  on  the  first  $50,000  of  individual  covered  wages, 
between  1979  and  1985,  and  that  figure  will  be  increased  to  $75,000  in 
1985. 

The  sharp  impact  upon  firms,  particularly  those  employing  individ- 
uals in  critically  needed  higher  income  specialties,  could  not  be  more 
obvious. 

The  cost  in  additional  O ASDHI  taxes,  over  present  law,  of  the  wage 
base  increases  contained  in  the  committee  bill  is  as  follows : 
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[In  millions] 


Employer         Percent       Employee  Percent 


1979   $2,396  93.0  $179  7.0 

1980   7,360  92.2  625  7.8 

1981   7,855  90.4  835  9.6 

1982   8,304  86.8  1,263  13.2 

1983   8,503  85.5  1,443  14.5 

5-yr  average   6,884  88.8  869  11.2 


In  other  words,  in  1979,  the  employer  sector  will  sustain  an  increase 
of  $2.4  billion  in  social  security  contributions  because  of  the  wage  base 
increase  alone  (compared  with  $179  million  by  employees) .  By  1983,  in- 
creases required  by  the  rise  in  the  base  will  have  grown  to  $8.5  billion 
for  employers  versus  $1.4  billion  for  employees. 

The  total  amount  of  additional  OASDI  and  HI  taxes  paid  by  em- 
ployers and  employees  under  the  committee  bill  is  as  follows : 


Employers  Employees 
Total      Amount      Percent      Amount  Percent 


Calendar  year: 

1979   $8.3  $7.1  85  $1.2  15 

1980   10.0  8.6  86  1.4  14 

1981   16.2  11.8  73  4.3  27 

1982   17.2  12.4  72  4,8  28 

1983   18.3  12.9  70  5.5  30 

5-yr  average.  14.0  10.6  76  3.4  24 


Rather  than  the  historic  50  percent-50  percent  sharing  ratio,  the  two 
sectors  will  stand  in  a  76  percent-24  percent  relationship  over  the  next 
5  years.  By  1985,  when  the  ceiling  on  the  employer  wage  base  is  in- 
creased to  $75,000,  the  disparity  should  become  even  more  pronounced. 

In  a  survey  conducted  by  the  Chamber  of  Commerce  of  the  United 
States,  on  a  similar  plan,^  over  two-thirds  of  the  respondents  estimated 
an  increase  of  over  10  percent  in  their  social  security  tax.  Twenty- 
seven  percent  estimated  an  increase  of  over  20  percent,  and  15  percent 
said  that  their  taxes  would  rise  by  more  than  30  percent.  Seventy-nine 
respondents  forecasted  an  increase  of  over  100  percent  in  their  social 
security  taxes. 

Additionally,  these  increases  fall  with  a  significant  amount  of  dis- 
parity and  inequity,  depending  upon  the  type  of  firm  and  the  wage 
levels  of  their  particular  employees.  Another  survey,  conducted  by  the 
minority,  of  65  firms,  colleges,  and  universities,  found  the  following 
projected  increased  costs : 


^  A  number  of  the  estimates  on  the  economic  effect  of  the  provisions  of  the  committee 
bill  are  based  upon  the  earlier  level  of  $100,000  for  the  employer  portion  of  the  wage  base, 
except  where  specifically  otherwise  stated.  As  noted  in  the  text,  however,  the  difference  in 
economic  effect — because  most  of  the  jobs  affected  are  grouped  between  the  currently  sched- 
uled $18,900  and  $50,000,  not  above  it — is  negligible. 
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A  major  private  university  in  the  State  of  New  York:  $1.3 
million. 

A  leading  national  rubber  company :  $6  million. 

A  major  trunk  airline,  based  in  the  Southeast :  $11  million. 

A  Nebraska-based  major  construction  company :  $2.8  million. 

A  Midwestern  State  university :  $1.4  million. 

A  textile  company  in  the  South :  $2  million. 

A  leading  manufacturer  of  copymaking  equipment,  headquar- 
tered in  Connecticut :  $27  million. 

Two  Texas-based  national  oil  companies ;  $9.1  million  and  $20 
million,  respectively. 

Two  Oregon  educational  facilities:  $2  million  and  $693,000, 
respectively. 

These  are  simply  representative  of  the  deleterious  effect  the  type  of 
provisions  contained  in  the  committee  bill  will  have  upon  major  seg- 
ments of  the  American  economy. 

And  it  is  foolish  to  believe  that  American  taxpayers  will  not,  ulti- 
mately, be  paying  the  resultant  cost.  They  will  pay  it  through  in- 
creased prices,  reduced  wages  and/or  employee  benefits,  more  limited 
employment  opportunities,  and  delays  in  planned  expansion.  Sixty- 
eight  percent  of  those  participating  in  the  chamber  survey  indicated 
they  would  be  forced  to  increase  prices  to  meet  the  increase  in  their 
social  security  taxes.  Over  half  said  they  would  have  to  hold  down  in- 
creases in  wages  and/ or  employee  benefits. 

Econometric  models  run  on  the  earlier  Finance  Committee  plan, 
raising  the  employer  portion  of  the  wage  base  to  $100,000,  revealed  that 
real  GNP  would  be  cut  by  $12.8  billion  in  1980  and  by  $38.5  billion  in 
1985.  Real  disposable  income  would  be  down,  in  1980,  by  $12.3  billion, 
and  in  1985,  by  $38.4  billion.  The  effect  on  employment  was  forecast  at 
400,000  fewer  jobs  in  1980  and  1,200,000  fewer  jobs  in  1985.  Investment 
would  be  down  by  $5  billion  in  1980  and  by  $16.2  billion  in  1985.  There 
is  little  reason  to  believe  that  the  economic  effects  of  the  committee- 
approved  plan  will  be  any  less  serious :  for  increasing  the  wage  base  to 
$50,000  in  1979  and  $75,000  in  1985  should  cover  most,  if  not  all,  em- 
ployee salary  levels.  In  1979,  under  the  provisions  adopted  in  the  com- 
mittee bill,  we  estimate  that  the  $5  billion  in  higher  tax  collections  from 
wages  between  the  currently  scheduled  $18,900  and  $50,000  will  cost  $3 
billion  in  reduced  business  investment,  200,000  fewer  jobs,  an  increase 
in  wage  costs  of  0.5  percent,  and  an  increase  in  consumer  prices  of  0.4 
percent.  To  maintain  that  the  approved  levels  are  any  improvement 
over  the  original  proposal  of  an  employer  wage  base  level  of  $100,000  is 
specious. 

Surely,  the  wage  base  provisions  of  the  committee  bill  continue  to 
be  an  inequitable  and  undesirable  solution  to  the  social  security 
problem. 

It  is  equally  fallacious  to  contend,  as  proponents  of  the  bill  do,  that 
the  break  in  this  historic  equal  sharing  relationship  between  employer 
and  employee  is  only  temporary,  and  that  "the  wage  base  for  the 
employee  is  only  temporary,  and  that  "the  wage  base  for  the  employee 
will  catch  up  to  that  of  the  employer  in  2002."  Once  the  break  has 
been  made,  it  will  be  difficult  if  not  impossible  for  future  Congresses 
to  resist  the  same  illusory  expediency  that  led  to  the  current  action, 
and  in  the  event  the  bill  is  adopted  in  its  current  form,  it  is  most  like 
that  parity  never  again  will  be  restored. 
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Employees  in  the  affected  industries  will  not  gain  a  corresponding 
increase  in  their  benefits,  as  has  been  the  case  in  the  past  when  wage 
bases  have  been  increased.  Only  modifications  in  the  employee  por- 
tion of  the  wage  base  cause  corresponding  increases  in  benefits ;  those 
located  in  industries  who  are  forced  to  pay  the  disproportionate 
share  of  social  security  financing  under  the  committee  mechanism  will 
derive  no  benefit  at  all  from  the  added  contribution  made  in  their 
behalf. 

Finally,  increasing  the  taxable  wage  base  narrows,  in  a  most  unde- 
sirable fashion,  the  role  of  private  retirement  savings  efforts.  This 
poses  a  threat  to  the  long-range  future  of  private  pension  systems, 
and  therefore  is  a  threat  to  a  major  source  of  equity  capital  for  the 
future. 

Rather  than  the  kind  of  gimmickry  represented  in  the  committee 
bill,  the  social  security  system  can  and  should  be  financed  by  straight- 
forward methods  which  are  simple,  easy  to  understand,  and  are  ac- 
ceptable to  both  beneficiaries  and  contributors  as  necessary  and  desir- 
able to  restore  the  fiscal  solvency  of  social  security.  Through  either 
a  very  small  tax  rate  increase  alone  (e.g.,  0.2  percent  in  1979  and  0.3 
percent  in  1980) ,  followed  by  rate  increases  no  larger  than  those  al- 
ready contained  in  the  committee  bill  for  the  years  from  1985-2011 
(and  incorporating  the  other  major  provisions,  such  as  decoupling), 
both  the  short-range  and  the  long-range  problems  of  the  trust  funds 
could  be  completely  resolved.  Alternatively,  the  tax  rate  increase  could 
be  slightly  smaller  in  the  initial  years  (e.g.,  0.25  percent  in  1979,  with 
no  increase  in  1980),  and  very  slight — and  equal — increases  in  the 
wage  base  for  both  employers  and  employees  could  be  included  (e.g., 
the  four  $600  increments  that  are  in  the  committee  bill  presently  for 
employees  alone),  and  the  result  would  be  virtually  the  same:  fiscal 
soundness  for  the  trust  funds.^ 

It  should  be  possible,  after  the  months  and  years  of  detailed  con- 
sideration of  the  issue  of  social  security  financing,  to  develop  and 
propose  to  the  American  people  a  solution  which  is  based  upon  the 
fundamental  principles  of : 

retaining  the  historic  equal  sharing  relationship  between  em- 
ployer and  employee  in  the  funding  of  the  program,  and 

establishing  a  method  of  financing  that  does  not  attempt  to  hide 
the  true  costs  of  social  security. 

It  is  most  unfortunate  that  the  bill  reported  from  the  committee 
adheres  to  neither  of  these  essential  precepts.  Were  the  alternatives 
which  were  available  to  the  committee  so  onerous,  or  so  difficult  to 
implement,  that  they  were  not  realistic  or  viable,  we  could  understand 
the  action  which  was  taken.  The  fact  is,  however,  that  numerous  alter- 
natives were  presented  which  would  have  been  realistic  and  practical 
and  could  be  implemented  without  undue  hardship.  Adoption  of  any 
one  of  these  rather  than  the  ill-conceived  plan  contained  in  the  com- 
mittee bill — ^.infinitely  would  better  serve  the  needs  of  the  social  security 
system  and  the  American  people. 

Carl  T.  Curtis. 
Clifford  P.  Hansen. 
Robert  Dole. 
Paul  Laxalt. 


2  The  level  of  increased  taxes  by  the  average  social  security  wage  base  earner  in  1979 
would  be  only  $23  under  the  first  plan  and  $29  under  the  second — surely  affordable  levels. 


VIII.  ADDITIONAL  VIEWS  OF  SENATORS  ROBERT  DOLE 
AND  WILLIAM  V.  ROTH,  JR. 

There  is  no  question  that  the  social  security  trust  funds,  after 
years  of  legislative  liberalizations  without  accompanying  revenue 
measures,  is  in  need  of  corrective  action  to  make  it  fiscally  sound.  We 
question,  however,  whether  those  who  now  must  bear  the  burden  of 
financing  social  security — the  working  men  and  women  of  America — 
should  be  asked  to  assume  such  massive  burdens  that  the  legislation 
currently  under  consideration  would  impose. 

These  social  security  taxpayers  recognize  the  necessity  of  continu- 
ing to  make  the  system  sound  for  the  currently  retired.  They  also 
look  with  concern  to  the  day  when  they,  too,  will  begin  receipt  of 
Social  Security.  They  also  look  with  mounting  concern  at  the  escal- 
ating demands  government  is  imposing  upon  their  paychecks,  for 
they  must — rightly — be  concerned  with  cash  flow  in  a  time  of  increas- 
ing financial  difficulty  for  so  many. 

We  believe : 

that  the  social  security  system  should  be  operated  as  carefully, 
and  as  soundly,  as  any  private  system ; 

that  constantly  increasing  tax  demands,  either  through  the  tax 
rate  or  the  wage  base,  is  not  the  answer; 

that  we  must  look  to  the  beneficiary  composition,  the  benefit 
structure,  and  the  relationship  between  Social  Security  and  other 
public  and  private  programs  to  assess  the  most  rational  way  of 
bringing  fiscal  sanity  to  this  program ;  and 

that  the  Congress  should  not  move  into  hasty  enactment  of  tax 
or  wage  base  increases  until  the  kind  of  careful  analysis  described 
is  completed. 

In  the  minds  of  many,  social  security  is  synonymous  with  planning 
safely  for  retirement.  In  the  minds  of  others,  it  is  a  program  that 
has  grown  out  of  control,  threatening  their  very  ability  to  meet  its 
mounting  drain  upon  their  take-home  pay.  For  many  in  the  latter 
group,  social  security  taxes  may  consume  more  of  their  income  than 
direct  taxes  on  that  income  itself. 

We  owe  it  to  both  of  these  groups  to  do  a  thorough  and  complete 
job  of  reforming  the  social  security  system.  We  do  not  believe  that 
either  the  Committee  bill,  or  the  House-passed  legislation,  accom- 
plishes this  critical  goal.  Much  more  creative  thinking  needs  to  go  into 
the  range  of  alternatives  which  are  possible  in  this  important  area. 

Bob  Dole. 

William  V.  Roth,  Jr. 
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IX.  ADDITIONAL  VIEWS  OF  SENATOR  JOHN  C. 
DANFORTH 

I  have  voted  to  report  H.R.  5322  to  the  floor  despite  my  serious 
concerns  about  the  method  of  social  security  financing  approved  by 
the  committee.  There  is  no  question  that  over  $70  billion  must  be  raised 
in  the  next  5  years  if  the  social  security  trust  funds  are  to  be  put  on  a 
sound  financial  basis.  For  this  reason,  I  have  voted  to  report  the  bill 
on  the  theory  that  almost  any  method  of  raising  the  revenue  is  better 
than  no  method  at  all.  However,  for  the  reasons  set  forth  in  these  sep- 
arate views,  I  do  not  believe  the  program  contained  in  this  bill  is  well 
conceived. 

The  financing  proposals  in  this  bill  coupled  with  the  already  sched- 
uled increases  will  cause  social  security  taxes  to  rise  drastically  in  the 
next  few  years.  The  State  and  local  governments  and  nonprofit  orga- 
nizations alone  will  experience  a  tax  increase  of  227  percent  in  the 
next  10  years.  H.R.  5322  provides  some  limited  fiscal  relief  for  these 
entities,  but,  as  I  set  forth  below,  it  is  ill-designed  relief,  arbitrarily 
excluding  many  organizations  from  its  scope,  and  is  much  too  limited. 

I.  Increasing  the  Employer's  Wage  Base  to  $50,000  in  1979  and 
$75,000  IN  1985  Introduces  Arbitrary  and  Capricious  Distinc- 
tions Among  Employers  and  Fails  To  Tax  on  the  Basis  of  Abil- 
ity To  Pay 

Heretofore,  the  social  security  tax  has  been  imposed  one-half  on  the 
employer  and  one-half  on  the  employee  up  to  a  specified  wage  base, 
currently  at  $16,500.  The  tax  collected  has  had  a  direct  relationship 
to  the  benefits  to  which  the  employee  has  been  entitled. 

Under  the  committee  proposal  to  increase  the  employer's  wage  base, 
the  employer  will  have  an  additional  tax  burden  which  in  no  way  in- 
creases the  benefits  of  his  employees.  The  additional  tax,  then,  is  not 
a  social  security  contribution  geared  to  social  security  benefits,  but  a 
general  tax. 

I  oppose  pegging  this  general  tax  to  salary  levels  without  regard  to 
profits,  because  it  produces  arbitrary  and  capricious  results.  The  pro- 
posal penalizes  the  employer  who  has  a  generous  and  liberal  wage  pol- 
icy and  rewards  his  competitor  who  has  resisted  wage  increases.  The 
employer  with  the  liberal  wage  policy  now  will  have  to  bear  a  sub- 
stantial additional  tax  burden  from  which  his  less  generous  competitor 
is  exempt.  In  this  regard,  it  should  be  noted  that  we  are  not  talking 
about  salaries  of  top  executives,  but  salaries  above  the  wage  base — 
$16,500 — the  salary  of  plumbers  in  St.  Louis,  Mo. 

Two  manufacturing  firms  in  Louisiana  illustrate  the  problem.  Each 
has  over  100  employees.  As  a  result  of  this  provision,  the  tax  liability 
of  one  will  be  increased  98.7  percent ;  the  other  only  42  percent.  It  would 
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be  difficult  to  convince  the  first  employer  that  his  tax  increase  is  not 
excessive  or  that  he  is  receiving  equal  tax  treatment. 

Further,  differing  wage  structures  in  various  regions  in  the  coun- 
try and  from  industry  to  industry  will  produce  inequitable  results 
under  the  proposal.  Employers  who  have  older,  more  experienced 
workers,  and  employers  who  are  engaged  in  labor-intensive  enterprises 
will  have  to  bear  more  than  their  fair  share  of  the  tax  burden.  Em- 
ployers in  capital-intensive  enterprises  and  those  who  have  younger, 
less  skilled  or  part-time  workers  will  bear  a  smaller  burden.  I  know  of 
no  public  policy  which  would  justify  differences  in  tax  treatment  on 
these  grounds. 

I  recognize  that  the  American  public  will  have  to  bear  a  substantial 
financial  burden  in  providing  the  $70  billion  shortfall  in  social  security. 
However,  there  is  something  fundamentally  wrong  where  the  method 
chosen  to  raise  the  funds  causes  tax  increases  of  more  than  100  percent 
on  some  employers  and  no  or  very  little  tax  increase  on  many  others. 
Thus,  a  manufacturer  in  Nebraska  reports  that  he  will  have  a  118-per- 
cent increase  as  a  direct  result  of  the  proposed  base  increase.  Similarly, 
a  Colorado  wholesaler  calculates  a  tax  increase  of  118  percent.  In  con- 
trast, a  Georgia  construction  company  calculates  that  its  increase  will 
be  only  0.006  percent  as  a  result  of  this  proposal. 

These  widely  varying  tax  increases  are  wholly  unrelated  to  profits. 
An  employer  with  a  tax  increase  of  over  100  percent  may  be  operating 
at  a  loss  whereas  an  employer  with  little  or  no  tax  increase  may  be 
enjoying  substantial  profits.  I  suggest  that  where  the  tax  bears  no 
relationship  to  either  the  employee's  benefits  or  the  employer's  profits, 
then  the  tax  could  just  as  well  be  imposed  on  the  basis  of  typewriters, 
trucks,  or  inventory. 

I  also  oppose  the  proposal  because  of  the  effect  it  has  on  low-income 
workers  and  the  economy  in  general.  There  appears  to  be  an  implicit 
assumption  underlying  this  bill  that  where  the  tax  is  imposed  directly 
on  the  employer  and  does  not  decrease  the  take-home  pay  of  the  worker, 
the  worker  wholly  escapes  the  economic  burden  of  the  tax.  This  view 
is  fallacious.  . 

The  Joint  Economic  Committee,  in  its  1977  Midyear  Review  ot  the 
Economy,  dated  September  26,  1977,  makes  clear  that  a  higher  em- 
ployer payroll  tax  will  be  shifted  backward  in  the  form  of  lower  wages 
or  forward  in  the  form  of  higher  prices,  or  both.  Moreover,  as  the  Joint 
Economic  Committee  points  out,  this  shift  has  a  very  serious  effect  on 
inflation  and  unemployment.  The  committee's  overall  conclusion  is 
that  increasing  the  employer's  social  security  tax  by  raising  the  wage 
base  will  ultimately  reduce  the  level  of  both  production  and 
employment. 

II  Raising  the  Tax  and  Base  on  Employees  Is  Regressive  Taxa- 
tion AND  Has  Its  Greatest  Impact  on  Low-  and  Middle-Income 
Wage  Earners;  and  Will  Compel  States,  Local  Governments, 
AND  Nonprofit  Organizations  To  Withdraw  From  Social 
Security 

The  social  security  tax  is  a  regressive  tax.  According  to  the  admin- 
istration, at  present  more  than  half  of  all  taxpayers  pay  more  m  sociM 
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secuHty  tax  than  in  Federal  income,  tax.  In  1976,  payroll  taxes  repre- 
sented 32  percent  of  total  Federal  receipts.  Yet,  at  a  time  when  we  are 
talking  about  substantially  reducing  the  Federal  income  tax  rates,  our 
most  proo^ressive  tax,  the  committee  has  proposed  increasing  the  pres- 
ent social  security  tax  rate  by  20  percent  in  the  next  8  years  as  well 
as  increasing  the  base  against  which  the  taxes  are  assessed. 

These  rate  and  base  increases  emphasize  and  increase  the  unfair 
and  regressive  aspects  of  the  present  social  security  tax.  Although 
an  increase  in  the  base  does  not  increase  the  taxes  paid  by  those 
below  the  base,  it  substantially  increases  the  tax  paid  by  those  slightly 
above  the  base,  currently  at  $16,500.  For  example,  the  effect  of  the 
committee's  action  with  respect  to  base  increases  alone  on  persons 
earning  only  $2,400  above  the  current  base  will  be  to  increase  their 
taxes  by  15  percent  by  1985.  Therefore,  in  combination  with  the  rate 
increases,  these  persons  face  social  security  tax  increases  of  35  percent. 

I  also  oppose  this  proposal  because  of  the  heavy  burden  on  State 
and  local  governments.  By  1987 — only  10  years  from  now — this  group 
of  employers  will  suffer  social  security  tax  increases  of  over  200  per- 
cent. Most  of  the  increase  will  result  from  rate  increases.  Less  than  7 
percent  of  the  increase  results  from  lifting  the  wage  base  on  employers. 
Thus,  most  of  the  increase  will  be  borne  without  the  benefit  of  the  com- 
mittee's fiscal  relief  provision.  New  Haven,  Conn.,  estimates  an  in- 
crease of  $40,000  in  its  social  security  tax  by  1979  alone,  an  increase 
of  almost  20  percent.  The  entire  amount  results  from  the  rate  increases. 
Similarly,  Savannah,  Ga.,  will  have  to  pay  an  additional  S48,500  in 
social  security  taxes  in  1979  over  what  it  is  now  paying.  Only  a  very 
small  portion  of  the  increase  results  from  the  increase  in  the  employer 
waere  base :  it  is  almost  entirely  a  result  of  the  rate  increases. 

Nonprofit  organizations  as  a  group  also  will  have  substantial  in- 
crensps  under  this  proposal.  This  group's  liability  under  social  security 
will  also  increase  over  200  percent  by  1987.  The  Salvation  Army  in 
the  Greater  Washington,  D.C.,  area,  covering  Virginia,  one-half  of 
West  Virginia  and  parts  of  Maryland,  calculates  it  will  have  to  pay 
social  security  taxes  of  almost  $86,000  in  1979  as  a  result  of  the  com- 
mittee's proposals,  an  increase  of  almost  $13,000.  All  but  $15  of  that 
$13,000  increase  is  a  result  of  the  rate  increases.  Similarly,  the  Wash- 
ington, D.C.,  Campfire  Girls  calculates  it  will  have  an  increase  of  40 
percent  in  its  social  security  taxes  in  1979,  all  of  it  attributable  to 
the  rate  increases.  These  organizations  are  not  in  a  position  to  absorb 
tax  increases  of  this  magnitude. 

III.  Wage  Indexing  Is  More  Expensive  Than  Price  Indexing  and 
Excludes  Current  Eetirees  From  Sharing  in  America's  Economic 
Growth 

I  support  the  concept  of  providing  an  adjustment  in  the  amount  of 
social  security  benefits  to  provide  constant  dollars  to  recipients.  The 
committee  has  proposed  achieving  this  result  by  indexing  social  secu- 
rity on  the  basis  of  wage  increases. 

I  oppose  this  method  of  indexing  because  it  is  very  expensive  and 
because  it  draws  invidious  and  unjustified  distinctions  between  retirees 
of  today  and  retirees  20  years  from  today.  Thus,  under  wage  indexing. 
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a  worker  who  retires  today  will  receive  a  smaller  benefit  in  real  dollars 
than  a  worker  with  an  identical  wage  history  who  retires  20  years  from 
now  even  though  both  may  be  alive  and  drawing  benefits.  Under  wage 
indexing,  the  current  retiree  is  excluded  from  sharing  in  the  real 
growth  of  our  Nation's  productivity. 

I  favor  price  indexing.  It  protects  workers  against  the  erosion  of 
benefits  as  a  result  of  inflation.  At  the  same  time,  while  wage  indexing 
only  cuts  the  long-range  deficit  in  half,  price  indexing  reduces  the  defi- 
cit totally,  placing  the  system  in  long-range  actuarial  balance.  In  this 
way,  it  makes  unnecessary  additional  rate  increases  of  1.45  percent 
which  will  be  required  if  wage  indexing  is  adopted.  Finally,  it  pro- 
vides Congress  with  the  flexibility  to  make  appropriate  adjustments  in 
the  level  of  benefits  which  will  benefit  not  only  present  workers,  but 
also  those  who  have  already  retired. 

IV.  Alternative  Methods  Are  Available  for  Financing  Social 

Security 

My  comments  so  far  have  been  essentially  negative.  I  have  said 
what  I  do  not  think  should  be  done.  I  believe  the  following  proposals, 
together  with  price  indexing,  offer  a  more  equitable  and  rational 
solution  to  the  short-  and  long-range  deficits  of  social  security. 

A.  FEDERAL  EMPLOYEES  SHOULD  BE  COVERED  BY  SOCIAL  SECURITY 

Bringing  Federal  employees  under  social  security  would  substan- 
tially contribute  to  meeting  the  $70  billion  shortfall.  The  Social 
Security  Administration  has  estimated  that  $33.7  billion  would  be 
raised  for  social  security  in  the  first  5  years  Federal  employees  were 
covered.  This  is  because  in  the  first  few  years  of  coverage,  many  more 
employees  would  be  paying  into  social  security  than  would  be  drawing 
out  benefits.  Moreover,  the  Social  Security  Administration  has  esti- 
mated that  bringing  in  Federal  employees  would  reduce  the  long- 
range  social  security  deficit  in  part  as  a  result  of  eliminating  the  abuse 
known  as  double-dipping  (the  process  which  permits  retired  Federal 
employees  to  supplement  their  civil  service  pensions  by  working  just 
enough  years  to  qualify  for  the  minimum  social  security  benefit) . 

It  is  essential  that  Federal  employees  who  are  brought  under  social 
security  not  receive  reduced  benefits  and  not  have  to  pay  higher  con- 
tributions. This  result  can  be  achieved  by  integrating  the  Federal  re- 
tirement systems  with  social  security,  in  the  manner  of  many  private 
pension  plans.  Indeed,  I  would  only  propose  coverage  of  Federal 
employees  if  their  aggregate  benefits  were  not  reduced  and  their  ag- 
gregate contributions  were  no  higher.  This  can  be  accomplished  be- 
cause the  liabilities  of  the  civil  service  retirement  trust  fund  will  be 
decreasing  as  social  security  benefits  accrue. 

Moreover,  if  Federal  employees  were  brought  under  social  security, 
their  benefits  would  be  slightly  improved.  Social  security  insures  that 
employees  and  their  families  have  adequate  income  not  only  at  retire- 
ment but  also  in  the  event  of  disability  or  death.  Although  the  civil 
service  retirement  system  provides  coverage  in  the  event  of  disability 
or  death,  the  coverage  is  not  as  complete  as  the  social  security  coverage. 
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For  example,  civil  service  coverage  does  not  begin  until  a  worker 
has  had  5  years  of  employment  with  the  Government.  In  contrast,  un- 
der social  security,  younger  workers  need  less  than  5  years  of  em- 
ployment for  coverage.  Even  after  an  employee  has  completed  5  years 
of  service  and  becomes  eligible  for  protection,  many  more  years  of 
service  are  required  before  survivorship  protection  for  families  and 
disability  protection  for  a  worker  with  dependents  reaches  the  level 


Inclusion  of  Federal  employees  under  social  security  is  consistent 
with  the  original  intent  of  social  security  and  has  been  recommended 
by  every  social  security  advisory  group  since  1938.  With  social  security 
coverage.  Federal  employees  will  be  no  worse  off  than  now  and  the 
system  will  come  closer  to  its  intended  role  as  a  universal  floor  of  pro- 
tection for  all  working  Americans. 

B.  A  SURCHARGE  SHOULD  BE  IMPOSED  ON  CORPORATE  AND  PERSONAL  INCOME 

TAXES 

In  my  judgment,  a  surcharge  on  the  corporate  and  personal  income 
tax  is  the  fairest  and  most  equitable  method  of  meeting  the  remainder 
of  the  social  security  deficit.  This  is  a  difficult  recommendation  for 
me  to  make  because  I  am  convinced  that  taxes  are  too  high  and  impose 
too  much  of  a  burden  on  individuals  and  the  economy. 

I  am  committed  to  reducing  taxes.  I  think  it  is  the  most  important 
objective  of  "tax  reform."  Nevertheless,  failure  to  insure  the  financial 
viability  of  the  social  security  system  is  unthinkable.  Therefore,  the 
only  question  is  who  should  bear  the  cost  of  providing  the  necessary 
revenue. 

It  is  my  view  that  the  cost  should  be  spread  equitably  throughout 
society  rather  than  borne  most  heavily  by  only  certain  employers  (rais- 
ing the  employers'  base)  or  by  low-  and  middle-income  employees 
(raising  the  rate  or  the  base  on  employees) .  The  most  equitable  method 
of  spreading  the  increased  burden  throughout  society  and  yet  retain- 
ing the  identifiable  character  of  a  separate  social  security  tax  is  a  sur- 
charge on  the  income  tax. 

A  surtax  is  similar  to  the  use  of  general  revenues,  but  it  has  several 
advantages  over  the  use  of  Treasury  funds.  It  raises  real  dollars  rather 
than  simply  increasing  the  deficit.  It  preserves  the  direct  linkage  be- 
tween the  individual  and  social  security  contributions.  By  retaining  a 
link  between  the  cost  of  social  security  and  the  benefits,  there  is  no 
open  invitation  to  "raid  the  Treasury"  irresponsibly.  Furthermore,  a 
surtax  encourages  persons  who  are  not  covered  under  social  security, 
like  employees  of  some  State  and  local  governments,  to  join  the  sys- 
tem since  they  would  already  be  contributing  to  it. 

These  three  proposals  taken  together — inclusion  of  Federal  employ- 
ees, a  3-percent  corporate  and  personal  income  tax  and  price  index- 
ing— leave  the  cash  programs  of  social  security  in  short-range  and 
long-range  actuarial  balance.  They  are  the  most  rational,  fairest,  and 
most  equitable  solution  to  the  unpleasant  and  difficult  task  of  raising 
$70  billion. 
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V.  If  Payroll  Taxes  Are  Used  To  Finance  Some  or  All  of  the 
Social  Security  Deficit,  Meaningful  Fiscal  Relief  FOR  State 
AND  Local  Governments  and  Nonprofit  Organizations  Must  Be 
Included 

The  committee's  social  security  tax  proposals,  together  with  already 
scheduled  increases,  will  cause  the  social  security  taxes  of  State  and 
local  governments  and  nonprofit  organizations  to  more  than  double 
in  5  years  and  to  more  than  triple  in  10  years — from  an  aggregate 
tax  of  $6.6  billion  to  a  tax  of  $21.6  billion. 

The  financial  crisis  which  confronts  our  cities  and  other  govern- 
mental agencies  is  widespread  and  extremely  serious.  All  too  often  we 
have  witnessed  the  curtailment  of  essential  municipal  and  educational 
services  or  strikes  for  higher  wages  by  teachers,  firefighters,  and  other 
governmental  workers.  The  next  tax  proposal  will  only  make  the 
financial  plight  of  our  local  governmental  agencies  worse. 

In  1976,  Toledo,  Ohio,  was  forced  to  shut  its  schools  for  the  month 
of  December  because  of  the  city's  financial  condition.  Similarly,  De- 
troit laid  off  or  eliminated  positions  for  over  4,100  employees,  reduced 
salaries  by  8  percent  in  each  department,  cut  funds  for  welfare  serv- 
ices and  prison  care,  and  still  projected  a  large  1976  deficit.  On  March  9, 
1976,  the  New  York  Times  began  a  story  with  the  following  disturbing 
lead : 

"The  City  of  Buffalo,  which  had  been  expected  to  run  out  of  cash 
tomorrow,  arranged  to  borrow  $2  million  today.  .  .  .  The  loan  will 
enable  the  city  government  and  its  Board  of  Education  to  meet  their 
cash  needs  until  Friday. ..." 

Many  nonprofit  organizations  are  facing  similar  financial  crunches. 
The  Young  Women's  Christian  Association  of  the  National  Capital 
Area  has  sustained  deficits  averaging  $50,000  in  each  of  the  last  7  years 
on  an  annual  budget  of  $2  million.  Colleges  are  struggling  against 
ever  increasing  operating  costs.  Often  tuition  has  been  raised  to  the 
point  where  it  is  out  of  the  financial  reach  of  many  students. 

In  this  period  of  severe  financial  crisis  for  many  nonprofit  organiza- 
tions, social  security  taxes  will  be  raised  by  spectacular  amounts.  Two 
years  from  now,  the  American  Cancer  Society  in  Michigan,  for  exam- 
ple, will  have  an  increase  of  over  25  percent  in  its  social  security  tax 
liability  under  the  committee's  proposal.  The  University  of  Alabama 
in  Tuscaloosa  in  1981  will  be  paying  $864,000  more  than  it  paid  last 
year,  an  increase  of  50  percent.  Similarly,  Hampshire  College  in  Am- 
herst, Mass.,  in  1981  will  be  paying  $107,287  more  or  an  increase  of  61 
percent. 

These  organizations  have  little  or  no  capability  of  passing  on  the 
increased  cost.  Moreover,  unlike  private,  profitmaking  employers,  the 
additional  social  security  tax  payments  will  not  be  reflected  in  lower 
income  taxes.  As  a  result,  these  public  and  nonprofit  employers  will 
have  to  bear  100  percent  of  the  increased  liability  themselves.  They 
must  either  curtail  their  activities  or  raise  more  money,  either  through 
more  contributions  in  the  case  of  nonprofits  or  more  local  taxes  in  the 
case  of  public  employers,  to  meet  the  full  increased  liability.  In  con- 
trast, profitmaking  employers  will  bear  only  a  portion  of  the  increase, 
the  rest  being  an  offset  against  Federal  and  State  income  tax  liabilities 
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which  would  otherwise  be  payable.  Every  increase  profitmaking  em- 
ployers have  in  social  security  taxes  translates  into  an  operating  cost 
of  only  a  portion  of  the  increase. 

The  committee  has  recognized  the  need  for  some  tax  relief  for  these 
employers  as  well  as  the  basic  inequity  in  tax  treatment  between  these 
employers  and  for-profit  employers.  The  committee  has  agreed  to  a  re- 
fundable tax  credit  for  these  employers — a  refund  of  a  portion  of  their 
social  security  taxes  from  general  revenues — but  has  adopted  a  clumsy 
mechanism  which  produces  unfair  and  arbitrary  results. 

In  order  to  receive  a  refund,  an  employer  must  pay  its  employees 
above  the  wage  base.  In  1979,  the  wage  base  will  be  close  to  $20,000  and 
will  be  over  $30,000  by  1985. 

As  I  have  shown  above,  the  bulk  of  the  increase  in  the  liability  for 
this  group  of  employers  results  from  rate  increases,  not  base  increases. 

Therefore,  the  refund  in  the  committee  proposal  is  of  some  help  to 
well-endowed  foundations  and  other  employers  with  highly  paid  pro- 
fessional employees,  but  the  vast  majority  of  charitable  employers  will 
receive  almost  no  benefit  at  all.  In  1979.  for  example,  the  Salvation 
Army,  covering  Virginia,  half  of  West  Virginia,  Washington,  D.C., 
and  part  of  Mar\dand,  will  pay  social  security  taxes  of  almost  $86,000 — 
an  increase  of  $13,000  over  its  present  liability — and  will  receive  a 
refund  of  $7.67.  The  Campfire  Girls  will  receive  nothing,  because  the 
organization  will  not  be  paying  anyone  over  $19,500  in  1979.  notwith- 
standing a  tax  increase  of  40  percent.  New  Haven,  Conn.,  will  have  to 
pay  an  additional  $40,000  in  social  security  tax  but  will  receive  no 
refund. 

Moreover,  even  those  employers  who  are  benefited  will  only  be 
benefited  for  a  few  years.  The  committee's  proposal  is  designed  to  phas(^ 
out  just  as  the  increases  are  beginning  to  really  rise.  As  the  future  rate 
increases  become  effective  and  the  employee  wage  base  rises,  the  refund 
disappears.  In  1987,  for  example,  the  costs  to  these  employers  will  bo 
up  227  percent;  the  refund  will  represent  only  6  percent  of  this  total. 

These  employers,  unlike  most,  may  under  law  voluntarily  withdraw 
from  social  security,  and  they  have  been  withdrawing  at  an  accelerat- 
ing rate.  If  New  York  City  employees  alone  were  to  withdraw  from 
social  security,  the  trust  funds  would  lose  $3.1  billion  in  the  next  1 
years;  219  governmental  units  representing  81,534  employees  have 
notices  to  withdraw  currentlv  pending  before  the  Social  Security  Ad- 
ministration. If  enough  public  and  nonprofit  employers  withdrew,  the 
tax  increases  could  backfire,  causing  the  trust  funds  to  lose  more  rev- 
enue than  thev  gained. 

I  agree  with  the  majoritv  of  the  committee  that  some  sort  of  tux 
relief  is  needed  for  this  group  of  emplovers.  But  the  relief  should  }>e 
based  on  total  liabilitv,  not  on  how  much  they  pay  their  employees.  It 
should  be  a  permanent  and  stable  refund,  not  a  decreasing  amount  each 
year. 

At  a  time  when  we  are  triplincr  the  social  security  tax  of  these  em- 
ployers, I  believe  we  should  cushion  the  increase  in  some  mennrngfu! 
wav.  At  a  time  when  profitmakinp-  employers  Avill  offset  $23  billion  in 
Federal  income  tax  otherwise  payable,  I  believe  we  can  refund  the  pub- 
lic and  nonprofit  emplovers  $1  billion,  the  approximate  cost  of  a  flat 
10-percent  refund  of  total  social  security  tax  liability. 

JoHX  C.  Daxforth. 
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Mr.  Ullman,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  H.R.  9346] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendment  of  the  Senate  to  the  bill  (H.R.  9346)  to 
amend  the  Social  Security  Act  and  the  Internal  Revenue  Code  of  1954 
to  strengthen  the  financing  of  the  social  security  system,  to  reduce 
the  effect  of  wage  and  price  fluctuation  on  the  system's  benefit  struc- 
ture, to  provide  for  the  conduct  of  studies  with  respect  to  coverage 
under  the  system  for  Federal  employees  and  for  employees  of  State 
and  local  governments,  to  increase  the  earnings  limitation,  to  elimi- 
nate certain  gender-based  distinctions  and  provide  for  a  study  of 
proposals  to  eliminate  dependency  and  sex  discrimination  from  the 
social  security  program,  and  for  other  purposes,  having  met,  after  full 
and  free  conference,  have  agreed  to  recommend  and  do  recommend 
to  their  respective  Houses  as  follows : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  and  agree  to  the  same  with  an  amendment  as  follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment insert  the  following : 

That  this  Act,  with  the  following  table  of  contents,  may  he  cited  as 
the  ''•Social  Security  Amendments  of  197T\ 

TABLE  OF  CONTENTS 

TITLE  I— PROVISIONS  RELATING  TO  THE  FINANCING  OF  THE  OLD- 
AGE,  SVRVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM 
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Sec.  10 If.  Effective  date. 
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TITLE  II— STABILIZATION  OF  REPLACEMENT  RATES  IN  THE  OLD-AGE, 
SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM 

Sec.  201.  C omputation  of  pHmary  inmrance  amount. 
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Sec.  302.  Repeal  of  earnings  limitation  for  individuals  age  70  and  over. 
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Part  B — Coverage 
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Sec.  312.  Coverage  of  nonprofit  organizations  which  failed  to  file  icaiver 
certifidates. 

Sec.  313.  Exclusion  from  coverage  of  certain  Umdted  partnership  income. 
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Seo.  315.  Tax  on  employers  of  individuals  who  receive  income  from  tips. 

Seo.  316.  Revocation  of  exemption  from  coverage  by  clergymen. 

Sec.  317.  International  agreements  with  respect  to  social  security  benefits. 
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policemen  and  firemen. 
Sec.  319.  Coverage  for  policemen  and  firemen  in  Mississippi. 
Seo.  320.  Coverage  under  divided  retirement  system  for  public  employees  in  New 

Jersey. 

Sec.  321.  Coverage  of  service  under  Wisconsin  retirement  system. 

Part  C — Benefit  Amounts  and  Eligibility 

Seo.  331.  Actuarial  reduction  of  benefit  increases  to  be  applied  as  of  time  of 

original  entitlement. 
Sec.  332.  Limitation  on  retroactive  benefits. 
Seo,  333.  Delivery  of  benefit  checks. 

Sec.  334.  Reduced  benefits  for  spouses  receiving  Government  pensions. 
Sec.  335.  Substantial  gainful  activity  in  case  of  blind  individuals. 
Sec.  336.  Remarriage  of  widows  and  widowers. 
Sec.  337.  Duration-of-mcrrvage  requirement. 

Part  D — Study  With  Respect  to  Gender-Based  Distinctions 

Seo.  341.  Study  of  proposals  to  eliminate  dependency  and  sex  discrimination 
under  the  social  security  program. 

Part  E — Combined  Social  Security  and  Income  Tax  Annual  Reporting 

Subpart  1 — Amendments  to  Title  II  of  the  Social  Security  Act 

Sec.  351.  Annual  crediting  0^  quarters  of  coverage. 

Seo.  352.  Adjustment  in  amount  required  for  a  quarter  of  coverage. 

Sec.  353.  Tedhnicat  and  conforming  amendments. 

Subpart  2 — Amendments  to  the  Internal  Revenue  Code  of  1954 

Sec.  355.  Deduction  of  taw  from  wages. 

Sec.  356.  Technical  and  conforming  amendments. 

Subpart  3 — Conforming  Amendment  to  the  Railroad  Retirement  Act  of  1974 
Sec.  35$.  Computation  of  employee  a/nnuities. 
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Part  F — National  Commission  on  Social  Security 

See.  361.  Establishment  of  Commission. 

Part  G — Miscellaneous  Provisions 

Sec.  37i.  Appointment  of  hearing  examiners. 

Sec.  372.  Report  of  Advisory  Council  on  Social  Sec^irity. 

TITLE  IV— PROVISIONS  RELATING  TO  CERTAIN  STATE  WELFARE  AND 
SERVICE  PROGRAMS  RECEIVING  FEDERAL  FINANCIAL  ASSISTANCE 

Sec.  401.  Fiscal  relief  for  States  and  political  subdivisions  with  respect  to  costs 
of  welfare  programs. 

Sec.  402.  Incentive  adjustments  for  a  quality  control  in  Federal  financial  partic- 
ipation in  aid  to  families  with  dependent  children  programs. 

Sec.  403.  Access  to  wage  information. 

Sec.  404'  State  demonstration  projects. 

Sec.  405.  Reimbursement  for  erroneous  State  supplementary  payments. 

TITLE  V— MISCELLANEOUS 

Sec.  501.  Coverage  under  medicare  of  certain  power-operated  wheelchairs. 
Sec.  502.  Federal  Election  Campaign  Act  amendments. 

TITLE  I— PROVISIONS  RELATING  TO  THE  FINANCING 
OF  THE  OLD-AGE  SURVIVORS,  AND  DISABILITY  IN- 
SURANCE PROGRAM 

ADJUSTMENTS  IN  TAX  RATES 

Sec.  101.  {a)  (1)  Section  3101(a)  of  the  Internal  Revenue  Code  of 
195Jf,  {relating  to  rate  of  tax  on  employees  for  purposes  of  old-age, 
survivors,  and  disahility  insurance)  is  amended  by  striking  out  para- 
graphs (1)  and  (2)  and  inserting  in  lieu  thereof  ths  following: 

"(i)  with  respect  to  wages  received  during  the  calendar  years 
197 I  through  1977,  the  rate  shall  he  Jf.95  percent; 

{2)  with  respect  to  wages  received  during  the  calendar  year 
1978,  the  rate  shall  he  5.05  percent; 

"(«^)  with  respect  to  wages  received  during  the  calendar  years 
1979  and  1980,  the  rate  shall  he  5.08  percent; 

"(4)  with  respect  to  wages  received  during  the  calendar  year 
1981,  the  rate  shall  he  5.35  percent; 

"(5)  with  respect  to  wages  received  during  the  calendar  years 
1982  through  1984,  l^he  rate  shall  he  5.4-0  percent; 

"(^)  with  respect  to  loages  received  during  the  calendar  years 
1985  through  1989,  the  rate  shall  he  5.70  percent;  and 

"(7)  with  respect  to  wages  received  after  Decemher  31,  1989, 
the  rate  shall  he  6.20  percent. ^\ 
(2)  Section  3111(a)  of  such  Code  (relating  to  rate  of  tax  on  em- 
ployers for  purposes  of  old-age,  survivors,  and  disahility  insurance)  is 
amended  hy  striking  out  paragraphs  (1)  and  (2)  and  inserting  in  lieu 
thereof  the  following : 

"(i)  with  respect  to  wages  paid  during  the  calendar  years 
1974  through  1977,  the  rate  shall  he  4-95  percent; 

"(^)  with  respect  to  wages  paid  during  the  calendar  year  1978, 
the  rate  shall  he  5.05  percent; 

"(5)  with  respect -to  vw.ges  paid  during  the  calendar  years 
1979  and  1980,  the  rate  shall  he  6 J08  percent; 


JOINT  EXPLANATOKY  STATEMENT  OF  THE 
COMMITTEE  OF  CONFERENCE 


The  managers  on  the  part  of  the  House  and  the  Senate  at  the  con- 
ference on  the  disagreeing  votes  of  the  two  Houses  on  the  amendment 
of  the  Senate  to  the  bill  (H.R.  9346)  to  amend  the  Social  Security 
Act  and  the  Internal  Revenue  Code  of  1954  to  strengthen  the  financ- 
ing of  the  social  security  system,  to  reduce  the  effect  of  wage  and  price 
fluctuation  on  the  system's  benefit  structure,  to  provide  for  the  conduct 
of  studies  with  respect  to  coverage  under  the  system  for  Federal  em- 
ployees and  for  employees  of  State  and  local  governments,  to  increase 
the  earnings  limitation,  to  eliminate  certain  gender-based  distinctions 
and  provide  for  a  study  of  proposals  to  eliminate  dependency  and  sex 
discrimination  from  the  social  security  program,  and  for  other  pur- 
poses, submit  the  following  joint  statement  to  the  House  and  the  Sen- 
ate in  explanation  of  the  effect  of  the  action  agreed  upon  by  the  man- 
agers and  recommended  in  the  accompanying  conference  report  : 

The  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  with  an  amendment  which  is  a  substitute  for  both  the  House 
bill  and  the  Senate  amendment.  The  differences  between  the  House 
bill,  the  Senate  amendment,  and  the  substitute  agreed  to  in  conference 
are  generally  described  below,  except  for  technical,  clerical,  conform- 
ing, clarifying,  and  minor  drafting  changes. 

Adjustments  in  Tax  Rates 

The  House  bill  contained  changes  in  the  social  security  tax  schedule 
necessary  to  finance  the  social  security  system  as  modified  by  the 
House  bill,  as  shown  in  table  1. 

TABLE  l.-SOCIAL  SECURITY  TAX  RATES-HOUSE-PASSED  BILL 
[In  percent] 


Calendar  year  OASI »  Dl  i  OASDI  i  HI  Total 


Employees  and  employers,  each 


1977     4.375  0.575  4.95  0.90  5.85 

1978    4.275  .775  5.05  1.00  6.05 

1979-80    4.300  .750  5.05  1.00  6.05 

1981     4.450  .800  5.25  1.30  6.55 

1982-84     4.550  .800  5.35  1.30  6.65 

1985    4.750  .900  5.65  1.30  6.95 

1986-  89..,     4.750  .900  5.65  1.45  7.10 

1990  and  after     5.100  1.100  6.20  1.45  7.65 


Self-employed 


1977  ,    6.185  0.815  7.00  0.90  7.90 

1978   .   6.010  1.090  7.10  1.00  8.10 

1979-80    6.045  1.055  7.10  1.00  8.10 

1981    5.700  1.200  7.90  1.30  9.20 

1982-84,  ,    6.850  1.200  8.05  1.30  9.35 

1985.........    7.100  1.350  8.45  1.30  9.75 

1986-89    7.100  1.350  8.45  1.45  9.90 

1990  and  after   7.650  1.650  9.30  1.45  10.75 


1  By  allocatipn  in  the  law. 
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The  Senate  amendment  changed  these  provisions  to  finance  the 
social  security  system  as  modified  by  the  Senate  amendment.  The  tax 
rates  in  the  Senate  amendment  are  shown  in  table  2. 


TABLE  2.-S0CIAL  SECURITY  TAX  RATES-SENATE-PASSED  BILL 
(In  percent] 


Cdlendsr  yesr 

DM 

OASDI 

HI 

Total 

Employees  and  employers,  each 

1977  

  4. 375 

0  575 

4  95 

0. 90 

5. 85 

1978    

  4.275 

!775 

5!  05 

1.00 

6. 05 

1979-80   

  4. 335 

.750 

5. 085 

1.05 

6. 135 

1981    

  4. 525 

.825 

5. 35 

1.25 

6.60 

1982-84  

  4. 575 

.825 

5.40 

1.25 

6.65 

1985   

  4.750 

.950 

5. 70 

1.35 

7.05 

1986-89  . 

4.750 

.950 

5.  70 

1.40 

7.10 

1990-94   

  5. 100 

1.050 

6. 15 

1.40 

7. 55 

1995-2000  

5.500 

1.200 

6.  70 

1.40 

8. 10 

2000-10.  , 

  5.950 

1.350 

7.  30 

1.40 

8. 70 

2011  and  after   

  6. 300 

1.500 

7. 80 

1.40 

9. 20 

Self-employed 

1977    

  6. 185 

0.815 

7.0 

0. 90 

7.90 

1978   

  6. 010 

1.090 

7. 10 

1.00 

8.10 

1979-80   

  6. 010 

1.040 

7. 05 

1.05 

8. 10 

1981  

  6. 7625 

1. 2375 

8.00 

1.25 

9.25 

1982-84   

  6. 7625 

1. 2375 

8.00 

1.25 

9. 25 

1985  

  7. 125 

1.425 

8. 55 

1.35 

9.90 

1986-89   — 

  7. 125 

1.425 

8. 55 

1.40 

9.95 

1990-94   

  7. 675 

1.575 

9. 25 

1.40 

10. 65 

1995-2000  

  8. 250 

1.800 

10. 05 

1.40 

11.45 

2001-10   „. 

  8. 925 

2. 025 

10. 95 

1.40 

12, 35 

2011  and  atter  

  9. 950 

2.250 

11.70 

1.40 

13. 10 

1  By  allocation  in  law. 

The  House  recedes  with  an  amendment  providing  a  new  schedule 
of  taxes  to  finance  the  system  as  modified  by  the  conference  agreement. 
The  tax  rates  in  the  conference  agreement  are  shown  in  table  3. 

TABLE  3.— SOCIAL  SECURITY  TAX  RATES 
[In  percent] 


Calendar  year  OASI  ^  Dl  i  OASDI  HI  Total 


Employees  and  employers,  each 


1977     4.375  0  575  4.95  0.90  5.85 

1978   4.275  .775  5.05  1.00  6.05 

1979-80     4.330  .750  5.08  1.05  6.13 

1981   4.525  .825  5.35  1.30  6.65 

1982-84   4.575  .825  5.40  1.30  6.70 

1985    4.750  .950  5.70  1.35  7.05 

1986-89   4.750  .950  5.70  1.45  7.15 

1990  and  later    5.100  1.100  6.20  1.45  7.65 


Self-employed 


1977   6.1850  0.8150  7.00  0.90  7.90 

1978   6.010  1.090  7.10  1.00  8.10 

1979-80    6.0100  1.0400  7.05  1.05  8.10 

1981    6.7625  1.2375  8.00  1.30  9.30 

1982-84      6.8125  1.2375  8.05  L30  9.35 

1985.    7.1250  1.4250  8.55  1.35  9.90 

1986-89   7.1250  1.4250  8.55  1.45  10.00 

1990  and  later   7.6500  1.6500  9.30  1.45  10.75 


>  By  allocation  in  law. 

Allocatiox  to  Disability  Insurance  Trust  Fund 

The  House  bill  would  increase  allocation  to  the  disability  insurance 
trust  fund  beginning  in  1978.  (See  table  1  above.) 
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The  Senate  amendment  would  also  increase  allocation  to  the  dis- 
ability insurance  trust  fund  beginning  in  1978.  (See  table  2  above.) 

The  conference  agreement  modifies  the  allocation  rates  to  finance 
the  disability  insurance  program.  (See  table  3  above.) 

Contribution  and  Benefit  Base 

The  House  bill  provided  for  4  ad  hoc  increases  in  the  contribution 
and  benefit  base  for  employees,  employers,  and  the  self-employed  in 
1978, 1979,  1980,  and  1981.  After  1981  the  base  would  be  automatically 
adjusted  to  keep  up  with  average  wage  levels  in  the  same  way  the 
present-law  base  is  adjusted. 

The  Senate  amendment  provided  for  4  ad  hoc  increases  in  the  con- 
tribution and  benefit  base  for  employees  and  the  self-employed  of 
$600  each,  above  the  level  that  would  prevail  under  present  law,  in 
1979, 1981, 1983,  and  1985.  After  1985,  the  base  would  be  automatically 
adjusted  to  keep  up  with  average  wage  levels. 

The  Senate  amendment  also  provided  for  increasing  the  taxable 
earnings  base  for  employers  to  $50,000  for  1979-84  and  to  $75,000  be- 
ginning in  1985.  The  base  w^ould  remain  at  that  level  until  the  em- 
ployee base  reached  that  level,  after  which  time  both  would  be  auto- 
matically adjusted. 

The  conference  agreement  follows  the  House  bill  except  that  no 
increase  in  the  contribution  and  benefit  base  (over  present  law)  is 
provided  in  1978.  Table  4  below  shows  the  base  for  employers  and 
employees  under  the  House  and  Senate  bills  and  the  conference  agree- 
ment. (Amounts  shown  under  the  Senate  bill  depend,  in  part,  on 
automatic  adjustments  and  are,  therefore,  estimates.) 

TABLt  4.-C0NTRIBUTI0N  AND  BENEFIT  BASE 


Senate-passed  bill 
House-passed       Employee,  Conference 


Calendar  year  bill  self-employed       Employer  agreement 


1978   $19,900  $17,700  $17,700  $17,700 

1979     22,900  19,500  50,000  22,900 

1980   25,900  21,000  50,000  25,900 

1981   29,700  23,100  50,000  29,700 

1982    (0  (2)  (3)  0) 


1  Automatic  thereafter. 

3  Employee  base,  including  $600  increases  in  1983  and  1985,  estimated  to  rise  to  $24,600  for  1982,  $26,700 
for  1983,  $28,200  for  1984,  $30,300  for  1985,  with  automatic  increases  (as  under  present  law)  thereafter. 

3  Remains  at  $50,000  through  1984;  increases  to  $75,000  in  1985  and  remains  at  $75,000  until  employee 
base  reaches  $75,000. 

Railroad  Retirement  tier-II. — Under  the  House  bill,  the  tax  base  for 
tier-II  of  the  Railroad  Retirement  Act  for  both  benefits  and  tax  pur- 
poses would  be  the  same  as  under  the  automatic-increase  provisions  of 
the  present  law  and  would  not  be  affected  by  increases  in  the  social 
security  taxable  wage  base  contained  in  the  bill.  Under  the  Senate 
amendment  the  tax  base  for  tier-II  of  the  Railroad  Retirement  Act 
would  not  be  affected  but  the  amount  of  earnings  used  for  computing 
the  tier-II  benefit  would  be  the  base  used  for  social  security  benefits 
under  the  amended  law. 

The  Senate  recedes. 
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Pension  Benefit  Guaranty  Corporation  {PBGC). — The  House  bill 
provided  that  the  pension  insurance  administered  by  PBGC  would  not 
be  affected  by  the  ad  hoc  increases  in  the.  wage  base  under  social 
security.  The  insured  pension  amount  would  increase  as  it  would  under 
automatic-increase  provisions  of  present  law. 

The  Senate  bill  contained  no  similar  provision. 

The  Senate  recedes. 

Standby  Guarantee  of  Trust  Fund  Levels 

The  House  bill  provided  standby  authority  for  automatic  loans  to 
the  OASDI  trust  funds  from  Federal  general  revenues  whenever  the 
assets  of  a  cash  benefits  trust  fund  at  the  end  of  a  calendar  year  amount 
to  less  than  25  percent  of  the  outgo  from  the  fund  in  the  calendar  year. 
The  amount  of  the  loan  would  be  equal  to  the  difference  between  the 
year-end  balance  in  the  fund  and  271^  percent  of  the  year's  outgo. 

Such  loans  would  automatically  be  repaid  with  interest  when  assets 
at  the  end  of  a  year  exceeded  30  percent  of  the  year's  outgo  from  the 
fund.  To  provide  for  automatic  repayment,  there  would  be  temporary 
social  security  tax-rate  increases  of  0.1  percent  for  employees  and 
employers,  each,  and  0.15  percent  for  the  self-employed,  if  at  the  end  of 
any  year  after  the  year  the  loan  was  made  the  reserve  level  is  less  than 
35  percent  and  the  loan  debt  exceeds  $2  billion.  This  temporary  tax  rate 
increase  would  go  into  effect  one  year  later. 

The  standby  loan  authority  would  not  be  applicable  for  the  HI  trust 
fund. 

The  Senate  amendment  contained  no  such  provision. 
The  House  recedes. 

Eeduction  in  Taxes  for  Certain  Employers 

The  Senate  amendment  would  limit  State  and  local  governmental 
and  501  (c)(3)  nonprofit  employers'  social  security  liability  for  1979  to 
the  liability  that  would  be  incurred  for  1979  under  the  provisions  of 
present  law.  For  1980  and  after,  such  an  employer's  liability  (in 
dollars)  would  generally  be  90  percent  of  the  liability  under  the  law  as 
amended  by  the  bill,  but  not  less  than  the  1979  liability.  In  no  case 
would  the  provision  require  an  increase  in  liability  as  compared  with 
the  regular  provisions  applicable  to  other  employers.  An  authorization 
for  appropriations  from  general  revenues  is  provided  to  make  up  the 
loss  of  social  security  revenue  to  the  trust  funds  that  would  result  from 
enactment  of  the  provision. 

The  House  bill  contained  no  such  provision. 

The  Senate  recedes. 

Modification  of  Benefit  Formula 

Both  the  Senate  amendment  and  the  House  bill  provided  for  basic 
changes  in  the  computation  of  social  security  benefits  for  workers 
reaching  age  62  after  1978.  Although  the  provisions  of  the  two  bills 
were  very  similar,  there  were  differences,  described  below : 
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BENEFIT  FORMULAS 

The  House  bill  provided  for  a  benefit  formula  producing  benefit 
amounts  roughly  5  percent  lower  than  estimated  present-law  benefits 
at  implementation  (January  1,  1979).  The  formula  for  relating  maxi- 
mum family  benefits  to  primary  insurance  amounts  (PIA's)  has  a 
similar  effect. 

The  Senate  amendment  benefit  formula  produced  benefit  amounts 
roughly  equivalent  to  1976  levels — about  percent  lower  than  esti- 
mated present-law  benefits  at  implementation.  The  formula  for  re- 
lating maximum  family  benefits  to  PIA's  had  a  similar  effect. 

The  Senate  recedes. 

TRANSITIONAL  PERIOD 

The  House  bill  provided  a  10-year  guarantee  of  benefit  amounts 
based  on  the  benefit  table  as  of  December  1978  in  retirement  cases. 

The  Senate  amendment  provided  a  5-year  guarantee  in  retirement 
cases. 

The  House  recedes. 

MINIMUM  BENEFIT 

Under  the  House  bill,  the  December  1978  minimum  benefit  rounded 
to  the  next  higher  dollar  (estimated  to  be  about  $121)  would  have 
been  frozen  for  new  beneficiaries.  The  minimum  would  have  been 
increased  in  line  with  CPI  increases  only  after  a  worker  reached  age 
62,  became  disabled,  or  died. 

The  Senate  amendment  was  similar  except  that  it  would  have 
increased  the  minimum  by  CP!  increases  beginning  with  the  year 
in  which  the  individual  (a  worker,  his  widow,  or  child)  actually 
became  entitled  to  benefits,  rather  than  from  the  point  at  which  the 
worker  reached  age  62  became  disabled,  or  died. 

The  House  recedes  with  an  amendment  under  which  CPI  increases 
for  a  worker  or  aged  widow  or  widower  generally  would  not  begin  to 
apply  until  the  earlier  of :  (a)  the  first  year  the  worker  or  aged  widow 
(widower)  was  paid  part  or  all  of  the  benefits  to  which  he  was  entitled 
for  that  year,  after  application  of  the  retirement  test;  (b)  the  year 
of  attainment  of  age  65. 

SPECIAL  MINIMUM 

The  House  bill  provided  for  an  increase  in  the  special  minimum 
benefit  up  to  a  maximum  of  $230  a  month  for  a  worker  ($345  for  a 
couple)  with  30  years  of  coverage  under  social  security.  The  special 
minimum  is  calculated  by  multiplying  $9  ($11.50  under  the  House 
bill)  times  the  number  of  years  of  coverage  (years  in  which  earnings 
were  at  least  25%  of  the  contribution  and  benefit  base)  in  excess  of  10 
and  up  to  30 — for  a  maximum  multiplier  of  20.  Years  of  coverage 
would  be  based  on  the  base  as  increased  automatically  by  rises  in  aver- 
age wages  (without  ad  hoc  increases  as  a  result  of  H.R.  9346).  Special 
minimum  benefits  would  be  increased  automatically  by  CPI  increases 
in  the  future. 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes. 
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DELAYED  RETIREMENT  CREDIT 

The  House  bill  provided  for  an  increase  in  the  delayed  retirement 
credit  to  one-fourth  of  1  percent  for  each  month  (3  percent  per  year) 
for  which  a  worker  does  not  receive  a  benefit  between  ages  65  and  72, 
for  persons  attaining  age  62  after  1978. 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes. 

Delayed  Retirement  Credit  for  Widows  and  Widowers 

The  Senate  amendment  included  a  provision  which  would  make  the 
delayed  retirement  credit  applicable  to  widow's  and  widower's  insur- 
ance benefits,  as  well  as  to  the  workers  benefit. 

The  House  bill  contained  no  such  provision. 

The  House  recedes  with  an  amendment  making  the  change  effective 
with  June  1978. 

Liberalization  of  the  Earnings  Test 

The  House  bill  increased  the  exempt  amount  under  the  earnings 
test  for  beneficiaries  age  65  and  over  to :  $4,000  in  1978 ;  $4,500  in  1979 ; 
$5,000  in  1980 ;  and  $5,500  in  1981. 

The  Senate  amendment  increased  the  exempt  amount  to  $4,500  in 
1978  and  $6,000  in  1979  for  all  beneficiaries. 

The  Senate  recedes  adopting  the  exempt  amounts  in  the  House  bill 
and  increasing  the  exempt  amount  to  $6,000  in  1982.  These  increases 
would  apply  only  to  beneficiaries  age  65  and  over. 

Age  at  Which  Earnings  Test  No  Longer  Applies 

The  House  bill  lowered  the  age  at  which  the  retirement  test  no  longer 
applies  from  age  72  to  age  65  in  1982. 

The  Senate  amendment  lowered  the  age  at  which  the  retirement  test 
no  longer  applies  from  age  72  to  age  70  in  1982. 

The  House  recedes. 

Liberalization  of  the  Foreign  Work  Test 

The  House  bill  provided  for  payment  of  benefits  for  any  month  in 
which  a  beneficiary^  engaged  in  noncovered  work  outside  the  United 
States  worked  8  or  fewer  days  in  1978,  and  11  or  fewer  days  in  1979 
and  thereafter. 

The  Senate  amendment  contained  no  such  provision. 

The  House  recedes. 

Studies  of  Mandatory  Co^t:rage 

The  House  bill  required  joint  studies  by  the  Office  of  Management 
and  Budget,  the  Civil  Service  Commission,  the  Department  of  the 
Treasury,  and  the  Department  of  Health,  Education  and  Welfare 
of  mandatory  coverage  for  Federal  and  State  and  local  employees 
with  reports  and  recommendations  to  the  President  and  Congress 
within  2  years  of  enactment. 
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The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes  with  amendments  which  would  combine  the 
studies  of  mandatory  coverage  of  employees  of  Federal,  State,  and 
local  governments  and  nonprofit  organizations;  would  require  the 
Secretary  of  Health,  Education,  and  Welfare  to  conduct  the  study 
with  appropriate  consultation  with  Treasury,  the  Office  of  Manage- 
ment and  Budget,  and  the  Civil  Service  Commission. 

The  managers  anticipate  that  the  study  will  include,  in  addition 
to  the  evaluation  of  alternative  proposals,  examination  of  the  follow- 
ing specific  items:  (1)  Analysis  of  any  possible  constitutional  ques- 
tions involved  in  extensions  of  coverage;  (2)  review  of  the  extent 
of  State,  local  and  nonprofit  coverage  under  existing  law^;  (3)  analy- 
sis of  the  economic  impact  on  State  and  local  governments  of  manda- 
tory coverage  extensions;  and  (4)  an  analysis  of  the  feasibility  of 
developing  a  method  of  covering  Federal  employees  without  increas- 
ing their  contributions  or  adversely  affecting  their  benefit  rights 
(except  to  the  extent  that  any  windfall  benefit  situations  may  be 
eliminated). 

Coverage  of  Nonprofit  Organizations 

The  Senate  amendment  included  provisions  to :  ( 1 )  forgive  through 
June  30,  1977,  the  social  security  tax  liability  of  nonprofit  organiza- 
tions that  stopped  paying  social  security  taxes  before  October  19, 
1976,  because  they  had  not  filed  the  proper  certificate  with  the  In- 
ternal Revenue  Service  to  cover  their  employees  under  social  security : 
(2)  extend  the  deadline  for  filing  waiver  certificates  for  organizations 
that  obtained  refunds  prior  to  Septemper  9,  1976;  (3)  permit  non- 
profit organizations  that  paid  social  security  taxes  while  waiting  for 
the  Internal  Revenue  Service  to  approve  their  request  for  tax-exempt 
status  to  receive  a  refund  of  those  taxes  in  spite  of  P.L.  94-563  under 
which  the  taxes  and  social  security  coverage  that  resulted  were  vali- 
dated; and  (4)  not  require  nonprofit  organizations  that  received  a 
refund  of  social  security  taxes  for  April-June  1973,  to  bring  their 
employees  under  social  security  coverage. 

The  House  bill  contained  no  such  provisions.  (The  Ways  and 
Means  Committee  had  reported  a  bill,  H.R.  8490,  that  contained  simi- 
lar provisions.) 

The  House  recedes  with  technical  clarifying  amendments. 
Limited  Partnership  Income 

The  House  bill  excluded  from  coverage  the  distributive  share  of  in- 
come or  loss  received  by  a  limited  partner. 
The  Senate  amendment  contained  no  such  provision. 
The  Senate  recedes. 

Employees  of  Members  of  Related  Groups  of  Corporations 

The  Senate  amendment  provided  that  a  group  of  corporations  con- 
currently employing  an  individual  would  be  considered  as  a  single 
employer  if  one  of  the  group  serves  as  a  common  paymaster  for  the 
entire  group.  This  would  result  in  such  corporations  having  to  pay 
no  more  in  social  security  and  unemployment  taxes  than  a  single  em- 
ployer pays. 
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The  House  bill  contains  no  such  provision. 

The  House  recedes  with  clarifying  amendments. 

The  provision  limits  the  aggregate  amount  of  employment  taxes 
due  for  any  taxable  year  with  respect  to  an  individual  concurrently 
employed  by  two  or  more  related  corporations  and  compensated 
through  a  common  paymaster  which  is  itself  one  of  the  corporations 
employing  tlie  individual  and  which  would  have  the  responsibility 
for  making  payment  to  the  Internal  Revenue  Service  of  employment 
taxes  due.  The  provision  is  intended  to  establish  a  maximum  total 
liability  for  the  related  corporations  (including  the  common  pay- 
master) as  a  group  but  is  not  intended  to  relieve  any  corporation  of 
ultimate  liability  for  any  portion  of  the  total  amount  of  employ- 
ment taxes  due.  The  provision  is  not  intended  to  have  any  effect  on 
the  deductibility  for  Federal  income  tax  purposes  of  employment 
taxes  or  wages  payable  by  a  corporation ;  accordingly,  since  the  corpo- 
ration for  which  services  are  performed  is  the  only  one  eligible  to 
deduct  wages  and  employment  taxes  paid  with  respect  to  such  services, 
such  wages  and  taxes  will  not  be  deductible  unless  the  corporation  for 
which  the  services  are  performed  reimburses  the  common  paymaster 
for  such  payments.  For  purposes  of  determining  income  tax  deduc- 
tions allowable,  the  conferees  expect  the  Secretary  of  the  Treasury  to 
establish  procedures  for  allocating  employment  taxes  among  related 
corporations  establishing  a  common  paymaster. 

Employer  Taxes  ox  Tips 

The  House  bill  included  a  provision  to  require  employers  to  pay 
social  security  taxes  on  tips  deemed  to  be  wages  under  the  Federal 
minimum  wage  law. 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes  with  the  understanding  that  the  employer  will 
be  liable  for  the  employer  social  security  tax  on  the  tips  that  are 
deemed  wages,  regardless  of  the  amount  of  the  tips  the  employee 
reports  under  section  6053(a)  of  the  Internal  Revenue  Code  of  1954. 

Coverage  for  Clergymen 

The  House  bill  permitted  clergymen  who  filed  application  for  ex- 
emption from  coverage  to  revoke  their  exemption  (but  only  during 
a  limited  period  of  time). 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes. 

Totalization  Agreement 

The  House  bill  authorized  the  President  to  enter  into  bilateral 
agreements  with  foreign  countries  to  provide  the  limited  coordination 
of  social  security  systems.  Each  such  agreement  would  have  to  be 
transmitted  to  the  Congress  and  could  not  go  into  effect  until  90  days 
after  one  House  had  been  in  session.  During  that  period  an  agreement 
could  be  rejected  by  action  of  both  Houses  enacting  legislation. 

The  Senate  amendment  included  the  same  provision  except  that: 
Each  agreement  must  be  transmitted  to  Congress  with  a  report  on 
estimated  cost  and  number  of  individuals  affected ;  an  agreement  must 
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not  be  inconsistent  with  the  provisions  of  title  II  of  the  Social  Security 
Act;  an  agreement  could  not  go  into  effect  until  90  days  after  both 
Houses  of  Congress  had  been  in  session  during  which  period  an  agree- 
ment could  be  rejected  by  action  of  either  House. 
The  House  recedes. 

Illinois  Policemen  and  Firemen 

The  House  bill  included  a  provision  which  would  validate  earnings 
erroneously  reported  for  policemen  and  firemen  covered  under  the 
Illinois  Municipal  Retirement  Fund. 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes  with  an  amendment  that  coverage  for  future 
periods  would  be  provided  for  the  policemen  and  firemen  affected. 

Wisconsin  Retirement  Fund 

The  House  bill  provided  that  a  special  coverage  provision  applicable 
to  members  of  the  Wisconsin  Retirement  Fund  would  be  applicable 
to  any  successor  system  of  that  fund. 

The  Senate  amendment  contained  no  such  provision. 

The  Senate  recedes. 

Limitation  on  Retroactive  Benefits 

The  House  bill  provided  that  benefits  would  not  be  paid  retroactively 
for  months  before  an  application  is  filed,  when  such  payment  results 
in  a  permanent  reduction  of  future  monthly  benefits,  effective  Jan- 
uary 1, 1978. 

The  Senate  amendment  was  similar  to  the  House  provision  except 
that  it  was  effective  upon  enactment,  rather  than  on  January  1,  1978. 
The  Senate  recedes. 

Delivery  of  Benefit  Checks 

The  House  bill  required  that  whenever  the  delivery  date  for  payment 
of  either  social  security  or  supplemental  security  income  checks  falls 
on  a  Saturday,  Sunday,  or  legal  public  holiday,  the  checks  would  be 
mailed  "and  delivered"  on  an  earlier  date.  Any  overpayment  that  oc- 
curs as  a  direct  result  of  the  earlier  delivery  of  checks  would  be  waived 
and  would  not  be  subjected  to  recovery. 

The  Senate  amendment  required  in  such  circumstances  that  checks 
be  "mailed  for  delivery"  on  the  earlier  date  and  did  not  include  the 
waiver  of  overpayment  provision  of  the  House  bill. 

The  Senate  recedes  with  an  amendment  providing  that  checks  be 
"mailed  for  delivery"  by  the  earlier  date. 

Reduced  Benefits  for  Spouses  Receiving  Government  Pensions 

The  Senate  amendment  provided  that  social  security  dependents' 
benefits  payable  to  spouses  and  surviving  spouses  would  be  reduced 
by  the  amount  of  any  public  (Federal,  State,  or  local)  retirement  bene- 
fit payable  to  the  spouse  based  on  the  spouses'  own  work  in  noncovered 
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public  employment.  The  provision  would  have  been  effective  with  re- 
spect to  benefits  payable  for  months  beginning  with  the  month  of 
enactment,  based  on  applications  filed  in  or  after  the  month  of 
enactment. 

The  House  bill  contained  no  such  provision. 

The  House  recedes  with  an  amendment  which  would  provide  for  an 
exception  for  certain  people  who  are  already  receiving  pensions  based 
on  noncovered  public  employment  (or  who  would  be  eligible  for  such 
pension  within  5  years  of  the  month  of  enactment)  and  who  could  have 
expected  to  receive  social  security  benefits  as  dependents  or  survivors 
under  the  social  security  law  as  in  effect  on  January  1, 1977.  The  man- 
agers are  concerned  that  there  may  be  large  numbers  of  women,  espe- 
cially widows  in  their  late  fifties,  who  are  already  drawing  pensions, 
or  would  be  eligible  to  draw  them  within  5  years  of  the  date  of  enact- 
ment of  this  bill,  based  on  their  non-covered  work  and  whose  retire- 
ment income  was  planned  for  on  the  assumption  of  the  availability 
of  full  wife's  or  widow's  benefits  under  social  security.  Inclusion  of 
this  exception  to  the  applicability  of  the  Senate  provision,  reinforces 
its  prospective  nature  and  avoids  penalizing  people  who  are  already 
retired,  or  close  to  retirement,  from  public  employment  and  who  can- 
not be  expected  to  readjust  their  retirement  plans  to  take  account  of 
the  "offset"  provision  that  will  apply  in  the  future. 

A  separability  clause  is  included  for  the  exception  clause  established 
by  the  conference  agreement  so  that  if  it  is  found  invalid  the  pension- 
offset  as  passed  by  the  Senate  would  not  be  affected,  and  the  applica- 
tion of  the  exception  clause  would  not  be  broadened  to  include  persons 
or  circumstances  that  are  not  included  within  it. 

Kepeal  of  Workmen's  Compensation  Offset 

The  Senate  amendment  repealed  the  provision  of  existing  law  which 
provides  for  a  reduction  in  social  security  disability  benefits  for  per- 
sons simultaneously  entitled  to  workmen's  compensation  payments 
where  the  combined  payments  would  otherwise  exceed  80  percent  of 
recent  predisability  earnings. 

The  House  bill  contained  no  such  provision. 

The  Senate  recedes. 

Disability  Benefits  for  Blind  Persons 

The  Senate  amendment  provided  for  paying  disability  insurance 
benefits  for  blind  people  who  have  at  least  six  quarters  of  social  se- 
curity coverage.  The  benefits  would  be  paid  regardless  of  the  amount 
of  an  individual's  earnings  both  before  and  after  age  65  or  his  ability 
to  work.  The  Senate  amendment  also  excluded  blind  persons  from  the 
requirements  of  present  law  that  disability  benefits  be  suspended  for 
any  months  during  which  a  beneficiary  refuses  without  good  cause  to 
accept  vocational  rehabilit^ition  services. 

The  House  bill  contained  no  such  provision. 

The  House  recedes  with  an  amendment  which  strikes  the  provi- 
sions of  the  Senate  amendment  but  provides  that  the  amount  of  earn- 
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ings  under  the  test  of  substantial  gainful  activity  (SGA)  which 
would  terminate  (or  suspend  for  those  age  55  or  over)  a  blind  indi- 
vidual's benefits  would  be  increased  to  the  monthly  exempt  amounts 
for  persons  65  and  over  under  the  retirement  test.  The  conferees  are 
aware  that  this  establishes  a  different  test  of  SGA  for  blind  persons 
than  is  applied  administratively  for  persons  with  other  disabilities. 
The  conferees  do  not  intend  that  the  new  SGA  level  established  for  the 
blind  should  be  applied  to  other  types  of  disability. 

Elimination  of  Marriage  or  Remarriage  as  a  Factor  in  Entitle- 
ment TO,  OR  Termination  or  Reduction  of,  Benefits 

The  House  bill  provided  that  marriage  or  remarriage  would  not  bar 
or  terminate  entitlement  to  benefits  as  a  divorced  spouse,  surviving 
spouse  (including  those  caring  for  an  entitled  child),  parent,  or  child, 
and  remarriage  would  not  cause  any  reduction  in  aged  widow's  or 
widower's  insurance  benefits. 

The  Senate  amendment  did  not  include  such  a  provision. 

The  Senate  recedes,  with  an  amendment  that  would  retain  only  that 
part  of  the  House-passed  provisions  that  would  prevent  reduction  in 
benefits  for  widows  and  widowers  who  remarry  after  age  60. 

Duration-of-Marriage  Requirement 

The  House  bill  provided  that  the  length  of  time  a  person  must  have 
been  married  to  a  worker  in  order  for  benefits  to  be  payable  to  the 
person  as  an  aged  divorced  spouse  or  surviving  divorced  spouse  w^ould 
be  reduced  from  20  years  to  5  years. 

The  Senate  amendment  did  not  include  such  a  provision. 

The  Senate  recedes,  with  an  amendment  which  establishes  a  10-year 
duration-of -marriage  requirement. 

Equalization  of  Treatment  of  Men  and  Women  Under  the  Program 

The  House  bill  contained  a  number  of  amendments  that  were  de- 
signed to  eliminate  certain  gender-based  distinctions  from  the  social 
security  program. 

The  Senate  amendment  did  not  include  any  such  provisions. 

The  House  recedes.  It  is  the  understanding  of  the  managers  that  the 
entire  question  of  such  gender-based  distinctions  will  be  included  in 
the  6-month  study  of  proposals  to  eliminate  dependency  and  sex  dis- 
crimination provided  by  this  legislation. 

Annual  Reporting 

The  House  bill  included  provisions  to  simplify  implementation  of 
annual  wage  reporting. 

The  House  provision  changes  the  provisions  of  the  Social  Security 
Act  that  require  the  use  of  quarterly  wage  data  so  that  only-  annual 
data  would  be  needed — employers  would  no  longer  have  to  check  off 
quarters  of  coverage  or  report  quarterly  wages  on  the  forms  W-2. 
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It  excludes  from  the  definition  of  wages  certain  employment  wherein 
the  remuneration  is  less  than  $100  in  a  calendar  year.  State  and  local 
employers  will  continue  to  report  on  a  quarterly  basis  but  wages  will 
be  converted  to  annual  figures.  The  provision  also  changes  "quarter 
of  coverage"  definition  so  that  after  1977  all  workers  would  receive 
a  quarter  of  coverage  for  each  $250  of  wages  paid  in  a  year  (to  a  maxi- 
mum of  four  quarters  of  coverage  in  a  year) .  The  amounts  measuring 
a  quarter  of  coverage  would  increase  automatically  each  year  as  wages 
increase. 

The  Senate  amendment  contained  no  such  provisions. 
The  Senate  recedes. 

National  Commission  on  Social  Securitt 

The  House  bill  provided  for  a  nine-member  National  Commission  on 
the  Social  Security  Program,  appointed  by  the  executive  and  legisla- 
tive branches,  to  conduct  a  2-year  study  including :  The  fiscal  status 
and  adequacy  of  the  trust  funds ;  the  scope  of  coverage,  adequacy  of 
benefits,  conditions  of  qualification  for  benefits  (including  inequities 
arising  out  of  marital  status,  sex,  or  similar  classifications  or  cate- 
gories) ,  and  quality  of  administration  ;  the  impact  of  the  programs  on 
and  relation  to  public  assistance  programs,  nongovernmental  pension 
insurance  programs,  other  governmental  retirement  and  annuity  pro- 
grams, medical  service  delivery  systems  and  national  employment 
practices ;  and  alternatives  to  current  programs  including,  phasing  out 
payroll  tax,  using  general  revenues  or  other  financing,  mandatory  par- 
ticipation in  private  insurance  programs  and  choice  of  public  or 
private  programs  or  both. 

The  Senate  amendment  did  not  include  a  provision  comparable  to 
the  House  provision. 

The  Senate  recedes  with  an  amendment  which  requires  the  Na- 
tional Commission  to  study  the  need  to  develop  a  special  CPI  for  the 
elderly  for  purposes  of  social  security  cost-of-living  increases. 

Administrative  Law  Judges  (Hearing  Examiners) 

The  Senate  amendment  converted  the  temporary  administrative 
law  judges  established  by  Public  Law  94-202  to  permanent  status 
under  the  Administrative  Procedure  Act. 

The  House  bill  contained  no  such  provision,  but  the  Ways  and 
Means  Committee  has  reported  H.E.  5723  which  contains  identical 
language. 

The  House  recedes. 

Advisort  Council  on  Social  Security 

The  Senate  amendment  provided  that  the  Advisory  Council  on  So- 
cial Security  to  be  appointed  by  December  31,  1977,  would  have  an 
additional  9  months  in  which  to  submit  its  reports.  The  reports  would 
be  due  October  1,  1979,  rather  than  January  1,  1979. 

The  House  bill  contained  nonsuch  provision. 

The  House  recedes. 
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Semiannual  Cost-of-Living  Increases 

The  Senate  amendment  provided  for  semiannual  cost-of-living  in- 
creases in  social  security  and  SSI  benefits  whenever  the  CPI  increased 
by  at  least  4  percent  over  a  specified  6-month  measuring  period  (an 
annual  rate  of  over  8  percent  per  year) . 

The  House  bill  contains  no  such  provision. 

The  Senate  recedes. 

Fiscal  Relief  for  Welfare  Costs 

The  Senate  amendment  provided  for  a  one-time  payment  to  the 
States  of  $374  million  as  fiscal  relief  for  State  and  local  welfare  costs 
for  fiscal  year  1978.  Half  of  such  funds  would  be  distributed  to  each 
State  in  proportion  to  its  share  of  total  expenditures  under  the  AFDC 
program  for  December  1976,  and  half  would  be  distributed  under  the 
general  revenue  sharing  formula.  In  those  States  in  which  local  units 
of  Government  are  responsible  for  meeting  part  of  the  costs  of  the 
AFDC  program  the  fiscal  relief  payments  would  have  to  be  passed 
through  to  local  governments.  States  would  not  be  required  to  pass 
through  an  amount  in  excess  of  90  percent  of  the  amount  of  AFDC 
costs  for  which  the  local  government  was  otherwise  responsible. 

The  House  bill  contained  no  such  provision. 

The  House  recedes  with  the  following  amendments.  The  amount  of 
the  one-time  payment  would  be  one-half  of  the  amount  in  the  Senate 
bill,  that  is,  $187  million.  Also  States  would  be  required  to  pass 
through  to  local  jurisdictions  the  full  amount  of  the  payment  but  not 
more  than  100  percent  of  the  amount  of  the  AFDC  costs  for  which  the 
local  government  was  otherwise  responsible. 

Fiscal  Incentives  for  Lowering  AFDC  Error  Rates 

The  Senate  amendment  established  a  system  of  fiscal  incentives 
for  States  which  have  low  dollar  error  rates  (below  4  percent)  as 
measured  by  the  AFDC  quality  control  findings  of  excess  payments. 

Under  the  amendment  States  which  have  dollar  error  rates  of,  or 
reduce  their  dollar  error  rates  to,  less  than  4  percent  but  not  more 
than  3.5  percent  of  the  total  expenditures  would  receive  10  percent  of 
the  Federal  share  of  the  money  saved,  as  compared  with  the  Federal 
costs  of  4-percent  payment  error  rate.  This  percentage  would  in- 
crease proportionately  as  shown  in  the  following  table : 


Incentive 

If  the  error  rate  is  :  Percentage ' 

At  least  3.5  percent  but  less  than  4  percent   10 

At  least  3  percent  but  less  than  3.5  percent   20 

At  least  2.5  percent  but  less  than  3  percent   30 

At  least  2  percent  but  less  than  2.5  percent   40 

Less  than  2  percent   50 


^  The  State  will  retain  this  percent  of  the  imputed  Federal  savings. 

The  House  bill  contained  no  such  provision. 

The  House  recedes  with  an  amendment  which  provides  that  the 
dollar  error  rate  of  aid  will  include  the  payments  to  ineligibles  plus 
overpayments  plus  underpaj^ments  plus  the  amount  which  would  have 
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been  paid  as  benefits  if  the  case  had  not  been  erroneously  terminated 
or  the  application  erroneously  denied.  The  incentive  would  be  based  on 
Federal  savings  as  compared  with  a  4-percent  rate  of  excessive  pay- 
ments— that  is,  erroneous  payments  for  ineligibles  and  overpayments. 

Access  by  AFDC  Agencies  to  Wage  Kecords 

The  Senate  amendment  specifically  authorized  State  AFDC  agen- 
cies to  obtain  wage  information  from  the  wage  records  maintained 
by  the  Social  Security  Administration  and  the  wage  records  main- 
tained by  State  unemployment  compensation  agencies  for  purposes 
of  determining  eligibility  for  (or  amount  of)  AFDC.  The  Secretary 
of  HEW  would  establish  the  necessary  safeguards  to  prevent  the 
improper  use  of  such  information.  Effective  October  1,  1979,  States 
would  be  required  to  request  and  make  use  of  this  wage  information 
either  from  the  State  unemployment  compensation  agency  (if  avail- 
able there)  or  from  the  Social  Security  Administration. 

The  House  recedes. 

State  Welfare  Demonstration  Projects 

The  Senate  amendment  would  authorize  certain  types  of  State 
demonstration  projects  related  to  the  AFDC  program  to  be  imple- 
mented if  the  Secretary  did  not  specifically  disapprove  the  imple- 
mentation of  such  projects  within  forty-five  days  after  the  State  ap- 
plies to  have  the  projects  approved.  In  other  words,  a  State  could 
proceed  with  such  projects  either  when  the  Secretary  approved  them, 
or  forty-five  days  after  submitting  them  to  the  Secretary  if  no  deci- 
sion had  been  reached  by  HEW  within  that  period. 

Under  this  authority,  States  would  be  permitted  to  conduct  not 
more  than  three  demonstration  projects  but  not  more  than  one  on  a 
Statewide  basis.  Projects  involving  public  service  employment  would 
have  to  meet  reasonable  standards  related  to  health,  safety  and  other 
conditions,  could  not  displace  employed  workers,  would  have  to  be 
reasonable  for  the  individuals  participating,  and  would  have  to  pro- 
vide appropriate  workmen's  compensation  protection.  Participation 
in  any  project  by  any  AFDC  recipient  would  have  to  be  on  a  volun- 
tary basis. 

States  would  be  permitted  to  waive  ordinary  statutory  rules  re- 
quiring statewide  uniformity,  administration  by  a  single  agency,  and 
regarding  participation  in  the  work  incentive  program  and  the  dis- 
regard of  certain  amounts  of  earned  income.  (Not  more  than  half  of  all 
income  could  be  disregarded  under  the  waiver  authority,  however.) 

AFDC  matching  for  these  demonstration  projects  would  be  limited 
to  the  amount  the  State  would  have  received  through  AFDC  if  it  had 
not  implemented  the  demonstration  project.  In  addition  the  State's 
general  revenue  sharing  funds  could  be  used  to  cover  the  costs  of 
salaries  for  participants  in  public  service  employment  which  are  not 
covered  by  AFDC  matching. 

Once  implemented,  demonstration  projects  could  continue  for  up  to 
2  years  unless  the  Secretary  took  action  to  disapprove  a  State  waiver 
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of  statutory  rules  before  the  end  of  the  2-year  period.  The  provision 
would  not  apply  after  September  30, 1980. 
The  House  bill  contained  no  such  provisions. 

The  House  recedes  with  an  amendment.  The  conference  agreement 
provides  that  when  a  State  submits  an  application  it  would  be  re- 
quired to  make  a  public  announcement  that  such  application  has  been 
made,  make  copies  of  the  application  available  and  receive  public  com- 
ments for  at  least  30  days.  The  Secretary  would  also  be  required  to 
publish  a  summary  of  the  proposed  demonstration  project  and  make 
copies  of  the  application  available.  He  would  receive  public  comments 
for  at  least  30  days  after  publication  of  a  summary  of  the  proposed 
project  (even  if  the  application  is  approved  prior  to  the  30-day  period) . 

The  Secretary  of  HEW  could  deny  applications  by  a  State  under 
this  provision  any  time  after  receipt  of  the  application,  but  could  not 
approve  an  application  until  30  days  after  it  has  been  submitted. 

A  State  would  be  authorized  to  proceed  with  projects  submitted 
under  this  new  authority  60  days,  instead  of  45  days  under  the  Senate 
amendment,  after  the  project  application  is  submitted  to  HEW  unless 
there  is  a  specific  disapproval  by  HEW. 

The  conference  agreement  also  requires  that  when  AFDC  funds  are 
used  to  pay  wages  of  participants  in  such  projects  that  the  prevailing 
wage  must  be  paid. 

AFDC  Earned  Income  Disregard 

The  Senate  amendment  changed  the  earned  income  disregard  so  as 
to  require  States  to  disregard  the  first  $60  earned  monthly  by  an  indi- 
vidual working  full-time  ($30  in  the  case  of  an  individual  working 
part-time),  plus  one-third  of  the  next  $300  earned,  plus  one-fifth  of 
the  remainder.  Child  care  expenses  would  be  subject  to  limitations  by 
the  Secretary  and  would  be  deducted  before  computing  an  individual's 
earned  income.  Other  work  expenses  would  not  be  deducted. 

The  House  bill  contained  no  such  provisions. 

The  Senate  recedes. 

Erroneous  State  Supplementary  Payments 

The  Senate  amendment  provided  authorization  and  direction  for 
the  Secretary  of  Health,  Education,  and  Welfare  to  reimburse  a  State 
for  erroneous  State  supplementary  payments  administered  by  them 
and  paid  during  1974  to  the  extent  that  an  HEW  audit  determines  is 
appropriate  on  the  basis  that  the  incorrect  payments  for  the  aged, 
blind,  and  disabled  resulted  from  a  State's  good  faith  reliance  upon 
erroneous  or  incomplete  information  furnished  to  the  States  by  the 
Department  or  from  a  State's  good  faith  reliance  on  incorrect  supple- 
mental security  income  payments  made  by  the  Department. 

The  House  bill  contains  no  such  provision. 

The  House  recedes  with  an  amendment.  The  conference  agreement 
provides  that  the  Secretary  of  HEW  would  rely  on  findings  of  an 
audit  by  HEW  which  has  been  reviewed  and  concurred  in  by  the  In- 
spector General  of  the  Department  to  determine  the  extent  of  pay- 
ments under  this  provision. 
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Veterans'  Pension  and  Compensation 

The  Senate  amendment  provided  that  the  amount  of  any  social 
security  benefits  resulting  from  a  cost-of-living  increase  will  not  be 
used  to  reduce  veterans'  pension  and  compensation. 

The  House  bill  contained  no  such  provision. 

The  Senate  recedes. 

Medicare  Coverage  of  Devices  Serving  the  Same  Purpose  as 
A  Wheelchair 

The  Senate  amendment  expands  the  definition  of  durable  medical 
equipnient  under  the  medicare  supplementary  medical  insurance  pro- 
gram to  include  specialized  transportation  vehicles  (such  as  the  Amiga 
wheelchair)  designed  to  "serve  the  same  or  similar  purpose  as  that 
performed  by  a  wheelchair." 

The  House  bill  contains  no  such  provision. 

The  House  recedes  with  an  amendment  which  expands  the  definition 
of  durable  medical  equipment  to  include  a  power-operated  vehicle  that 
may  be  appropriately  used  as  a  wheelchair  where  such  vehicle  is  deter- 
mined to  be  medically  necessary  and  meets  safety  requirements  pre- 
scribed by  the  Secretary. 

Federal  Election  Campaign  Act  Amendment 

The  Senate  amendment  provided  that  a  contribution  to  a  tax-exempt 
organization  selected  by  the  payor  from  a  list  of  five  or  more  organiza- 
tions named  by  the  government  officer  or  employee  would  not  be  treated 
as  an  honorarium.  It  also  provided  that  amounts  returned  to  a  payor 
before  the  end  of  the  calendar  year  would  not  be  treated  as  hono- 
rariums. The  amendment  further  provided  that  honorariums  would 
be  treated  as  accepted  in  the  year  of  receipt. 

The  House  bill  contained  no  such  provision. 

The  House  lecedes. 

College  Tuition  Tax  Relief 

The  Senate  amendment  modified  the  Internal  Revenue  Code  to  pro- 
vide an  income  tax  credit  for  educational  expenses  (tuition,  fees,  books, 
and  equipment,  but  not  meals,  lodging,  nor  other  living  expenses) 
paid  by  the  taxpayer  for  the  taxpayer  or  the  taxpayer's  spouse  or 
dependents  to  an  institution  of  higher  education  or  a  vocational  school. 
The  amount  of  the  credit  would  be  limited  each  year  to  not  more  than 
$250  per  student.  The  credit  would  apply  to  expenses  paid  in  taxable 
years  beginning  after  December  31,  1977 ;  for  1978  only,  it  would  be 
refundable.  The  student  must  be  a  full-time  student  working  toward 
a  baccalaureate  degree  or  a  certificate  of  required  course  work  at  a 
vocational  school.  Expenses  eligible  for  the  credit  would  be  reduced 
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by  tax-exempt  scholarship  or  fellowship  grants  and  by  certain  educa- 
tional assistance  allowances  and  education  and  training  allowances. 

The  House  bill  contained  no  such  provision. 

The  Senate  recedes. 
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Public  Law  95-292 
95th  Congress 


An  Act 


To  amend  titles  II  and  XVIII  of  the  Social  Security  Act  to  make  improvements 
in  the  end  stage  renal  disease  program  presently  authorized  under  section  226 
of  that  Act,  and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assemhled^  That  (a)  title  II  of 
the  Social  Security  Act  is  amended  by  inserting  immediately  after 
section  226  the  following  new  section : 

"special  provisions  relating  to  coverage  under  medicare  program 
for  end  stage  renal  disease 

'^Sec.  226A.  (a)  Notwithstanding  any  provision  to  the  contrary  in 
section  226  or  title  XVIII,  every  individual  who — 

"  (1)  (A)  is  fully  or  currently  insured  (as  such  terms  are  defined 
in  section  214  of  this  Act)  or  would  be  fully  or  currently  insured 
if  his  service  as  an  employee  (as  defined  in  the  Railroad  Retire- 
ment Act  of  1974)  after  December  31,  1936,  were  included  in  the 
term  'employment'  as  defined  in  this  Act,  or  (B)  is  entitled  to 
monthly  insurance  benefits  under  title  II  of  this  Act  or  an  annuity 
under  the  Railroad  Retirement  Act  of  1974,  or  (C)  is  the  spouse 
or  dependent  child  (as  defined  in  regulations)  of  an  individual 
who  is  fully  or  currently  insured  or  would  be  fully  or  currently 
insured  if  his  service  as  an  employee  (as  defined  in  the  Railroad 
Retirement  Act  of  1974)  after  December  31,  1936,  were  included 
in  the  term  'employment'  as  defined  in  this  Act,  or  (D)  is  the 
spouse  or  dependent  child  (as  defined  in  regulations)  of  an  indi- 
vidual entitled  to  monthly  insurance  benefits  under  title  II  of 
this  Act  or  an  annuity  under  the  Railroad  Retirement  Act  of  1974 ; 

"(2)  is  medically  determined  to  have  end  stage  renal  disease; 
and 

"(3)  has  filed  an  application  for  benefits  under  this  section; 
shall,  in  accordance  with  the  succeeding  provisions  of  this  section,  be 
entitled  to  benefits  under  part  A  and  eligible  to  enroll  under  part  B  of 
title  XVIII,  subject  to  the  deductible,  premium,  and  coinsurance 
provisions  of  that  title. 

"  (b)  Subject  to  subsection  (c) ,  entitlement  of  an  individual  to  bene- 
fits under  part  A  and  eligibility  to  enroll  under  part  B  of  title  XVIII 
by  reasons  of  this  section  on  the  basis  of  end  stage  renal  disease — 
"  (1)  shall  begin  with— 

"  ( A)  the  third  month  after  the  month  in  which  a  regular 
course  of  renal  dialysis  is  initiated,  or 

"(B)  the  month  in  which  such  individual  receives  a  kidney 
transplant,  or  (if  earlier)  the  first  month  in  which  such 
individual  is  admitted  as  an  inpatient  to  an  institution  which 
is  a  hospital  meeting  the  requirements  of  section  1861  (e)  (and 
such  additional  requirements  as  the  Secretary  may  prescribe 
under  section  1881(b)  for  such  institutions)  in  preparation 
for  or  anticipation  of  kidney  transplantation,  but  only  if  such 
transplantation  occurs  in  that  month  or  in  either  of  the  next 
two  months. 


June  13,  1978 
[H.R.  8423] 


Social  Security 
Act,  amendment. 
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whichever  first  occurs  (but  no  earlier  than  one  year  preceding 
the  month  of  the  filing  of  an  application  for  benefits  under  this 
section) ;  and 

"  (2)  shall  end,  in  the  case  of  an  individual  who  receives  a  kidney 
transplant,  with  the  thirty-sixth  month  after  the  month  in  which 
such  individual  receives  such  transplant  or,  in  the  case  of  an 
individual  who  has  not  received  a  kidney  transplant  and  no  longer 
requires  a  regular  course  of  dialysis,  with  the  twelfth  month  after 
the  month  in  which  such  course  of  dialysis  is  terminated. 
"(c)  Notwithstanding  the  provisions  of  subsection  (b) — 

"  (1)  in  the  case  of  any  mdividual  who  participates  in  a  self -care 
dialysis  training  program  prior  to  the  third  month  after  the 
month  in  which  such  individual  initiates  a  regular  course  of  renal 
dialysis  in  a  renal  dialysis  facility  or  provider  of  services  meeting 
Infra.  the  requirements  of  section  1881(b),  entitlement  to  benefits  under 

42  use  1395.  part  A  and  eligibility  to  enroll  under  part  B  of  title  XVIII  shall 

42  use  1395j.  begin  with  the  month  in  which  such  regular  course  of  renal  dial- 

ysis is  initiated ; 

"(2)  in  any  case  in  which  a  kidney  transplant  fails  (whether 
during  or  after  the  thirty-six-month  period  specified  in  subsection 
(b)  (2) )  and  as  a  result  the  individual  who  received  such  trans- 
plant initiates  or  resumes  a  regular  course  of  renal  dialysis,  entitle- 
ment to  benefits  under  part  A  and  eligibility  to  enroll  under  part 
B  of  title  XVIII  shall  begin  with  the  month  in  which  such 
course  is  initiated  or  resumed;  and 

"(3)  in  any  case  in  which  a  regular  course  of  renal  dialysis  is 
resumed  subsequent  to  the  termination  of  an  earlier  course,  entitle- 
ment to  benefits  under  part  A  and  eligibility  to  enroll  under  part. 
B  of  title  XVIII  shall  begin  with  the  month  in  which  such  regular 
course  of  renal  dialysis  is  resumed.". 
42  use  426.  (b)  Section  226  of  s;ich  Act  is  amended— 

(1)  by  striking  out  subsections  (e),  (f),  and  (g),and 

(2)  by  redesignating  subsections  (h)  and  (i)  as  subsections  (e) 
and  (f),  respectively. 

42  use  1395x.        Sec.  2.  Part  C  of  title  XVIII  of  the  Social  Security  Act  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 


42  use  1395rr.       "Sec.  1881.  (a)  The  benefits  provided  by  parts  A  and  B  of  this  title 
42  use  1395.      shall  include  benefits  for  individuals  who  have  been  determined  to 
42  use  1395j.      have  end-stage  renal  disease  as  provided  in  section  226A,  and  benefits 
Ante,  p.  307.        f^j,  kidney  donors  as  provided  in  subsection  (d)  of  this  section.  Not- 
withstanding any  other  provision  of  this  title,  the  type,  duration,  and 
scope  of  the  benefit  provided  by  parts  A  and  B  with  respect  to  indi- 
viduals who  have  been  determined  to  have  end-stage  renal  disease  and 
who  are  entitled  to  such  benefits  without  regard  to  section  226A  shall 
in  no  case  be  less  than  the  type,  duration,  and  scope  of  the  benefits  so 
provided  for  individuals  entitled  to  sucli  benefits  solely  by  reason  of 
that  section. 

"(b)  (1)  Payments  under  this  title  with  respect  to  services,  in  addi- 
tion to  services  for  which  payment  would  otherwise  be  made  under 
this  title,  furnished  to  individuals  who  have  been  determined  to  have 
end-stage  renal  disease  shall  include  (A)  payments  on  behalf  of  such 
individuals  to  providers  of  services  and  renal  dialysis  facilities  which 
meet  such  requirements  as  the  Secretary  shall  by  regulation  prescribe 
for  institutional  dialysis  services  and  supplies  (including  self-dialysis 
services  in  a  self -care  dialysis  unit  maintained  by  the  provider  or  facil- 
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ity),  transplantation  services,  self -care  home  dialysis  support  services 
which  are  furnished  by  the  provider  or  facility,  and  routine  profes- 
sional services  performed  by  a  physician  during  a  maintenance  dialysis 
episode  if  pavments  for  his  other  professional  services  furnished  to  an 
individual  who  has  end-stage  renal  disease  are  made  on  the  basis  spec- 
ified in  paragraph  (3)  (A)  of  this  subsection,  and  (B)  payments  to 
or  on  behalf  of  such  individuals  for  home  dialysis  supplies  and  equip- 
ment. The  requirements  prescribed  by  the  Secretary  under  subpara- 
graph (A)  shall  include  requirements  for  a  minimum  utilization  rate 
for  covered  procedures  and  for  self -dialysis  training  programs. 

"(2)  (A)  With  respect  to  payments  for  dialysis  services  furnished 
by  providers  of  services  and  renal  dialysis  facilities  to  individuals 
determined  to  have  end-stage  renal  disease  for  which  payments  may 
be  made  under  part  B  of  this  title,  sudh  payments  (unless  otherwise  42  USC  1395j. 
provided  in  this  section)  shall  be  equal  to  80  percent  of  the  amounts 
determined  in  accordance  with  subparagraph  (B)  ;  and  with  respect 
to  payments  for  .services  for  which  payments  may  be  made  under  part 
A  of  this  title,  the  amounts  of  such  payments  (which  amounts  shall  42  USC  1395. 
not  exceed,  in  respect  to  costs  in  procuring  organs  attributable  to  pay- 
ments made  to  an  organ  procurement  agency  or  histocompatibility 
laboratory,  the  costs  incurred  by  that  agency  or  la;boratory)  ^hall  be 
determined  in  accordance  with  section  1861  (v).  Payments  shall  be  42  USC  1395x. 
made  to  a  renal  dialysis  facility  only  if  it  agrees  to  accept  such  pay- 
ments as  payment  in  full  for  covered  services,  except  for  payment  by 
the  individual  of  20  percent  of  the  estimated  amounts  for  such  services 
calculated  on  the  basis  established  by  the  Secretary  under  subpara- 
graph (B)  and  the  deductible  amount  imposed  by  section  1833(b).        42  USC  1395/. 

"(B)  The  Secretary  shall  prescribe  in  regulations  any  methods  and  Regulations, 
procedures  to  (i)  determine  the  costs  incurred  by  providers  of  services 
and  renal  dialysis  facilities  in  furnishing  covered  services  to  indi- 
viduals determined  to  have  end-stage  renal  disease,  and  (ii)  deter- 
mine, on  a  cost-related  basis  or  other  economical  and  equitable  basis 
(including  any  basis  authorized  under  section  1861  (v) ),  the  amounts 
of  payments  to  be  made  for  part  B  services  furnished  by  such  providers 
and  facilities  to  such  individuals.  Such  regulations  shall  provide  for 
the  implementation  of  appropriate  incentives  for  encouraging  more 
efficient  and  effective  delivery  of  services  (consistent  with  quality 
care),  and  shall  include,  to  the  extent  determined  feasible  by  the  Sec- 
retary, a  system  for  classifying  comparable  providers  and  facilities, 
and  prospectively  set  rates  or  target  rates  with  arrangements  for 
sharing  such  reductions  in  costs  as  may  be  attributable  to  more  efficient 
and  effective  delivery  of  services. 

"(C)  Such  regulations,  in  the  case  of  services  furnished  by  pro- 
prietary providers  and  facilities  may  include,  if  the  Secretary  finds  it 
leasible  and  appropriate,  provision  for  recognition  of  a  reasonable 
rate  of  return  on  equity  capital,  providing  such  rate  of  return  does  not 
exceed  the  rate  of  return  stii>ulated  in  section  1861  (v)  (1)  (B). 

"(D)  For  purposes  of  section  1878,  a  renal  dialysis  facility  shall  be  42  USC  1395<w. 
treated  as  a  provider  of  services. 

"  (3)  With  respect  to  payments  for  physicians'  services  furnished  to 
individuals  determined  to  have  end-stage  renal  disease,  the  Secretary 
shall  pay  80  percent  of  the  amounts  calculated  for  such  services — 

"(A)  on  a  reasonaible  charge  basis  (but  may,  in  such  case,  make 
payment  on  the  basis  of  the  prevailing  charges  of  other  physicians 
for  comparable  services)  except  that  payment  may  not  be  made 
under  this  subparagraph  for  routine  services  furnished  during  a 
maintenance  dialysis  episode,  or 
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"(B)  on  a  comprehensive  monthly  fee  or  other  basis  for  an 
aggregate  of  services  provided  over  a  period  of  time  (as  defined 
in  regulations). 

"(4)  Pursuant  to  a^eements  with  approved  providers  of  services 
and  renal  dialysis  facilities,  the  Secretary  may  make  payments  to  such 
providers  and  facilities  for  the  cost  of  home  dialysis  supplies  and 
equipment  and  self -care  home  dialysis  support  services  furnished  to 
patients  whose  self -care  home  dialysis  is  under  the  direct  supervision 
of  such  provider  or  facility,  on  the  basis  of  a  target  reimbursement 
rate  (as  defined  in  paragraph  (6) ). 

"(5)  An  agreement  under  paragraph  (4)  shall  require,  in  accord- 
ance with  regulations  prescribed  by  the  Secretary,  that  the  provider 
or  facility  will — 

"(A)  assiune  full  responsibility  for  directly  obtaining  or 
arranging  for  the  provision  of — 

"(i)  such  medically  necessary  dialysis  equipment  as  is  pre- 
scribed by  the  attending  physician ; 

"(ii)  dialysis  equipment  maintenance  and  repair  services; 
"(iii)  the  purchase  and  delivery  of  all  necessary  medical 
supplies;  and 

"  ( iv )  where  necessary,  the  services  of  trained  home  dialysis 
aides; 

"(B)  perform  all  such  administrative  functions  and  maintain 
such  information  and  records  as  the  Secretary  may  require  to 
verify  the  transactions  and  arrangements  described  in  subpara- 
graph (A); 

"(C)  submit  such  cost  reports,  data,  and  information  as  the 
Secretary  may  require  with  respect  to  the  costs  incurred  for  equip- 
ment, supplies,  and  services  furnished  to  the  facility's  home  dial- 
ysis patient  population ;  and 

"(D)  provide  for  full  access  for  the  Secretary  to  all  such 
records,  data,  and  information  as  he  may  require  to  perform  his 
functions  under  this  section. 
"(6)  The  Secretary  shall  establish,  for  each  calendar  year,  com- 
mencing with  January  1,  1979,  a  target  reimbursement  rate  for  home 
dialj^sis  which  shall  be  adjusted  for  regional  variations  in  the  cost  of 
providing  home  dialysis.  In  establishing  such  a  rate,  the  Secretary  shall 
include — 

"  ( A)  the  Secretary's  estimate  of  the  cost  of  providing  medically 
necessary  home  dialysis  supplies  and  equipment ; 

"(B)  an  allowance,  in  an  amount  determined  by  the  Secretary, 
to  cover  the  cost  of  providing  personnel  to  aid  in  home  dialysis ; 
and 

"(C)  an  allowance,  in  an  amount  determined  by  the  Secretary, 
to  cover  administrative  costs  and  to  provide  an  incentive  for  the 
efficient  delivery  of  home  dialysis ; 
but  in  no  event  shall  such  target  rate  exceed  70  percent  of  the  national 
average  payment,  adjusted  for  regional  variations,  for  maintenance 
dialysis  services  furnished  in  approved  providers  and  facilities  during 
the  preceding  fiscal  year.  Any  such  target  rate  so  established  shall  be 
utilized,  without  renegotiation  of  the  rate,  throughout  the  calendar 
year  for  which  it  is  established.  During  the  last  quarter  of  each 
calendar  year,  the  Secretary  shall  establish  a  home  dialysis  target 
reimbursement  rate  for  the  next  calendar  year  based  on  the  most  recent 
data  available  to  the  Secretary  at  the  time.  In  establishing  any  rate 
under  this  paragraph,  the  Secretary  may  utilize  a  competitive-bid 
procedure,  a  prenegotiated  rate  procedure,  or  any  other  procedure 
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which  the  SocretaiT  determines  is  appropriate  and  feasible  in  order  to 
carry  out  tliis  paragi-aph  in  an  effective  and  efficient  manner. 

"  (7)  For  purposes  of  this  title,  the  term  'home  dialysis  supplies  and  Definitions, 
equipment'  means  medically  necessary  supplies  and  equipment  (includ- 
ing supportive  equipment)  required  by  an  individual  suffering  from 
end-stage  renal  disease  in  connection  with  renal  dialysis  carried  out  in 
his  home  (as  defined  in  regulations),  including  obtaining,  installing, 
and  maintaining  such  equipment. 

"(8)  For  purposes  of  this  title,  the  term  'self -care  home  dialysis 
support  services',  to  the  extent  permitted  in  regulation,  means — 

"(A)  periodic  monitoring  of  the  patient's  home  adaptation, 
including  visits  by  qualified  provider  or  facility  personnel  (as 
defined  in  regulations) ,  so  long  as  this  is  done  in  accordance  with 
a  plan  prepared  and  periodically  reviewed  by  a  professional  team 
(as  defined  in  regulations)  including  the  individual's  physician; 
"(B)  installation  and  maintenance  of  dialysis  equipment; 
"(C)  testing  and  appropriate  treatment  of  the  water;  and 
"(D)  such  additional  supportive  services  as  the  Secretary  finds 
appropriate  and  desirable. 
"(9)  For  purposes  of  this  title,  the  term  'self-care  dialysis  unit' 
means  a  renal  dialysis  facility  or  a  distinct  part  of  such  facility  or  of 
a  provider  of  services,  which  has  been  approved  by  the  Secretary  to 
make  self -dialysis  services,  as  defined  by  the  Secretary  in  regulations, 
available  to  individuals  who  have  been  trained  for  self -dialysis.  A  self- 
care  dialysis  unit  must,  at  a  minimum,  furnish  the  services,  equipment 
and  supplies  needed  for  self-care  dialysis,  have  patient-staff  ratios 
which  are  appropriate  to  self -dialysis  (allowing  for  such  appropriate 
lesser  degree  of  ongoing  medical  supervision  and  assistance  of  ancillary 
personnel  than  is  required  for  full  care  maintenance  dialysis),  and 
meet  such  other  requirements  as  the  Secretary  may  prescribe  with 
respect  to  the  quality  and  cost-effectiveness  of  services. 

"(c)(1)(A)  For  the  purpose  of  assuring  effective  and  efficient  Network 
administration  of  the  benefits  provided  under  this  section,  the  Secre-  organizations, 
tary  shall  establish,  in  accordance  with  such  criteria  as  he  finds 
appropriate,  renal  disease  network  areas,  such  network  organizations 
(including  a  coordinating  council,  an  executive  committee  of  such 
council,  and  a  medical  review  board,  for  each  network  area)  as  he 
finds  necessary  to  accomplish  such  purpose,  and  a  national  end  stage 
renal  disease  medical  information  system.  The  Secretary  may  by  regu-  Regulations, 
lations  provide  for  such  coordination  of  network  planning  and  quality 
assurance  activities  and  such  exchange  of  data  and  information  among 
agencies  with  responsibilities  for  health  planning  and  quality  assur- 
ance activities  under  Federal  law  as  is  consistent  with  the  economical 
and  efficient  administration  of  this  section  and  with  the  responsibilities 
established  for  network  organizations  under  this  section. 

"(B)  At  least  one  patient  representative  shall  serve  as  a  member  of 
each  coordinating  council  and  executive  committee. 

"(C)  The  Secretary  shall,  in  regulations,  prescribe  requirements  Regulations, 
with  respect  to  membership  in  network  organizations  by  individuals 
(and  the  relatives  of  such  individuals)  (i)  who  have  an  ownership  or 
control  interest  in  a  facility  or  provider  which  furnishes  services 
referred  to  in  section  1861  (s)  (2)  (F),  or  (ii)  who  have  received  remu-  42  USC  1395x. 
neration  from  any  such  facility  or  provider  in  excess  of  such  amounts 
as  constitute  reasonable  compensation  for  services  (including  time  and 
effort  relative  to  the  provision  of  professional  medical  services)  or 
goods  supplied  to  such  facility  or  provider;  and  such  requirements  G)nflicts  of 
shall  provide  for  the  definition,  disclosure,  and,  to  the  maximum  interest. 
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extent  consistent  with  effective  administration,  prevention  of  poten- 
tial or  actual  financial  or  professional  conflicts  of  interest  with  respect 
to  decisions  concerning  the  appropriateness,  nature,  or  site  of  patient 
care. 

"(2)  The  network  organizations  of  each  network  shall  be  responsi- 
ble, in  addition  to  such  other  duties  and  functions  as  may  be  prescribed 
by  the  Secretary,  for — 

"(A)  encouraging,  consistent  with  sound  medical  practice,  the 
use  of  those  treatment  settings  most  compatible  with  the  successful 
rehabilitation  of  the  patient; 

"(B)  developing  criteria  and  standards  relating  to  the  quality 
and  appropriateness  of  patient  care;  and  network  goals  with 
respect  to  the  placement  of  patients  in  self-care  settings  and 
undergoing  or  preparing  for  transplantation ; 

"(C)  evaluating  the  procedure  by  which  facilities  and  pro- 
viders in  the  network  assess  the  appropriateness  of  patients  for 
proposed  treatment  modalities ; 

"(D)  identifying  facilities  and  providers  that  are  not  cooper- 
ating toward  meeting  network  goals  and  assisting  such  facilities 
and  providers  in  developing  appropriate  plans  for  correction ;  and 
"(E)  submitting  an  annual  report  to  the  Secretary  on  July  1 
of  each  year  which  shall  include  a  full  statement  of  the  network's 
goals,  data  on  the  network's  performance  in  meeting  its  goals 
(including  data  on  the  comparative  performance  of  facilities  and 
providers  with  respect  to  the  identification  and  placement  of  suit- 
able candidates  in  self -care  settings  and  transplantation),  identifi- 
cation of  those  facilities  that  have  consistently  failed  to  cooperate 
with  network  goals,  and  recommendations  with  respect  to  the  need 
for  additional  or  alternative  services  or  facilities  in  the  network 
in  order  to  meet  the  network  goals,  including  self -dialysis  training, 
transplantation,  and  organ  procurement  facilities. 
"(3)  Where  the  Secretary  determines,  on  the  basis  of  the  data  con- 
tained in  the  network's  annual  report  and  such  other  relevant  data  as 
may  be  available  to  him,  that  a  facility  or  provider  has  consistently 
failed  to  cooperate  with  network  plans  and  goals,  he  may  terminate 
or  withhold  certification  of  such  facility  or  provider  (for  purposes 
of  payment  for  services  furnished  to  individuals  with  end  stage  renal 
disease)  until  he  determines  that  such  provider  or  facility  is  making 
reasonable  and  appropriate  efforts  to  cooperate  with  the  network's 
plans  and  goals. 

"(4)  The  Secretary  shall,  in  determining  whether  to  certify  addi- 
tional facilities  or  expansion  of  existing  facilities  within  a  network, 
take  into  account  the  network's  goals  and  performance  as  reflected  in 
the  network's  annual  report. 

"(5)  The  Secretary,  after  consultation  with  appropriate  profes- 
sional and  planning  organizations,  shall  provide  such  guidelines  with 
respect  to  the  planning  and  delivery  of  renal  disease  services  as  are 
necessary  to  assist  network  organizations  in  their  development  of  their 
respective  networks'  goals  to  promote  the  optimum  use  of  self-dialysis 
and  transplantation  by  suitable  candidates  for  such  modalities. 

"(6)  It  is  the  intent  of  the  Congress  that  the  maximum  practical 
number  of  patients  who  are  medically,  socially,  and  psychologically 
suitable  candidates  for  home  dialysis  or  transplantation  should  be  so 
treated.  The  Secretary  shall  consult  with  appropriate  professional  and 
network  organizations  and  consider  available  evidence  relating  to 
developments  in  research,  treatment  methods,  and  technology  for  home 
dialysis  and  transplantation.  The  Secretary  shall  periodically  submit 
to  the  Congress  such  legislative  recommendations  as  the  Secretary  finds 
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warranted  on  the  basis  of  such  consultation  and  evidence  to  further 
the  national  objective  of  maximizing  the  use  of  home  dialysis  and 
transplantation  consistent  with  good  medical  practice. 

"(d)  Notwithstanding  any  provision  to  the  contrary  in  section  226  42  USC  426. 
any  individual  who  donates  a  kidney  for  transplant  surgery  shall  be 
entitled  to  benefits  under  parts  A  and  B  of  this  title  with  respect  to  42  USC  1395, 
such  donation.  Reimbursement  for  the  reasonable  expenses  incurred  by  1395j. 
such  an  individual  with  respect  to  a  kidney  donation  shall  be  made  Regulations, 
(without  regard  to  the  deductible,  premium,  and  coinsurance  provi- 
sions of  this  title),  in  such  manner  as  may  be  prescribed  by  the  Secre- 
tary in  regulations,  for  all  reasonable  preparatory,  operation,  and 
postoperation  recovery  expenses  associated  with  such  donation,  includ- 
ing but  not  limited  to  the  expenses  for  which  payment  could  be  made 
if  he  were  an  eligible  individual  for  purposes  of  parts  A  and  B  of 
this  title  without  regard  to  this  subsection.  Payments  for  postoperation 
recovery  expenses  shall  be  limited  to  the  actual  period  of  recovery. 

"(e)(1)  Notwithstanding  any  other  provision  of  this  title,  the  Agreements. 
Secretary  may,  pursuant  to  agreements  with  approved  providers  of 
services  and  renal  dialysis  facilities,  reimburse  such  providers  and 
facilities  (without  regard  to  the  deductible  and  coinsurance  provisions 
of  this  title)  for  the  reasonable  cost  of  the  purchase,  installation,  main- 
tenance and  reconditioning  for  subsequent  use  of  artificial  kidney  and 
automated  dialysis  peritoneal  machines  (including  supportive  equip- 
ment) which  are  to  be  used  exclusively  by  entitled  individuals  dialyz- 
ing  at  home. 

"(2)  An  agreement  under  this  subsection  shall  require  that  the 
provider  or  facility  will — 

"(A)  make  the  equipment  available  for  use  only  by  entitled 
individuals  dialyzing  at  home ; 

"(B)  recondition  the  equipment,  as  needed,  for  reuse  by  such 
individuals  throughout  the  useful  life  of  the  equipment,  including 
modification  of  the  equipment  consistent  with  advances  in  research 
and  technology ; 

"(C)  provide  for  full  access  for  the  Secretary  to  all  records 
and  information  relating  to  the  purchase,  maintenance,  and  use 
of  the  equipment ;  and 

"(D)  submit  such  reports,  data,  and  information  as  the  Secre-  Reports, 
tary  may  require  with  respect  to  the  cost,  management,  and  use 
of  the  equipment. 

"(3)  For  purposes  of  this  section,  the  term  'supportive  equipment'  "Supportive 
includes  blood  pumps,  heparin  pumps,  bubble  detectors,  other  alarm  equipment." 
systems,  and  such  other  items  as  the  Secretary  may  determine  are 
medically  necessary. 

"(f)  (1)  The  Secretary  shall  initiate  and  carry  out,  at  selected  loca-  Experiments  and 
tions  in  the  United  States,  pilot  projects  under  which  financial  assist-  pilot  projects, 
ance  in  the  purchase  of  new  or  used  durable  medical  equipment  for 
renal  dialysis  is  provided  to  individuals  suffering  from  end  stage  renal 
disease  at  the  time  home  dialysis  is  begun,  with  provision  for  a  trial 
period  to  assure  successful  adaptation  to  home  dialysis  before  the 
actual  purchase  of  such  equipment. 

"(2)  The  Secretary  shall  conduct  experiments  to  evaluate  methods 
for  reducing  the  costs  of  the  end  Ftage  renal  disease  projrram.  Such 
experiments  shall  include  (without  being  limited  to)  reimbursement 
for  nurses  and  dialysis  technicians  to  assist  with  home  dialvsis,  and 
reimbursement  to  family  members  assisting  with  home  dialysis. 

"(3)  The  Secretary  shall  conduct  experiments  to  evaluate  methods 
of  dietary  control  for  reducing  the  costs  of  the  end  stage  renal  disease 
program,  including  (without  being  limited  to)  the  use  of  protein- 
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controlled  products  to  delay  the  necessity  for,  or  reduce  the  frequency 
of,  dialysis  in  the  treatment  of  end  stage  renal  disease. 
Studies.  "  (4)  The  Secretary  shall  conduct  a  comprehensive  study  of  methods 

for  increasing  public  participation  in  kidney  donation  and  other  organ 
donation  programs. 

"(5)  The  Secretary  shall  conduct  a  full  and  complete  study  of  the, 
reimbursement  of  physicians  for  services  furnished  to  patients  with 
end  stage  renal  disease  under  this  title,  giving  particular  attention  to,  ; 
the  range  of  payments  to  physicians  for  such  services,  the  average 
amounts  of  such  payments,  and  the  number  of  hours  devoted  to  fur- 
nishing such  services  to  patients  at  home,  in  renal  disease  facilities,  in 
hospitals,  and  elsewhere. 

"  (6)  The  Secretary  shall  conduct  a  study  of  the  number  of  patients 
with  end  stage  renal  disease  who  are  not  eligible  for  benefits  withjw 
respect  to  such  disease  under  this  title  (by  reason  of  this  section  orj^ 
otherwise),  and  of  the  economic  impact  of  such  noneligibility  of  suchj-j 
individuals.  Such  study  shall  include  consideration  of  mechanisms  j 
whereby  governmental  and  other  health  plans  might  be  instituted  or  j 
modified  to  permit  the  purchase  of  actuarially  sound  coverage  for  the ! 
costs  of  end  stage  renal  disease.  'j 

"  (7)  The  Secretary  shall  conduct  a  study  of  the  medical  appropriate-  \j 
ness  and  safety  of  cleaning  and  reusing  dialysis  filters  by  home  dialysis 
patients.  In  such  cases  in  which  the  Secretary  determines  that  such 
home  cleaning  and  reuse  of  filters  is  a  medically  sound  procedure,  the 
Secretary  shall  conduct  experiments  to  evaluate  such  home  cleaning 
and  reuse  as  a  method  of  reducing  the  costs  of  the  end  stage  renal 
disease  program. 

Reports  to  "(8)  The  Secretary  shall  submit  to  the  Congress  no  later  than 

Congress.  October  1, 1979,  a  full  report  on  the  experiments  conducted  under  para- ; 

raphs  (1),  (2),  (3),  and  (7),  and  the  studies  under  paragraphs  (4), 
5),  (6),  and  (7).  Such  report  shall  include  any  recommendations  for 
legislative  changes  which  the  Secretary  finds  necessary  or  desirable  as  i 
a  result  of  such  experiments  and  studies. 

"(g)  The  Secretary  shall  submit  to  the  Congress  on  April  1,  1979, 
and  April  1  of  each  year  thereafter  a  report  on  the  end  stage  renal 
disease  program,  including  but  not  limited  to — 

"(1)  the  number  of  patients,  nationally  and  by  renal  disease  I 
network,  on  dialysis  (self -dialysis  or  otherwise)  at  home  and  in 
facilities ; 

"(2)  the  number  of  new  patients  entering  dialysis  at  home  and 
in  facilities  during  the  year ; 

"(3)  the  number  of  facilities  providing  dialysis  and  the  utiliza- 
tion rates  of  those  facilities ; 

"(4)  the  number  of  kidney  transplants,  by  source  of  donor 
organ ; 

"(5)  the  number  of  patients  awaiting  organs  for  transplant; 
"  (6)  the  number  of  transplant  failures ; 

"(7)  the  range  of  costs  of  kidney  acquisitions,  by  type  of 
facility  and  by  region ; 

"(8)  the  number  of  facilities  providing  transplants  and  the| 
number  of  transplants  performed  per  f  aeility ;  I 
"  (9)  patient  mortality  and  morbidity  rates ;  l| 
"(10)  the  average  annual  cost  of  hospitalization  for  ancillary  I 
problems  in  dialysis  and  transplant  patients,  and  drug  costs  fori 
transplant  patients ;  * 

"(11)  medicare  payment  rates  for  dialysis,  transplant  proce- 
dures, and  physician  services,  along  with  any  changes  in  such 
rates  during  the  year  and  the  reasons  for  those  changes ; 
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"  ( 12)  the  results  of  cost-saving  experiments ; 

"(13)  the  results  of  basic  kidney  disease  research  conducted  by 
the  Federal  Government,  private  institutions,  and  foreign 
governments ; 

"(14)  information  on  the  activities  of  medical  review  boards 
and  other  networks  organizations ;  and 
"(15)  estimated  program  costs  over  the  next  five  years.". 
Sec.  3.  (a)  Section  226(a)  of  the  Social  Security  Act  is  amended — 

(1)  by  striking  out  "specified  in  subparagraph  (B) "  and  insert- 
ing in  lieu  thereof  "specified  in  paragraph  (1)";  and 

(2)  by  striking  out  "specified  in  subparagraphs  (A)  and  (B)" 
and  inserting  in  lieu  thereof  "specified  in  paragraphs  (1)  and  (2) 

(b)  Paragraphs  (2)  and  (3)  of  section  226(e)  of  such  Act  (asredes- 
gnated  by  subsection  (b)  (2)  of  the  first  section  of  this  Act)  are  each 
mended  by  striking  out  "subsection  b"  and  inserting  in  lieu  thereof 
subsection  (b)". 

Sec.  4.  (a)  Section  1811  of  the  Social  Security  Act  is  amended — 

(1)  by  striking  out  "section  226"  and  inserting  in  lieu  thereof 
"sections  226  and  226 A" ; 

(2)  by  striking  out  "and"  at  the  end  of  clause  (1) ,  and  inserting 
in  lieu  thereof  a  comma ;  and  ' 

(3)  by  inserting  immediately  before  the  period  the  following: 
",  and  (3)  certain  individuals  who  do  not  meet  the  conditions 
specified  in  either  clause  (1)  or  (2)  but  who  are  medically  deter- 
mined to  have  end  stage  renal  disease". 

(b)  Section  1833  (a)  (1)  of  such  Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  clause  (C),  and 

(2)  by  adding  the  following  after  "section),"  in  clause  (D) : 
"and  (E)  with  respect  to  services  furnished  to  individuals  who 
have  been  determined  to  have  end  stage  renal  disease,  the  amounts 
paid  shall  be  determined  subject  to  the  provisions  of  section  1881, 
and". 

(c)  Section  1833  (a)  (2)  of  such  Act  is  amended  by  inserting  "  (unless 
otherwise  specified  in  section  1881)"  after  "other  services". 

(d)  Section  1861  (s)  (2)  of  such  Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  clause  (D) ; 

( 2 )  by  inserting  "and"  at  the  end  of  clause  ( E ) ;  and 

(3)  by  adding  the  following  new  clause  after  clause  (E)  : 
"(F)  home  dialysis  supplies  and  equipment,  self -care  home 

dialysis  support  services,  and  institutional  dialysis  services  and 
supplies;". 

(e)  The  first  sentence  of  section  1866(a)(2)(A)  of  such  Act  is 
imended  by  inserting  the  following  before  the  period :  "  (but  in  the 
ase  of  items  and  services  furnished  to  individuals  with  end-stage  renal 
lisease,  an  amount  ecjual  to  20  percent  of  the  estimated  amounts  for 
uch  items  and  services  calculated  on  the  basis  established  by  the 
secretary)". 

(f)  Section  1814(b)  (1)  of  such  Act  is  amended  by  inserting  "and 
s  further  limited  by  section  1881(b)  (2)  (B)"  after  "1861  (v)". 

Sec.  5.  The  third  sentence  of  section  1817(b)  of  the  Social  Security 
Let,  and  the  third  sentence  of  section  1841(b)  of  such  Act,  and  section 
876(b)  (2)  (B)  of  such  Act,  are  each  amended  by  striking  out  "Com- 
lissioner  of  Social  Security"  and  inserting  in  lieu  thereof  "Adminis- 
rator  of  the  Health  Care  Financing  Administration". 

Sec.  6.  The  amendments  made  by  the  preceding  sections  of  this  Act 
hall  become  effective  with  respect  to  services,  supplies,  and  equipment 
urnished  after  the  third  calendar  month  which  begins  after  the  date 
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of  the  enactment  of  this  Act,  except  that  those  amendments  providing 
for  the  implementation  of  an  incentive  reimbursement  system  for 
dialysis  services  furnished  in  facilities  and  providers  shall  become 
effective  with  respect  to  a  facility's  or  provider's  first  accoimting  period 
which  begins  after  the  last  day  of  the  twelfth  month  following  the 
month  of  the  enactment  of  this  Act,  and  those  amendments  providing 
for  reimbursement  rates  for  home  dialysis  Shall  become  effective  on 
April  1, 1979. 

Sec.  7.  Section  15(d)  of  Public  Law  93-233  (as  amended  by  section 
7  (c)  of  Public  Law  93-368  and  the  first  section  of  Public  Law  94^368) 
is  amended  by  striking  out  "October  1,  1977"  and  inserting  in  lieu 
thereof  "October  1, 1978". 

Sec.  8.  (a)  The  first  sentence  of  section  1905  (c)  of  the  Social  Security 
Act  is  amended — 

(1)  by  striking  "and  (3)"  and  inserting  in  lieu  thereof  "(3)"; 
and 

(2)  by  striking  out  the  period  at  the  end  thereof  and  inserting 
in  lieu  thereof  the  following  ",  and  (4)  meets  the  requirements  of 
section  1861  (j)  (14)  with  respect  to  protection  of  patients' 
personal  funds.". 

(b)  The  fourth  sentence  of  section  1905(c)  of  such  Act  is  amended 
by  striking  out  "clauses  (2)  and  (3)"  and  inserting  in  lieu  thereof 
"clauses  (2),  (3), and  (4)". 

(c)  The  Secretary  of  Health,  Education,  and  Welfare  shall,  by 
regulation,  define  those  costs  which  may  be  charged  to  the  personal 
funds  of  patients  in  intermediate  care  facilities  who  are  individuals 
receiving  medical  assistance  under  a  State  plan  approved  under  the 
provisions  of  title  XIX  of  the  Social  Security  Act,  and  those  costs 
which  are  to  be  included  in  the  reasonable  cost  or  reasonable  charge 
for  intermediate  care  facility  services  as  determined  under  the  pro- 
visions of  such  title. 

(d)  (1)  The  amendments  made  by  subsections  (a)  and  (b)  shall 
become  effective  on  July  1, 1978. 

(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall  issue 
the  regulations  required  under  subsection  (c)  within  90  days  after 
the  date  of  enactment  of  this  Act  but  not  later  than  July  1, 1978. 

(e)  Section  20(c)(2)  of  the  Medicare-Medicaid  Anti-Fraud  and 
Abuse  Amendments  (Public  Law  95-142)  is  amended  by  striking  out 
"section  1905(g)"  and  inserting  in  lieu  thereof  "section  1903(g)' . 

Approved  June  13,  1978. 
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State  of  the  Union  and  ordered  to  be  printed 


Mr.  Ullman,  from  the  Committee  ojjl  Ways  4iiid  Means, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  8423] 

The  Committee  on  Ways  and  Means,  to  whom  Wa^  i*efe^ped*  the  bill 
(H.R.  8423)  to  amend  titles  11  and  XTHl  of  the  Social  Security  Act 
to  make  improvements  in  ^nd  ^ge  renal  disease  program  pres- 
ently authorized  under  section  226  of  that  act,  having  considered  the 
same,  report  favorably  therecm  with  amendments  and  recommend  that 
the.bill  as  amended  do  pass. 

The  amendments  (stated  in  terms  of  Uae  page  and  line  numbers  of 
the  introduced  bill)  are  as  follows : 

.  ,Page  3,  lias  5,  strike  out  ^W)section"  aiwi  insert  in  lieu  t^Breof 
"section". 

Page  5,  line  10,  strike  out  "  (c) "  and  insert  in  lieu  thereof  "  (d) 

Page  5,  line  25,  insert  after  "for"  the  following :  institutional  dialy- 
sis, services,  transplantation  services^". 

Page  6,  line  1,  strike  out  "facility"  B4id  insert  in  iieu  itbem)f 
"fajcility,". 

Page  €(,  line  8,  after  "f or^  insert  "dialysis". 

Page  10,  line  11,  strike  out  "rate"  and  insert  in  lieu  thereof 
"payment". 

Rige  10,  line  14,  after  "such"  insert  ^ta-rget". 

Page  10,  line  24,  strike  out  "manner.' '  and  insert  in  lieu  thereof 
"manner." 

Page  11,  line  2,  after  "equipment"  insert  "(including  supportive 
equipment) ". 

Page  11,  line  5,  strike  out  "the  necessary  dialysis" 4uid  insert  in  lieu 
thereof  "such". 

Page  11,  line  6,  strike  out  the  comma  and  all  that  follows  fl^wn 
thmugh  "home"  on  line  9. 

Page  12,  line  13,  strike  out  "services.' "  and  insert  in  lieu  tjiereof 
"services." 
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Page  14,  line  20,  strike  out  "shall"  and  insert  in  lieu  thereof  "may". 

Pa^  15,  line  5,  strike  out  "cooperating"  and  insert  in  lieu  thereof 
"making  reasonable  and  appropriate  effofe  to  cooperate". 

Page  15,  beginning  in  line  11,  strike  out  ",  be  transplanted,  or  be 
active  candidates  for  transplantation"  and  insert  in  lieu  thereof  "or 
be  transplanted". 

Page  18,  line  9,  strike  out  "subsection,"  and  insert  in  lieu  thereof 
"section,". 

Page  21,  line  12,  strike  out^^reens"  and  insert  in  lieu  thereof  "rates". 
Page  21,  line  14,  strike  out  "screens"  and  insert  in  lieu  thereof 

"rates^'. 

Page  23,  after  line  19,  insert  the  following  new  section : 

Sec.  5.  The  third  sentence  of  section  1817(b)  of  the  Social 
Security  Act,  and  the  third  sentence  of  section  1841(b)  of 
such  Act,  are  each  amended  by  striking  out  "Commissioner  of 
Social  Security"  and  inserting  in  lieu  thereof  "Administrator 
of  the  Health  Care  Financing  Administration". 

Page  23,  line  20,  strike  oUt  "5."  and  insert  in  lieu  thereof  "6.". 
Page  24,  line  3,  after  "facility's"  insert  "or  provider's". 
Amend  the  title  so  as  to  read : 

A  bill  to  amend  titles  II  and  XVIII  of  the  Social  Security  Act  to  make  improve- 
meats  the  end  stage  renal  disease  program  presently  authorized  under  section 
226  of  that  Act,  and  for  other  purposes. 

I.  Purpose  and  Background  of  the  BiiJj 

During  the  past  several  years  your  committee  has  tmdertaken  a 
number  of  studies  and  public  hearings  in  order  to  assess  the  ox>eration 
and  effectiveness  of  thel  medicare  end-stage  renal  disease  program. 
The  results  of  these  efforts  indicate  that  the  program  has  been  gen- 
erftly  successful' m  meeting  ihe  needs  of  renal  disease  patients  for 
insurance  protection  against  the  often  catastrophic  costs  of  dialysis 
and  transplantation.  However,  at  the  same  time,  it  has  become  clear 
that  the  program  is  plagued  by  a  number  of  serious  problems  which 
threaten  to  undermine  its  continuing  stability  and  effectiveness.  Your 
committee  believes  that  it  is  essenti^  to  promptly  address  and  resolve 
these  critical  problems. 

Your  committee  is  concerned  about  the  high  and  stefadily  rising  cost 
of  the  program  and  the  burden  it  can  place  on  the  medicare  trust  runds 
unless  steps  are  taken  to  put  it  on  a  more  cost-effective  basis.  The  com- 
mittee believes  that  there  are  several  areas  of  potential  cost  savings, 
including  the  increased  use  of  self-dialysis  settings  and  tranplanta- 
tion,  and  the  ue  of  incentive  reimbursement  methods  to  encourage 
economies  in  the  delivery  of  services. 

Fortunately,  this  is  a  program  where  the  introduction  of  appro- 
priate incentives  to  encourage  the  use  of  lower  cost  treatment  modali- 
ties is  wholly  compatible  with  the  best  interests  of  renal  disease 
patients  and  with  sound  medical  practice.  The  patient  who  success- 
fully undergoes  transplantation  can  return  to  a  relatively  normal  and 
stable  life.  The  patient  who  can  successfully  manage  self-dialysis 
either  in  his  own  home  or  in  a  self-care  dialysis  unit  of  a  facility  re- 
gains a  significant  measure  of  control  over  his  own  care  and  escapes 
from  what  might  otherwise  be  a  permanently  dependent  relationship. 
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And  in  both  types  of  cases,  program  savings  over  the  long  run  can 
be  substantial.  Similarly,  the  use  of  an  incentive  reimbursement  method 
in  this  program  can  produce  savings  through  more  cost-effective, 
efficient  delivery  of  needed  services. 

On  April  25  a  hearing  was  held  by  your  committee's  Subcommittee 
on  Heakh  on  proposed  legislation  to  amend  the  renal  disease  pro- 
gram. (Several  prior  hearings  on  the  administration  of  the  program 
were  held  by  the  committee's  Subcommittee  on  Oversight.)  The  Sub- 
committee on  Health  considered  specific  legislation  (H.R.  3112)  in 
executive  session  on  July  19,  reporting  a  clean  bill  (H.R.  8423)  to 
the  full  committee,  and  the  full  Committee  on  Ways  and  Means  con- 
sidered H.R.  8423  and  ordered  it  reported  on  July  25,  1977. 

Your  committee  fully  recommends  this  legislation  in  the  belief 
that  it  will  enhance  the  protection  afforded  by  the  pro-am  while  at 
the  same  time  assuring  that  the  program's  cost  is  maintained  at  a 
reasonable  level. 

II.  SUMMART  or  THE  BiLL 

As  reported,  the  provisions  of  H.R.  8423,  the  medicare  renal  disease 

Program  amendments,  are  designed  to  accomplish  five  objectives: 
'rovide  incentives  for  the  use  of  lower  cost,  medically  appropriate 
self-dialysis  (particularly  home  dialysis),  as  an  alternative  to  high- 
cost  institutional  dialysis;  eliminate  current  program  disincentives 
to  the  use  of  transplantation;  provide  for  tne  implementation  of 
incentive  reimbursement  methods  to  assure  more  cost-effective  de- 
livery of  services  to  patients  dialyzing  in  institutions  and  at  home ; 
develop  a  long-range  national  objective,  on  the  basis  of  the  con- 
tinuing review  and  judgment  of  professional  peer  review  organiza- 
tions, with  respect  to  the  most  effective  use  of  resources  for  treating 
renal  disease ;  and  provide  for  studies  of  alternative  ways  to  improve 
the  program  and  for  regular  reporting  to  the  Congress  on  the  renal 
disease  program.  The  summary  presented  below  briefly  outlines  the 
principal  features  of  the  bill  as  reported  imder  the  general  headings 
referred  to  above. 

INCENTIVES  FOR  USE  OF  SELF-DIALTSIS 

Your  committee's  bill  includes  several  provisions  designed  to  pro- 
vide incentives  for  more  extensive  use  of  lower  cost,  medically  ap- 
propriate self -care  dialysis  settings.  Although  the  cost  of  treatment 
in  self-dialysis  settings  is  considerably  less  for  the  program  than 
facility  dialysis,  there  has  been  a  steady  decline  in  the  percentage 
of  patients  on  home  dialysis.  Experience  indicates  that  one  of  the 
more  important  reasons  for  this  decline  is  the  existence  of  financial 
disincentives,  resulting  from  the  benefit  structure  of  the  medicare 
program,  for  patients  to  undertake  self-dialysis.  The  bill,  therefore, 
modifies  present  law  to  eliminate  these  disincentives  by : 

1.  Providing  for  the  waiver  of  the  3-month  waiting  period 
under  present  law  for  a  beneficiary  who  enters  a  self -care  train- 
ing program  prior  to  the  end  of  the  third  month  after  the  month 
his  re^nilar  course  of  dialysis  begins ; 

2.  Providing  for  the  coverage  of  disposable  supplies  (such  as 
syringes,  needles,  and  sterile  drapes)  required  for  the  effective 
performance  of  home  dialysis ; 
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3.  Providing  coverage  for  periodic  supportive  services,  includ-- 
ing  emergency  visits  and  servicing  of  dialysis  equipment,  fur- 
nished by  facilities  to  individuals  dialyzing  at  home ; 

4.  Providing  coverage  for  services  of  a  self -care  dialysis  unit 
maintained  by  a  renal  (Ealysis  facility ;  and 

5.  Authorizing  full  remibursement  to  facilities  for  dialysis 
equipment  purchased  by  facilities  for  the  exclusive  use  of  patients 
dialyzing  at  home. 

ELIMINATE  DISINCENTIVES  TO  TRANSPLANTATION 

Your  committee's  bill  includes  several  provisions  desired  to  elimi- 
jiate  those  disincentives  to  transplantation  related  to  limitations  in  the 
entitlement  requirements  of  present  law  which  expose  transplant  can- 
didates to  significant  financial  risk.  Thus,  the  bill  provides  for : 

1.  Coverage  for  a  transplant  patient  beginning  with  the  month 
he  is  hospitalized,  without  rega  rd  to  the  waiting  period  of  present 
law,  if  transplant  surgery  takes  place  within  that  month  or  the 
following  2  months ; 

2*  Extension  of  the  period  of  medicare  coverage  for  patients 
who  imdergo  transplantation  from  12  months  (under  present 
law)  to  36  months ; 

3.  Immediate  resumption  of  coverage,  without  a  waiting  period, 
whenever  a  transplant  fails ;  and 

4.  Coverage  for  expenses  incurred  by  live  kidney  donors,  in- 
cluding the  period  of  the  donor's  recovery. 

REIMBURSEaiENT  METHODS 

In  order  to  assure  more  cost-effective  reimbursement  for  dialysis 
services  famished  to  r«ial  disease  patients,  ;pour  committee's  bill  pro- 
vides for  the  implementation  of  incentive  reimbursement  methods  for 
services  furnished  by  renal  dialysis  facilities  to  patients  dialyzing  in 
the  facility  or  at  home.  Under  the  bill,  such  methods  may  include  pro- 
spectively set  rates,  a  system  for  classifying  comparable  facilities,  the 
use  of  target  rates  (adjusted  for  regional  differences)  with  provision 
for  sharing  savings  attributable  to  efficient  and  effective  delivery  of 
services,  and  other  incentives  to  efficient  performance.  (The  Secretary 
may  use  competitive-bid  procedures,  prenegotiated  rate  procedures  or 
such  other  procedures  as  he  finds  feasible  and  appropriate  in  establish- 
ing the  home  dialysis  target  rates.) 

Your  committee's  bill  also  clarifies  present  law  concerning  the  alter- 
native reimbursement  methods  available  to  physicians  with  respect  to 
services  provided  in  connecticHi  with  routine  maintenance  dialysis 
episodes. 

PEER  REVIEW  OF  SELB'-DIALYSIS  AND  TRANSPLANTATION 

Your  committee's  bill  assigns  responsibility  to  renal  disease  network 
peer  review  organizations  for  establishing  goals  for  the  identification 
and  placement  of  suitable  candidates  in  self -care  settings  and  trans- 
plantation, and  for  assessing  the  performance  of  fjicilities  in  meeting 
these  goals.  The  bill  also  establishes  a  long-range  national  objective, 
utilizing  the  experience  and  recommendations  of  professional  peer 
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review  organizations,  with  respect  to  the  use  of  self-dialysis  settings 
and  transplantation  by  suitable  candidates. 

STUDIES,  REPORTS,  AXD  ADMINISTRATION 

Your  committee's  bill  reauires  the  Secretary  to  conduct  experiments 
and  studies  on  ways  to  reduce  program  costs,  without  impairing  the 
quality  of  care,  including  studies  relating  to  the  reuse  of  dialysis  filters 
and  tiie  use  of  dietary  controls,  to  increase  public  participation  in  organ 
donation  programs,  and  to  assess  alternative  ways  of  financing  renal 
disease  services.  The  bill  also  requires  the  Secretary  to  submit  an  annual 
report  to  the  Congress  on  the  cost  and  operation  of  the  program,  and 
on  developments  with  respect  to  basic  and  applied  research  in  the  field 
of  renal  disease.  Under  the  bill,  the  Secretary  is  authorized  to  develop 
appropriate  administrative  structures  and  arrangements  to  carry  out 
Jiis  responsibilities. 

MINCm  AND  TECHNICAL  AMENDMENTS 

Your  committee's  bill  amends  the  entitlement  provisions  of  present 
law  to  clarify  the  intent  tha^  individuals  with.en4-sta^  renal  disease 
Are  iieemed  to  satisfy  tiii^  ^requir^eo^  pdl^iting  to  disnibility  bene- 
ficiaries. The  bill  also  provides  tiiat  the  Administrator  of  the  Health 
Care  Financing  Administration  shall  serve,  in  lieu  of  the  Commis- 
sioner of  Social  Security,  as  the  Secretary  of  the  Board  of  Trustees  of 
the  Hospital  Insurance  and  Supplementary  Medical  Insurance  Trust 
Funds. 

III.  General  Statement 

a52BPIAKATIOK,  JI7fiTmC4TIOir,  AK1>  C0MFABI901^  WITH  FBESENT  hAW 

A.  Incentives  for  use  of  self -dialysis 

Your  committee's  bill  includes  several  provisions  designed  to  pro- 
vide incentives  for  more  extensive  use  of  lower  cost,  medically  appro- 
priate self -care  dialysis  settings.  Although  dialysis  can  be  performed 
m  either  the  home  or  in  an  institutional  setting,  the  choice  of  dialysis 
location  has  significant  cost  implications.  The  cost  of  home  dialysis  is 
considerably  less  than  institutional  dialysis.  Studies  indicate  that  the 
current  annual  cost  of  home  dialysis  ranges  from  $8,000  to  $12,000 
while  the  annual  cost  of  institutional  dialysis  ranges  from  over  $15,000 
to  $30,000.  Thus,  the  cost  of  facility  dialysis  is  generally  twice  the 
cost  of  home  dialysis.  Moreover,  increased  use  of  home  dialysis  creates 
the  potential  for  significant  reductions  in  the  need  for  capital  invest- 
tnent  in  facilities  and  personnel. 

However,  since  1972,  the  year  in  which  the  medicare  renal  disease 
program  was  enacted,  there  has  been  a  steady  decline  in  the  percentage 
of  patients  on  home  dialysis.  According  to  the  National  Dialysis  Reg- 
ister, over  40  percent  of  the  total  patients  on  dialysis  were  dialyzing 
at  home  in  19/2.  By  the  beginning  of  1975,  the  percentage  on  home 
dialysis  had  declined  to  25  percent;  and,  according  to  data  just  re- 
leased by  the  Department  the  decline  has  continued — as  of  calendar 
year  1976,  according  to  this  data,  less  than  10  percent  of  dialysis 
patients  are  on  home  dialysis.  While  various  reasons  for  this  decline 
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have  been  offered  (including  changes  in  the  patient  population  under 
treatment,  professional  disinterest  in  encouraging  home  dialysis,  and 
increased  access  to  institutional  facilities),  the  evidence  suggests  that 
one  of  the  major  reasons  is  the  existence  of  financial  disincentives  for 
patients  to  undertake  self-care  dialysis. 

At  the  same  time  that  the  use  of  home  dialysis  has  been  declining, 
renal  disease  program  costs  have  been  rising  at  a  significantly  higher 
rate  than  forecast.  Current  estimates  furnished  by  the  Department  in- 
dicate that  renal  disease  program  costs  for  fiscal  year  1978  will  be  $0.9 
billion  and  will  increase  substantially  in  subsequent  years.  The  follow- 
ing table  furnished  to  your  committee  by  the  Department  illustrates 
the  anticipated  increases : 

Estimate  of  annual  benefits  paid 

Benefitft  in 

Fiscal  jear :  MWona 

198D  $1.  3 

1982    1.9 

1987    3. 6 

1992    6.  3 

Moreover,  the  patient  population  for  which  these  costs  would  be  in- 
curred is  a  relatively  small  one.  As  of  March  1977,  about  36,000  renal 
disease  patients  were  covered  by  the  program.  The  rate  of  increase  in 
enrolled  beneficiaries  is  about  4  percent  per  year  and  is  expected  to 
decline  to  about  one-half  of  1  percent  by  1985.  Thus,  it  is  estimated 
that  the  program  will  have  an  enrolled  renal  population  of  approxi- 
mately 60,000  by  1986  and  a  stable  population  of  about  75,000  by  the 
year  2000. 

While  it  is  true  that  the  high  cost  of  the  program  is,  in  part,  a  reflec- 
tion of  the  costly  technology  required  for  treatment,  and  the  need  in 
most  cases  for  lifetime  care,  it  is  generally  agreed  that  rising  program 
costs  are  also  a  reflection  of  disincentives  in  the  program  to  the  use  of 
lower  cost  self -dialysis  procedures  and  settings.  Your  (Committee  be- 
lieves that  appropriate  mcentives  for  more  cost-effective  use  of  self- 
care  dialysis  settings  can  help  significantly  to  contain  rising  program 
costs  without  impairing  the  quality  or  availability  of  needed  services. 


WAIVER  OP  3 -MONTH  WAITING  PERIOD  POR  SELP-CARE  TRAINING 


Your  committee's  bill  would  provide  for  waiver  of  the  waiting 
period  under  present  law  in  the  case  of  an  individual  who  partici- 
pates in  a  self-care  training  program  prior  to  the  end  of  the  third 
month  after  the  month  he  initiates  a  regular  course  of  dialysis. 

ITnder  present  law,  a  renal  disease  patient  under  age  65  becomes 
entitled  to  medicare  benefits  beginning  with  the  first  day  of  the  third 
month  after  the  month  a  course  of  dialysis  is  initiated.  This  3-month 
waiting  period  discourages  prompt  entry  into  a  self-care  training 
program  since  the  beneficiary  would  also  have  to  bear  the  additional 
cost  of  this  training  out-of-pocket.  Moreover,  once  adjusted  to  facility 
dialysis,  patients  are  often  reluctant  to  make  the  change  to  self -care 
dialysis. 

Your  committee  believes  that  this  provision  will  help  to  overcome 
the  reluctance  on  the  part  of  many  beneficiaries  to  undertake  self- 
dialysis  training.  However,  it  is  expected  that  the  Secretary  will  take 
appropriate  steps  to  assure  that  it  is  understood  the  waiver  is  intended 


for  those  individuals  who  can  be  reasonably  expected  to  complete  the 
training  program  and,  on  completion,  to  enter  into  a  self-dialysis 
setting. 

Coverage  of  supplies  necessary  to  perform  home  dialysis 

Your  committee's  bill  provides  coverage  for  all  supplies,  including 
disposable  si^pplies,  required  for  the  effective  performance  of  home 
dialysis. 

Under  present  law,  home  dialysis  results  in  a  substantially  larger 
out-of-pocket  expense  to  the  patient  than  facility  dialysis.  This  is  So 
because  under  the  existing  medicare  benefit  structure  certain  expenses 
that  are  covered  in  an  institutional  setting  are  not  covered  at  the 
patient's  home.  Where  dialysis  is  done  in  a  facility,  for  example^  dis- 
posable items  and  supplies  which  are  necessary  for  the  performance  of 
dialysis  (such  as  syringes,  alcohol  wipes,  sterile  drapes,  needles,  topical 
anesthesias,  and  rubber  gloves)  and  various  types  of  siippbrtive  equip- 
ment are  covered.  When  dialysis  is  performed  at  home,  these  items — 
which  represent  as  much  as  15  percent  of  costs  incurred  by  beneficiaries 
who  self-dialyze  at  home — are  not  covered  and  the  patient  must  pay  for 
them  out  of  his  personal  funds. 

Although  it  has  been  argued  that  coverage  of  disposable  items  and 
supplies  for  renal  patients  would  represent  a  departure  ftoni  tradi- 
tional medicare  coverage  provisions,  there  is  a  precedent  for  such 
coverage  in  the  current  provision  of  medicare  law  under  which  all 
colostomy  supplies,  including  disposables,  are  covered.  The  reason  for 
extending  coverage  in  both  of  these  cases  is  the  unique  nature  of  the 
medical  procedures  involved  and  the  indispensable  and  continuing 
need  for  the  supplies  in  the  effective  management  of  the  patient's  care. 
Moreover,  your  committee  believes  that  coverage  of  such  items  and 
supplies  in  the  case  of  renal  disease  patients  would  eliminate  a  signifi- 
cant disincentive  to  home  dialysis. 

COVERAGE  OP  HOME  DLALYSIS  SUPPORT  SERVICES 

Your  committee's  bill  provides  coverage  for  periodic  supi)ort  serv- 
ices, to  the  extent  permitted  in  regulations,  furnished  by  a  renal  dia- 
lysis facility  or  hospital  to  an  individual  dialyzing  at  home.  Such 
support  services  could  include  periodic  monitoring  of  the  patient's 
adaptation  to  self-dialysis,  emergency  visits  where  necessary,  help 
in  the  installation  and  maintenance  of  dialysis  equipment  and  any 
additional  supportive  services  the  Secretary  determines  will  be  useful 
in  helping  patients  to  remain  on  home  dialysis. 

Under  present  law,  mechanisms  do  not  exist  to  either  monitor  actual 
home  dialysis  performance  or  provide  backup  professional  and  main- 
tenance assistance  in  the  home.  If  trained  technical  personnel  (func- 
tioning under  physician  supervision)  were  peraiitted  to  periodically 
observe  the  patient's  management  of  his  dialysis,  assist  with  difficult 
access  situations,  or  occasionally  function  as  a  dialysis  assistant,  incen- 
tives to  continued  use  of  home  dialysis  would  result  by  precluding 
the  need  for  unnecessary  inpatient  treatment  or  backup  institutional 
dialysis.  Moreover,  help  in  maintaining  equipment  is  generally  re- 
garded as  a  vital  element  in  the  overall  effort  to  assist  those  beneficiar- 
ies who  might  otherwise  become  discouraged  by  the  problems  and  ex- 
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pense  involved  in  servicing  their  own  equipment  to  remain  on  home 
dialysis. 

COVERAGE  FOR  SERVICES  OF  A  SELF-CARE  DIALYSIS  UNIT 

.  Your  committee's  bill  provides  for  reimbursement  of  facilities  for 
the  maintenance  of  a  self-dialysis  unit  in  which  a  paitent  can  manage 
his  own  treatment  with  a  lesser  degree  of  ongoing  medical  supervisioB 
and  assistance  of  ancillary  personnel  than  is  required  for  full  care 
maintenance  dialy^s.  TJiiaer  tb^  biU^  a'self-<^lysis  unit  must,,  at  a 
minimun^,  furnish  the  services,  equipment,  aini  supplies  needfed  fpr 
self^care  dialysis,  have  patient-staff  ratios  t^hich  are  appropriate  to 
self-dialysis  (allowing  tor  such  appropriate  lesser  degree  of  ongoing 
medical  supervision  and  a^sist^nce)  and  meet  such  other  rec^uirements 
as  the^  l^ecT?^tary  jnay ,  p^rescriDe  with  respect  to  the  quality  and  coi^ 
effectiveness  of  servi<?es. 

Your  cominittee  ijecognizes  tnat  many  patients  who  are  otherwise 
highly  mot;v£^d  tfi  /imd§rt^^  self -dialysis  are  unable  to  dp  so  be- 
cause of  p}Ly^ka4vQE  soci[^t  ,X5ircuinstances  in  the  lk)me  envimniie^t 
For  Such  patients  the  only  alternative  usually  available  to  .  them  at 
present  is  full  care  maintenance  dialysis  in  an  institutional,  setting. 
Your,  f  ominitee  has,  .theref 6re,  included  in  the  bill  a  provision  whidi 
entourages  the  use  of  §elfccare  stations  renal  dialysis  facilities 
Under,  3ie  bill^  the  Secretary  would  be\  authorized,  to  define  what 
constitutes  self-care  dialysis  outside  the  home  setting  and  to  identify 
the  institutional  settings  in  which  it  can  be  appropriately  performed. 
In  defining  appropriate  self -care  dialysis  settings,  your  committee  ex- 
pects, the  Secretary  to  identify  those  factors  which  differentiate  fuUr 
care  dialysis  from  self -care  dialysis — for  example,  stjaff-to-patient  ra* 
tios.  In  addition,  the  definition,  of  self -care  dialysis  should  specify 
the  types  of  support  services  the  facility^  is  requi^jad  to  provide  as  ^. 
integral  part  of  self -care,  as  weU  as  those  services  whiSi  are  not  re- 
quired but  which  would  b©^  qonadered  aa  acceptable  partof  self -care 
for  reimbursement  purposes. 

Your  committee  does  not  intend  that  there  bfe  a  proliferation  6f 
underutilized  self -care  units.  Thus,  your  committee  expects  that  the 
Secretary  will  apply  minimum  utilization  requirements  and  will  take 
appropriate  steps  to  assure-  himself  that  a  need  exists  for  the  n&it- 
before  authorizing  its  reimbursement. 

El^IMBURSEMENT  TO  PACILITIE8  FOR  KBASONABI/B  COST  <»  DIALYSIS 
EQUIPiyiENT  FOR  HOMB  DIALTSIS  PATIENTS^ 

Your  committee's  bill  authorizes  the  Secretary,  pursuant  to  agreer 
ments  with  approved  renal  dialysis  facilities,  to  reimburse  such  facili- 
ties for  the  full  reasonably  cost  of  the  purchase,  installation,  mainte- 
nance and  reconditioning  fpr,  subsequent  reuse  of  artificial  kidney  and 
automated  dialysis  peritoneal  machines  (including  supporting  equip- 
ment) which  are  reserved  for  the  exclusive  use  of  entitled  renal  dis- 
ease patients  dialyzing  at  home.  In  order  to  waive  the  coinsurance 
amount  the  Secretary  would  be  required  to  assure  by  formal  agrees 
ment  that  the  provider  or  facility  will:  (a)  Use  the  equipment  only 
for  home  dialysis  patients;  (b)  recondition  the  equipment,  as  needed, 
for  reuse  by  other  home  dialysis  patients ;  (c)  provide  full  access  for 
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the  Secretary  to  all  records  and  information  relating  to  the  purchase, 
maintenance  and  use  of  the  equipment;  and  (d)  submit  such  reports 
as  the  Secretary  may  require  with  respect  to  the  management  and  use 
of  the  equipment.  Supporting  equipment  would  include  blood  pumps, 
heparin  pumps,  bubble  detectors,  other  alaw  systems  aij^  such  other 
itcans  as  the  Secretary  may  determine  are  ineclically  necessary. 

Under  present  law,  medicare  can  provide  for  either  purchase  or 
rental  of  durable  medical  jequipment.  Jn  cases  of  purchases  of  more 
than  $50,  medicare  reimbursement  is  generally  made  in  monthly  in- 
stallments equivalent  to  the  amounts  Siat  would  have  been  paid  had 
the  equipment  been  rented.  The  payments  are  continued  for  as  long  as 
the  equipment  is  needed  or,  in  the  case  of  purchase,  until  the  total 
of  the  monthly  installments  equals  80  percent  oi  the  purchase  price. 
The  patient  is,  of  course,  expected  to  pay  for  20  percent  of  the  cost  of 
the  equipment. 

In  the  case  of  a  $5,000  dialysis  machine,  this  provision  makes  patient 
purchase  nearly  impossible.  In  this  example,  the  patient  would  be 
faced  with  financing  the  total  cost  of  the  machine  and  being  reim- 
bursed by  medicare  for  $4,000  of  the -cost  in  sm^  monthly  payments. 
The  result  is  that  few  home  dialysis  patients  purchase  their  own 
equipment.  Instead,  patients  rent  equipment.  Some  rental  charges 
are  now  miming  HKwe  th^n  $300  per  month.  In  addition,  maintenance 
charges  by  equipment  companies  appear  to  be  significantly  higher  than 
the  cost  to  facilities  to  repair  their  own  equipment.  Examples  provided 
to  your  committee  show  that  in  many  cases,  within  1^/^  to  2  years,  the 
patient  and  medicare  will  often  pay  in  rent  an  amount  equal  to  the 
total  purchase  price  of  the  equipment.  While  many  rental  contracts 
provide  for  the  servicing  of  the  equipment  and  a  lowering  of  the  rent 
and/or  an  option  to  buy  after  several  years,  the  fact  remains  that 
medicare  rental  payments  are  generally  many  times  the  purchase  price 
of  the  equipment. 

While  it  is  difiicult  to  estimate  precisely  the  program  saving  that 
might  be  expected  to  result  from  direct  pu^rphase,  data  submitted  to 
your  committee  indicate  that  annual  savings,  eveji  assuming  the  pres- 
ent proportioai  of  patients  on  home  dialysis,  could  be  as  high  as  $3 
million.  Your  committee  wishes  to  emphasize,  however,  that  such 
savings  are  attainable  on  the  assumption  that  the  equipment  approved 
for  purchase  is  neither  extravagant  nor  excessive.  It  is  expected,  there- 
fore, that  the  Secretary  will  develop  appropriate  criteria  and  proce- 
dures to  assure  that  such  equipment  as  is  approved  for  purchase  will 
be  limited  to  equipment  that  is  sufficient  for  the  medical  purposes 
jrequired  and  that  facilities  exercise  prudence  and  sound,  business  prac- 
tices in  the  purchase  of  such  equipment. 

But  perhaps  even  more  important  than  the  direct  dollar  savings 
projected  on  these  purchases  would  be  the  removal  of  this  significant 
fiinancial  disincentive  to  home  dialysis.  Your  committee  believes  that 
the  larger  savings  that  would  accrue  to  the  program  from  increased 
use  of  home  dialysis  warrant  the  use  of  an  arrangement  under  which 
approved  facilities  purchase  and  maintain  dialysis  equipment  exclu- 
sively for  the  use  of  patients  dialyzing  at  home.  Moreover,  utilizing 
such  arrangements  with  approved  facilities  will  assure  the  most  effec- 
tive, continued  use  of  this  sophisticated  technology  throughout  its  use- 
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ful  life  and  a  greater  degree  of  professional  supervision  over  the  med- 
ical management  of  the  patient's  home  care. 

The  cost  of  a  kidney  transplant  now  runs  between  $20,000  and  $25,- 
000.  A  successful  patient  would  then  incur  costs  of  about  $3,000  in  the 
first  year  following  transplantation  for  drugs  and  physician  services, 
and  between  $1,000  and  $2,000  a  year  thereafter.  Slightly  over  3,000 
patients  (about  10  percent  of  the  rental  patient  population)  attempted 
transplantation  in  1976,  and  many  nephrologists  believe  that  with 
appropriate  encouragement  that  figure  could  be  significantly  increas- 
ed. Your  committee  believes  that  the  elimination  of  these  disincentives 
is  essential  to  assure  that  patients  have  the  opportunity  to  make  this 
important  medi6al  choice  unencumbered  by  financial  considerations 
imposed  by  the  coverage  provisions  of  medicare. 

COVERAGE  BEGINNING  WITH  MONTH  OP  HOSPITALIZATION 

Yoljp  committee's  bill  modifies  present  law  by  beginning  coverage 
for  a  transplant  patient  with  the  month  of  hospitalization  if  the 
surgery  takes  place  within  the  following  2  months,  rather  than  the 
following  1  month  as  under  present  law.  Transplantation  is  a  two-step 
process :  Firsts  the  removal  of  the  diseased  kidney ;  second,  the  implan- 
tation of  a  new  kidney  which,  in  some  cases,  may  not  take  place  for 
as  long  as  6  to  8  weeks  after  the  first  step.  A  2-month  provision  would 
assure  equitable  coverage  of  all  transplant  patients, 

POST-TRANSPLANT  COVERAGE  EXTENDED  TO  36  MONTHS 

Your  committee's  bill  would  extend  the  period  of  medicare  coverage 
for  patients  \?|^o  undergp  trafisplantatioa  from  12  ta36  moHtlis. 
^,  JCTnder  present  law,  medici^re  entitlement  for  a  transplant  patient 
terminates  at  the  end  of  the  12th  month  following  transplantation. 
However,  a  great  many  transplants  have  not  stabilized  or  cannot  be 
deemed  successful  after  12  months.  As  a  result,  many  patients  are 
either  hospitalized  or  undergoing  intensive  out-patient  treatment  for 
rejection  episodes  during  or  shortly  after  the  twelfth  month,  at  the 
very  time  their  medicareT)enefits  are  being  terminated.  Moreover,  even 
successful  transplant  patients  incur  substantial  medical  costs  directly 
related  to  the  transplant  for  several  years  following  the  surgery, 
although  the  heaviest  costs  are  incurred  in  the  first  three  years.  Your 
committee's  bill  would  alleviate  this  problem  by  assuring  a  sufficient 
period  of  post-transplant  coverage  to  preclude  such  devastating  finan- 
cial crises. 

IMMEDIATE  RESUMPTION  OF  COVERAGE  WITHOUT  A  WAITINO  PERIOD  IP 

TRANSPLANT  FAILS 

Under  present  law,  a  patient  whose  transplant  fails  after  his  entitle- 
ment ends  is  liable  for  the  substantial  costs  associated  both  with  the 
failure  of  the  transplant  and  any  dialysis  required  during  the  waiting 
period  before  medicare  coverage  resumes.  Your  committee's  bill  elimi- 
nates this  disincentive  by  providing  for  the  immediate  resumption  of 
medicare  coverage  whenever  a  transplant  is  rejected. 
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CLARIFY  PRESENT  LAW  RELATING  TO  EXPENSES  INCURRED  BY 
KIDNEY  DONORS 

Your  committee's  bill  clarifies  the  Secretary's  authority  under  pres- 
ent law  to  provide  reimbursement  for  the  costs  incurred  in  connection 
with  kidney  donations.  Your  committee  believes  that  such  a  policy  is 
essential  both  to  assure  a  continued  supply  of  live  donor  organs  and 
to  take  into  account,  in  the  medicare  reimbursement  system,  appropri- 
ate medical  costs  related  to  organ  procurement  (which  cannot  always 
be  assigned  to  a  particular  beneficiary),  including  a  donor's  post- 
operative recovery  costs. 

C,  Reimhursement  Methods 

When  the  Congress  enacted  the  renal  disease  program  in  1972,  it 
did  so  in  full  recognition  of  the  fact  that  substantial  difficulties  woidd 
be  encountered  in  the  development  of  equitable  reimbursement  policies. 
Little  data  was  then  available  either  on  treatment  costs  or  on  pre- 
vailing charges.  Moreover,  there  was  a  great  variety  of  arrangements 
through  which  services  in  the  relatively  new  field  of  renal  dialysis 
were  rendered.  As  a  result,  the  Congress  authorized  the  Secretary  to 
develop  and  apply  reimbursement  policies  and  procedures  on  the  basis 
of  evolving  experience.  Based  on  this  extensive  program  experience 
your  committee  believes  that  several  changes  that  would  result  in  more 
cost-effective  reimbursement  can  be  made  both  in  the  method  for  pay- 
ing facilities  for  dialysis  services  rendiered  to  patients  dialyzing  in  the 
facility,  and  in  the  method  by  which  payment  is  made  for  expenses  in- 
curred by  patients  dialyzing  at  home  under  the  supervision  of  approved 
facilities.  In  addition,  your  committee  believes  that  it  is  now  appro- 
priate to  clarify  present  law  relating  to  the  alternative  reimbursement 
methods  available  to  physicians  with  respect  to  services  provided  in 
connection  with  routine  maintenance  dialysis  episodes. 


Your  commitee's  bill  clarifies  the  Secretary's  authority  under  pres- 
ent law  to  provide  reimbursement  for  physicians'  services  in  connec- 
tion with  routine  maintenance  dialysis  in  accordance  with  alternative 
reimbursement  methods. 


Under  present  program  policies,  physicians  have  a  choice  between 
two  methods  for  receiving  reimbursement  for  routine  maintenance 
dialysis  services.  Under  one  method,  the  physician  can  bill  the  medicare 
program  reasonable  charges  for  all  emergency  services  he  furnishes 
during  a  maintenance  dialysis  episode ;  the  physician  looks  to  the  facil- 
ity for  payment  for  his  routine  dialysis  services  and  the  facility  is 
reimbursed  for  these  payments  by  the  program. 

The  second  method,  called  "comprehensive  reimbursement,"  provides 
for  payment  of  a  reasonable  charge  for  all  medical  services  furnished 
to  a  maintenance  dialysis  patient  during  a  month,  other  than  inpatient 
hospital  services  and  services  not  related  to  the  patient's  renal  problem 
tiiat  require  extra  visits.  (Reasonable  charges  for  these  latter  services 
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may  be  billed  separately.)  About  one-fourth  of  all  nephrologists  have 
elected  this  method  of  reimbursement. 

Your  committee  believes  that  the  use  of  these  optional  reimbursement 
methods  is  consistent  with  the  congressional  intent  to  develop  reim- 
bursement methods  and  procedures  designed  to  address  the  unique 
circumstances  involved  in  the  provision  of  maintenance  dialysis  serv- 
ices. 

INCENTIVE  BEmBXJESEMEirr  METHOD  FOR  SEKVLCEfl  FURNISHED  BY 
RENAL  DIALYSIS  FACILrnES  TO  PATIENTS  DIALYZING  IN  THE  FACILITY 

Your  committee's  bill  modifies  present  law  to  provide  for  the  imple- 
mentation of  an  incentive  reimbursement  system  with  respect  to  dialy- 
sis services  furnished  by  facilities  to  patients  dialyzing  in  the  facility. 
Under  the  bill,  the  Secretary  would  be  required  to  promulgate  regula- 
tions providing  (as  part  of  the  reimbursement  system)  for  the  imple- 
mentation of  appropriate  incentives  for  encouraging  more  efficient 
and  effective  delivery  of  dialysis  services,  including  (to  the  extent  and 
in  such  combination  as  he  determines  feasible) ,  the  use  of  prospective- 
ly set  rates,  a  system  for  classifying  comparable  facilities,  target  rates 
with  arrangements  for  sharing  such  reductions  in  cost  as  may  be  at- 
tributable to  more  efficient  and  effective  delivery  of  services,  and  such 
other  incentives  as  he  finds  will  encourage  more  cost-effective  delivery 
consistent  with  quality  care.  The  incentive  reimbursement  system, 
which  may  be  established  on  a  cost-related  or  other  equitable  and 
economically  efficient  basis,  would  become  effective  with  respect  to  a 
facility's  first  accounting  period  occurring  on  or  after  October  1, 1978. 
The  bill  authorizes  the  Secretary  to  prescribe  in  regulations  'such 
methods  and  procedures  as  are  necessary  to  determine  costs  incurred, 
in  furnishing  renal  dialysis  services  and  to  determiiua  amojmte  p^^- 
able  in  accordance  withth^  inceiative  i^iiiyMirsemeiit  system.  Moreover, 
such  regulations,  in  the  case  of  services  furnished  by  proprietary  fa- 
cilities may  include,  if  the  Secretary  finds  it  feasible  and  appropriate, 
provision  for  recognition  of  a  reasonable  rate  of  return  on  equity 
capital,  providing  such  rate  of  return  does  not  exceed  the  rate  current- 
ly provided  for  in  the  Social  Security  Act  for  other  proprietary  institu- 
tions participating  in  the  medicare  program. 

In  addition,  the  bill  clarifies  the  Secretary's  authority  under  present 
law  to  (a)  require  facilities  reimbursed  on  a  cost-related  basis  to  agree 
not  to  charge  beneficiaries  more  for  covered  services  they  provide  than 
the  applicable  deductible  and  coinsurance  amounts,  and  (b)  to  provide 
for  reimbursement  to  hospitals  for  their  costs  attributable  to  pay- 
ments made  to  an  organ  procurement  agency  or  histocompatibility 
laboratory  in  amounts  that  may  not  exceed  costs  incurred  by  that  asren- 
cy  or  laboratory.  The  bill  further  provides  that  renal  dialysis  facilities 
reimbursed  on  a  cost-related  basis  will  have  the  same  appeal  rights 
hospitals  and  other  providers  of  services  now  have  under  medicare 
when  a  disagreement  results  with  respect  to  program  reimbursement. 

The  two  criticisms  most  often  made  of  the  present  "reasonable 
charges"  method  for  reimbursing  renal  dialysis  facilities  is  that  (1)  it 
does  not  permit  the  program  to  effectively  adjust  payment  limits  as 
prices  and  circumstances  vary  or  as  now  facilities  come  into  operation ; 
and  (2)  it  allows  facilities  to  receive  reimbursement  based  on  their 
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own  oharges  regardless  of  the  relationship  to  cost.  Although  the  con- 
gressi<mar intent  at  the  time  of  enactment  was  to  provide  for  the  devel- 
opment of  a  "charges  related  to  reasonable  cost"  method,  this  intent 
was  not  sufficiently  clarified  in  congressional  reports,  and  efforts  by  the 
Secretary  to  obtain  appropriate  cost  data  from  some  facilities  in  ac- 
cordance with  this  intent  have  been  challenged.  Your  committee  be- 
lieves that  in  view  of  the  rising  cost  of  the  program,  provision  needs  to 
be  made  for  a  reimbursement  method  for  renal  dialysis  facilities  which 
permits  the  development  of  reascaiable  upper  limits  on  program  reim- 
burs^ent  and  provides  incentives  to  economize. 

Your  committee's  bill  addresses  these  problems  directly  by  provid- 
ing for  the  implementation  of  an  incentive  reimbursement  method  the 
design  of  which  will  encourage  facilities  to  deliver  services  on  a  cost- 
effective  basis.  To  an  increasing  degree,  congressional  attention  has 
been  focused  on  the  need  to  develop  prospective  reimbursement  meth- 
ods and  target  rates  to  encourage  more  efficient  management  of  health 
facilities  and  to  stimulate  better  planning  in  the  delivery  of  services. 
The  method  included  in  your  committee's  bill  reflects  this  general 
philosophy ;  it  provides  for  the  use  of  prospectively  set  rates  and  for 
the  use  of  arrangements  under  which  efficiently  managed  facilities 
may  share  in  the  savings  they  produce. 

Although  the  bill  authorizes  the  use  of  various  types  of  incentives 
for  more  efficknt  delivery  of  services,  your  committee  recognizes  that 
SCA&e  testing  and  phasing-in  of  these  incentives  may  be  necessary. 
Thus,  the  bUl  authorizes  the  implementation  of  such  incentives  in  such 
combination  and  in  accordance  with  such  timing  as  the  Secretary  finds 
administratively  feasible,  consistent  with  the  intent  to  establish  an 
incentive  reimbursement  system. 

Consistent  with  the  provision  for  cost-related  reimbursement,  the 
bill  reaffirms  the  Secretary's  authority  to  reimburse  a  facility  for 
furnishing  covered  services  under  the  program  only  if  the  facility 
accepts  such  payment  as  payment  in  full,  except  for  applicable  de- 
ductible and  coinsurance  amounts.  The  facility  could,  of  course,  charge 
the  beneficiary  or  other  third-party  payers  for  noncovered  services. 
Your  conmiittee  expects  that  the  Secretary  will  request  renal  dialysis 
facilities  to  furnish  such  reports  and  information  concerning  the  costs 
of  their  operations  and  their  compliance  with  such  other  require- 
ments relating  to  program  participation  as  are  specified  in  the 
Social  Security  Act  and  regulations  promulgated  in  accordance 
with  it,  including  notification  to  the  Secretary  if  a  facility  can  no 
longer  meet  the  conditions  for  participation  as  an  approved  supplier 
or  if  it  contemplates  the  expansion  or  addition  of  services.  These 
requirements  will  help  assure  the  orderly  expansion  of  facility  treat- 
mmt  resources  and  prevent  wasteful  duplication  of  services  by  pre- 
cluding expansion  without  the  express  approval  of  the  Secretary. 
Tour  committee  believes  these  requirements  should  help  to  restrain 
the  cost  escalation  of  the  program  by  assuring  maximum  utilization 
of  existing  facilities,  personnel,  and  equipment. 

Your  committee  realizes  that  disputes  may  arise  with  respect  to 
determinations  of  the  costs  incurred  by  renal  dialysis  facilities  and 
tiie  amounts  payable  under  the  program.  The  medicare  intermediary 
appeals  process  should  suffice  to  resolve  disputes  involving  small 
amounts.  Where  the  amounts  in  controversy  are  substantial — $10,000 
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or  more  for  an  individual  facility,  or  $50,000  or  more  in  the  aggretrate 
for  a  group  of  facilities— your  committee  has  provided  that  renal  dial- 
ysis facilities  may  appeal  to  the  Provider  Reimbursement  Review 
Board. 

Under  present  law,  pretransplant  services  furnished  by  organ  pro- 
curement agencies  and  histocompatibility  laboratories  are  reimbursed 
as  inpatient  hospital  services  at  the  time  of  transplantation.  This  policy 
has  been  effective  in  providing  coverage  of  pretransplant  services ;  how- 
ever, it  has  not  provided  the  program  with  adequate  fiscal  controls. 
For  example,  when  an  organ  procurement  agency  provides  a  kidney 
to  a  transplant  hospital,  it  is  billed  to  the  hospital  directly  and  the 
components  of  the  charge  are  not  subject  to  the  review  of  the  medicare 
intermediary  as  are  other  services  provided  directly  by  the  hosyjital. 
In  addition,  a  kidney  may  be  handled  by  several  agencies  before  it  is 
delivered  to  the  transplant  hospital  and  each  agency  will  add  an 
amount  to  the  charge  which  is  not  necessarily  related  to  the  cost  of 
processing  the  kidney.  The  bill,  therefore,  provides  for  reimbursement 
of  organ  procurement  agency  and  histocompatibility  laboratory  serv- 
ices on  a  reasonable  cost  basis. 

In  implementing  this  provision,  your  committee  expects  the  Sec- 
retary to  apply  recognized  principles  of  cost  reimbursement,  obtain 
periodic  cost  reports,  and  provide  for  an  intermediary  hearing  for  an 
aofency  or  laboratory  which  disaofrees  with  a  cost  determination. 
Your  committee  also  expects  that  the  services  of  these  agencies  will 
continue  to  be  reimbursed  through  the  hospital ;  however,  in  view  of 
the  evolving  relationships  in  this  particular  field,  the  Secretary  may 
institute,  if  he  finds  it  appropriate,  a  system  whereby  such  agencies 
are  reimbursed  directly  for  their  services. 

The  bill  authorizes  the  Secretary  to  develop  and  apply  appropriate 
requirements  with  respect  to  providers  of  services  and  renal  dialysis 
facilities  furnishing  dialysis  and  transplant  services.  Your  committee 
expects  that  the  Secretary  will  develop,  in  addition  to  such  require- 
ments as  are  currently  applicable  with  respect  to  such  providers  and 
facilities,  appropriate  requirements  relating  to  the  provision  of  self- 
dialysis  services  in  a  self -care  dialysis  unit  and  home  dialysis  support 
services  furnished  by  a  provider  or  facility. 

IXCENTTVE  REIMBURSEMENT  METHOD  FOR  SERVICES  FURNISHED  BT  A  RENAL 
DIALYSIS  FACILITY  TO  PATIENTS  DIALYZING  AT  HOME  UNDER  THE  FACIL- 
ITY'S SUPERVISION 

Your  committee's  bill  would  provide  for  the  implementation  of  an 
incentive  reimbursement  system  with  respect  to  payment  for  the  dialy- 
sis of  patients  dialyzing  at  home  under  the  supervision  of  a  facility. 
Under  the  bill,  the  Secretary  would  be  authorized  to  provide  for  pay- 
ment on  the  basis  of  a  target  reimbursement  rate  for  home  dialysis 
for  all  necessary  home  dialysis  medical  supplies,  equipment,  and 
supportive  services  (including  the  services  of  qualified  home  dialysis 
aides) ,  as  the  medically  necessary  to  enable  patients  to  continue  dialyz- 
ing in  the  home  setting.  Payment  would  be  made  to  the  facility  which 
is  supervising  the  patient's  home  care  and  is  willing  to  assume  respon- 
sibility for  obtaining  the  necessary  equipment,  arranging  for  its  main- 
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tena&ce,  purchiising  medical  supplies,  and  arranging  for  the  provision 
of  needed  supportive  services. 

In  establishing  the  home  dialysis  target  rate  (which  would  be 
adjusted  for  regional  differences),  the  Secretary  would  include  his 
estimate  of  the  cost  of  providing  medically  necessary  home  dialysis 
supplies  and  equipment  (including  such  medically  necessary  routine 
laboratory  services  as  are  required) ;  an  allowance,  in  an  amount  de- 
termined by  the  Secretary,  to  cover  the  cost  of  providing  personnel 
to  aid  in  home  dialysis ;  and  an  allowance,  in  an  amount  determined 
by  the  Secretary,  to  cover  the  facility's  administrative  costs  and  to 
provide  an  incentive  for  the  efficient  delivery  of  home  dialysis :  but  in 
no  event  may  the  target  rate  exceed  70  percent  of  the  national  average 
reimbursement  rate  (i.e.,  the  average  amount  approved  by  medicare 
before  application  of  the  coinsurance  requirement),  adjusted  for  re- 
gional variations,  for  institutional  maintenance  dialysis  in  the  preced- 
ing fiscal  year.  Any  target  rate  so  established  for  a  calendar  year  would 
not  be  subject  to  renegotiation  during  that  year.  Moreover,  in  estab- 
lishing such  a  rate,  the  Secretary  would  be  authorized  to  utilize  a 
competitive-bid  procedure,  a  prenegotiated  rate  procedure,  or  any 
other  procedure  he  determines  is  appropriate  and  feasible. 

The  implementation  of  a  home  dialysis  target  rate  addresses  the 
critical  problem  of  encouraging  more  efficient  delivery  (and  more 
effective  supervision)  of  home  dialysis  services.  Because  of  their  re- 
sponsibilities for  overseeing  home  patients  and  their  desire  to  budget 
moneys  as  adequately  as  possible  to  provide  all  the  services  they  deem 
necessary  for  their  patient  population,  your  committee  believes  that 
facilities  would  have  an  incentive  under  this  method  to  exercise  addi- 
tional restraints  on  home  dialysis  costs  by  implementing  more  effec- 
tive purchasing  procedures  for  supplies  and  equipment  and  by  more 
rigorously  assessing  the  actual  need  for  particular  services.  More- 
over, all  necessary  services,  supplies,  and  equipment  to  perform  home 
dialysis  would  be  controlled  under  one  account  maintained  by  the 
facility,  thereby  improving  the  program's  ability  to  accurately  iden- 
tify home  dialysis  costs,  evaluate  the  effectiveness  of  facility  manage- 
ment of  home  care,  and  provide  realistic  incentives  for  cost-effective 
delivery  of  services. 

Such  a  reimbursement  method  offers  other  significant  advantages. 
In  order  to  qualify  for  reimbursement  under  this  method,  a  facility 
would  have  to  assmne  full  responsibility  for  the  supervision  of  patients 
dialyzing  at  home.  This  should  facilitate  improved  supervision  of  the 
care  rendered  to  home  patients.  Moreover,  since  the  supervising  physi- 
cian at  the  facility  would  have  the  flexibility  to  use  the  reimburse- 
ment for  home  dialysis  patients  in  the  manner  he  determines  would  be 
most  appropriate  medically  for  each  particular  patient,  more  effective 
management  of  patient  care  is  possible. 

TMiile  recognizing  that  this  method  represents  a  new  and  imiovative 
approach  to  the  management  and  reimbursement  of  home  dialysis 
services,  your  committee  believes  it  offers  an  opportunity  both  for  facil- 
ities and  patients  to  effect  economies,  while  at  the  same  time  maintain- 
ing a  high  level  of  quality  care.  The  concept  of  an  incentive  target  rate 
encompasses  both  of  these  ideas.  Your  committee  expects,  therefore, 
that  the  Secretary  will  implement  this  reimbursement  system  pru- 
dently with  due  regard  for  the  need  to  carefully  assess  its  effects  and 
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to  assure  that  services  rendered  meet  the  tests  of  medical  necessity  and 
reasonableness. 

On  the  other  hand,  it  is  not  the  committee's  intent  that  the  target 
rates  be  automatically  reduced  in  cases  where  facilities  have  demon- 
strated effective  performance,  but  rather  that  such  rates  be  designed  so 
as  to  assure  efficient  facilities  of  an  incentive  to  continue  to  deliver 
services  on  an  efficient  basis.  Thus,  in  developing  the  target  rates, 
your  committee  expects  that  the  Secretary  will  take  into  account  the 
differential  in  the  costs  involved  in  the  use  of  peritoneal  dialysis^  as 
well  as  regional  variations  in  the  provision  of  home  dialysis  services 
generally,  with  a  view  to  achieving  the  purpose  of  increased  and  more 
effective  utilization  of  the  home  dialysis  setting. 

Z>.  Peer  Review  omd  Program  Gocds  for  Patients  on  Self -Dialysis 
Your  committee's  bill  assigns  responsibility  to  the  network  peer 
review  organizations  for  encouraging  the  use  of  those  treatment 
settings  most  compatible  with  the  successful  rehabilitation  of  the 
patient,  for  establishing  network  goals  for  the  identification  and 
placement  of  suitable  candidates  in  self-care  settings  and  transplanta- 
tion, and  for  assessing  the  performance  of  facilities  in  meeting  these 
goals.  Under  the  bill,  each  renal  disease  network  and  its  medical 
review  board  would  be  responsible  for — 

{a)  Developing,  on  the  basis  of  normative  data  derived  from  the 
renal  disease  medical  information  system  and  criteria  and  standards 
developed  within  the  network,  network  goals  relating  to  the  quality 
and  appropriateness  of  patient  care,  including  goals  with  respect  to 
the  appropriate  proportion  of  network  patients  dialyzing  in  self -care 
settings  and  undergoing  transplantation ; 

(b)  Evaluating  the  procedures  by  which  facilities  in  the  netwoii: 
assess  the  appropriateness  of  patients  for  proposed  treatment 
modalities; 

{c)  Identifying  facilities  that  are  not  cooperating  towards  meeting 
network  goals  ana  assisting  them  to  develop  plans  for  correction ;  and 

{d)  Submitting  an  annual  report  to  the  Secretary  on  the  network^s 
performance  in  meeting  its  goals,  including  data  on  the  comparative 
performance  of  facilities  with  respect  to  the  placement  of  suitable 
candidates  in  self-care  settings  and  transplantation,  and  the  identifica- 
tion of  those  facilities  that  have  consistently  failed  to  cooperate  with 
network  goals;  and  recommendations  with  respect  to  the  need  for 
additional  or  alternative  services  or  facilities  in  the  network  in  order 
to  meet  the  network  goals. 

The  Secretary  would  evaluate  the  adequacy  of  each  network's  goals, 
in  relation  to  the  national  objective  (as  described  below) ,  and  the  per- 
formance of  the  network  in  meeting  these  skoals,  and  may  recommend 
such  modifications  in  the  goals  and  the  methods  for  achievinor  them  as 
he  deems  appropriate.  Where  the  Secretary  determines,  on  the  basis  of 
the  data  contained  in  the  network's  annual  report,  that  a  facility  has 
consistently  failed  to  cooperate  with  network  plans  and  sroals,  he  may 
terminate  or  withhold  certification  of  such  facility,  with  respect  to 
pavment  for  renal  disease  services,  until  he  determines  that  such  fa- 
cility is  making  reasonable  and  appropriate  efforts  to  cooperate  with 
the  network's  plans  and  goals.  Similarlv,  the  Sporetarv  would  be 
authorized  to  terminate  or  withhold  certification  of  a  facility  which. 
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1la^ning  been  designated  as  a  site  for  a  self -care  dialysis  training  pro- 
gram, fails  to  provide  the  required  self-care  dialysis  training. 

The  bill  establishes  as  the  national  objective  with  respect  to  the 
appropriate  proportion  of  patients  in  self -dialysis  settings  and  trans- 
plantation that  a  majority  of  new  patients  being  accepted  for  end- 
stage  renal  disease  treatment  should  be  in  self -care  dialysis  settings 
or  be  transplanted.  The  bill  further  requires  that  the  Secretary  shall, 
after  consiitation  with  appropriate  professional  and  network  orga- 
nizations, and  after  taking  into  ac<50unt  available  evidence  relating 
to  developments  in  research,  treatment  methods,  and  technology, 
periodically  evaluate  and,  when  he  determines  necessary,  recommend 
revision  of  the  national  objective  to  the  Congress. 

In  addition,  the  Secretary  would  be  required,  in  determining  whether 
to  certify  additional  facilities  or  expansion  of  existing  facilities  with- 
in a  network,  to  take  into  account  the  network's  goals  and  perform- 
ance as  reflected  in  the  network's  annual  report,  and  to  assure  himself 
that  where  a  network  has  a  low  home  dialysis  treatment  percentage, 
such  percentage  can  be  satisfactorily  justified  before  certifying  addi- 
tional beds  or  facilities. 

The  continuing  decline  in  the  proportion  of  renal  patients  on  home 
dialysis  represents,  in  the  view  of  many  nephrologists,  a  dangerous 
trend.  Apart  from  the  serious  fiscal  implications  of  the  decline,  these 
nephrologists  argue  that  the  increased  reliance  on  facility  dialysis  is' 
creating  a  passive,  dependent  generation  of  patients,  unwilling  to 
assume  any  responsibility  for  the  management  of  their  own  care  or 
the  direction  of  their  lives.  A\Tiile  recognizing  that  home  dialysis  is 
not  suitable  for  a  substantial  number  of  renal  patients,  they  nonethe- 
less argue  that  it  is  medically  feasible  for  anywhere  from  30  to  50 
percent  of  renal  patients  to  manage  dialysis  at  home. 

Your  committee  believes  that  peer  review  of  decisions  on  the  treat- 
ment modality  is  desirable,  and  that  the  development  of  a  long-range 
national  objective  for  increased  use  of  self -dialysis  and  transplanta- 
tion is  warranted  in  view  of  the  decline  in  the  percentage  of  patients 
now  dialyzing  at  home  and  past  disincentives  to  the  use  of  trans- 
plantation. Moreover,  your  committee  is  persuaded  that  reasonable 
goals  can  be  defined  realistically — and  adjusted  in  accordance  with 
experience — and  that  peer  review  is  an  appropriate  mechanism  for 
attaining  them. 

The  formulation  of  a  national  objective  with  respect  to  the  use  of 
treatment  resources  and  the  placement  of  suitable  candidates  in  self- 
care  settings  does  not  imply  any  governmental  intervention  into  the 
patient-physician  decisionmaking  process  in  any  given  case.  On  the 
contrary,  it  is  your  committee's  intent  that  such  decisions  remain,  as 
they  have  always  been,  in  the  hands  of  patients  and  their  physicians 
and  that  the  evaluation  of  the  procedures  for  making  such  decisions 
rest  with  appropriate  peer  review  organizations.  The  stipulation  of 
a  national  objective  represents  an  intent  to  assure  that  such  evalua- 
tions take  place  on  a  continuing  basis  and  that  they  reflect  the  most 
responsible  planning  and  judgment  with  respect  to  the  best  possible 
use  of  alternative  resources,  consistent  with  the  safety  and  well-being 
of  renal  patients.  Moreover,  the  national  objective  so  formulated, 
while  reflecting  a  hisrh  degree  of  professional  consensus  on  what  is 
potentially  attainable,  will  be  periodically  reviewed  in  the  light  of 
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changing  circumstances  and  knowledge,  and  can  be  revised  as  that 
knowledge  and  experience  dictates. 

E,  Studies^  Reports  and  Administration 

EXPERIMENTS  AXD  STUDIES 

Your  committee's  bill  requires  the  Secretary  to  conduct  the  follow- 
ing studies  and  experiments:  (a)  pilot  projects  relating  to  the  use  of 
durable  medical  equipment  by  renal  disease  patients;  (b)  experiments 
and  studies  to  evaluate  methods  for  reducing  the  costs  of  the  renal 
disease  program,  including  experimentation  with  reimbursement  for 
home  dialysis  aides  and  evaluations  of  the  cost-sa^vdng  potential  of  the 
teuse  of  dialysis  filters,  and  the  use  of  methods  of  dietary  control ;  (c) 
studies  of  methods  to  increase  public  participation  in  kidney  and  other 
organ  donation  programs  *  (d)  a  study  of  reimbursement  for  physician 
services  furnished  to  renal  patients;  and  (e)  a  study  of  possible  ways 
to  assist  renal  patients  not  eligible  for  medicare  to  meet  their  medical 
care  costs.  The  Secretary  would  be  required  to  submit  the  results  of 
these  studies  and  experiments,  along  with  any  recommendations  for 
legislative  changes,  to  the  Congress  by  October  1,  1978. 

There  is  widespread  agreement  on  the  need  for  further  study  and 
experimentation  with  a  variety  of  issues  relating  to  more  cost-effective 
measures  for  providing  renal  disease  treatment.  Many  of  these  issues, 
such  as  the  reuse  of  dialysis  filters  and  the  utilization  of  dietary  con- 
trols, are  matters  involving  differing  professional  judgments,  and  it  is 
expected  that  the  Secretary  will  employ  the  services  of  the  appropriate 
professional  disciplines  in  conducting  these  experiments.  In  particular, 
your  committee  expects  that  the  experiments  relating  to  dietary  control 
will  use  the  expertise  of  registered  dietitians  and  of  board-certified 
nephrologists  who  devote  a  substantial  part  of  their  professional  prac- 
tice to  problems  of  patients  with  end-stage  renal  disease. 

Your  committee  recognizes  that  major  obstacles  to  the  increased  use 
of  transplantation  is  the  problem  of  an  adequate  supply  of  suitable 
organs.  Due  to  lack  of  public  understanding  of  the  need  for  organ 
donation,  each  year  thousands  of  cadaver  organs  that  are  suitable  for 
transplantation  are  not  used.  Your  committee  believes,  therefore,  that 
there  is  a  need  to  find  ways  to  increase  public  participation  in  organ 
donation  programs. 

ANNUAL  REPORT  ON  RENAL  DISEASE  PROGRAM 

Your  committee's  bill  requires  the  Secretary  to  submit  a  report  on 
the  renal  diease  program  to  the  Congress  on  October  1,  1978,  and  on 
October  1  of  each  year  thereafter.  This  report  is  to  include  data  and 
information  on  program  experience,  operations  and  cost,  as  well  as 
information  on  the  results  of  cost-saving  experiments  and  research  into 
the  causes,  prevention,  and  treatment  of  renal  disease. 

ADMINISTRATION 

Your  committee's  bill  clarifies  present  law  by  explicitly  authorizing 
the  Secretary  to  establish  appropriate  organizational  and  informa- 
tional structures  to  effectively  administer  the  program,  including  renal. 
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disease  network  areas,  network  organizations  to  assure  professional 
participation,  and  a  renal  disease  medical  information  system.  The 
bill  also  provides  authority  for  the  Secretary  to  develop  mechanisms, 
consistent  with  the  responsibilities  assigned  to  network  organizations 
and  their  medical  review  boards,  for  the  coordination  of  network  plan- 
ning and  quality  assurance  activities  with  other  health  plannmg  and 
peer  review  activities  authorized  imder  the  National  Health  Planning 
and  Resources  Development  Act  (PL  93-641)  and  the  Professional 
Standards  Review  Organization  provisions  of  the  Social  Security  Act 
and  for  the  exchange  of  aggregate  data  and  information  among  these 
organizations. 

Some  concern  has  been  expressed  about  the  extent  of  the  Secretar^-'S 
authority  under  present  law  to  establish  the  necessary  administrative 
structures  in  the  renal  disease  networks  to  assure  professional  partic- 
ipation in  the  planning  and  review  of  network  goals  and  performance. 
The  intent  of  the  bill  is  to  eliminate  this  uncertainty.  It  is  also  your 
committee's  intent  that  medical  data  derived  from  this  program  be 
governed  by  the  same  policies  with  respect  to  the  confidentiality  of 
individual  medical  records  as  are  applicable  under  present  law. 

F,  Minor  and  Technical  Amendments 

Your  committee's  bill  includes  two  minor  changes  in  the  rules  con- 
cerning entitlement  to  end-stage  renal  disease. 

First,  your  committee  has  deleted  the  requirement  in  present  law 
that  an  individual  be  under  65  years  of  age  to  qualify  as  a  renal 
disease  beneficiary.  This  provision  has  caused  hardship  in  cases  where 
the  onset  of  renal  disease  was  after  65  and  entitlement  could  only  be 
based  on  the  work  of  another  related  individual.  The  committee's 
proposed  chansre,  of  course,  would  not  affect  the  entitlement  of  indi- 
viduals to  medicare  based  on  their  own  work,  nor  would  it  impose  a 
3-month  waiting  period  for  entitlement  to  renal  disease  benefits  on 
such  individuals. 

Second,  the  committee  has  clarified  the  intent  of  present  law  that 
individuals  with  end-stage  renal  disease  be  deemed  to  satisfy  the 
entitlement  requirements  applicable  to  medicare  disability  bene- 
ficiaries. 

Your  committee  recognizes  that  renal  disease  is  a  progressive  dis- 
ease ;  and  that  in  many  cases,  it  may  be  difficult  to  decide  whether  or 
when  maintenance  dialysis  treatments  should  be  initiated,  and  the 
exact  point  at  which  a  person  with  a  severe  kidney  disorder  can  be 
determined  to  have  end-stage  renal  disease  and  thus  be  entitled  to 
medicare  protection.  In  the  medical  community,  decisions  as  to  appro- 
priate treatment,  including  the  point  at  which  maintenance  dialysis 
is  initiated,  may  be  subject  to  change  over  time  in  the  light  of  im- 
proved understanding  of  the  disease.  Your  committee  therefore  recog- 
nizes that  there  is  a  need  for  some  flexibility  in  policies  concerning 
entitlement,  tennination,  and/or  reentitlement  to  medicare.  Your  com- 
mittee expects  the  Secretary  to  be  guided  in  establishing  the  necessary 
rules  not  only  by  the  need  for  flexibility,  but  by  the  basic  purpose  of 
the  ESRD  program,  which  is  to  relieve  individuals  of  the  catastrophic 
costs  associated  with  the  treatment  of  this  disease. 
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Your  c(Mnmittee's  bill  also  makes  a  change  in  the  structure  of  the 
Hospital  and  the  Supplementary  Medical  Insurance  Trust  Funds' 
Boards  of  Trustees  by  replacing  the  Commissioner  of  Social  Security 
with  the  Administrator  of  the  Health  Care  Financing  Administration 
as  the  Secretary  of  both  Boards.  Such  a  change  was  made  necessary 
by  the  reorgamzation  of  the  Department  of  Health,  Education,  and 
Welfare  as  a  result  of  which  responsibility  for  the  administration  of 
medicare  program  was  transferred  from  the  Social  Security  Adminis- 
tration to  the  Health  Care  Financing  Administration. 

IV.  Cost  of  Carrying  Out  the  Bill  and  Effect  on  the  Ebvbntie« 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  your  committee  states  that  the  Health  Care  Financ- 
ing Administration  of  the  Department  of  Health,  Education,  and 
"Welfare  has  informed  the  committee  that  it  ^'anticipates  that  the 
accrued  savings  that  will  be  realized  as  a  result  of  increased  dialysis  in 
the  home  setting  will  offset  the  cost  of  the  incentives  included  in  the 
bill.  As  greater  percentages  of  new  patients  enter  home  dialysis,  there 
is  a  potential  for  savings  in  future  years.-'  Your  committee  concurs 
with  the  Department's  estimate. 

In  compliance  with  subdivision  (C)  of  clause  (2)(1)(3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  your  committee  states 
that  the  statement  relative  to  the  estimated  costs  of  carrying  out  the 
bill  by  the  Director  of  the  Congressional  Budget  Office  was  requested 
but  has  not  been  timely  submitted  to  the  committee  for  inclusion  in 
the  report. 

V.  Other  Matters  To  Be  Discussed  Under  the  House  Euubs 

VOTE  OP  the  CeOtfMITTEE 

In  compliance  with  subdivision  (B)  of  clause  2(1)  (2)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  following  statement 
is  made  relative  to  the  vote  of  the  committee  on  the  motion  to  report 
the  bill.  The  bill,  H.R.  8423,  was  ordered  favorably  reported  by  a 
voice  vote. 

OVERSIGHT  FINDINGS 

In  compliance  with  subdivision  (A)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  following  statement 
is  made  relative  to  oversight  findings  by  your  committee. 

In  recent  years,  your  committee's  Subcommittees  on  Health  and 
Oversight  have  conducted  e?ten^ye  examinations  of  the  ooet  ana 
operation  of  the  medicare  end-stage  renal  disease  program.  The  Over- 
sight Subcommittee  held  several  hearings  on  the  pro^m  during  the 
months  of  June,  July,  and  December  1975.  In  addition  to  obtaining 
data  on  the  scope,  cost,  and  administmtion  of  the  program,  the  sub- 
committee received  comments  cai  several  bills  before  the  health  sub- 
committee which  woul<i  amend  the  program.  The  subcommittee  was 
also  assisted  in  its  review  by  the  General  Accounting  Office  and  it? 
report,  "Treatment  of  Chronic  Renal  Failure:  Dialysis,  Transplant, 
Costs  and  the  Need  for  More  Vigorous  Efforts,"  June  24,  1975. 
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The  oversight  subcommittee's  report  of  October  22,  1975,  on  the 
renal  disease  program  identified  a  number  of  significant  problems- 
including  the  problems  of  rising  costs,  declining  use  of  self -dialysis, 
disincentives  to  transplantation,  insufficient  program  controls  over  the 
expenditure  of  funds  and  inadequate  application  of  peer  review  mech- 
•msms  to  assure  effective  use  of  treatment  resources— and  suggested 
a  variety  of  remedies  for  these  persistent  difficulties.  This  report 
suggested  that  the  health  subcommittee  review  the  issues  and  undertake 
oonsideration  of  appropriate  legislative  changes  in  the  program. 

Subsequently,  the  health  subcommittee  conducted  public  hearings 
on  proposals  to  amend  the  renal  disease  provisions  of  medicare  law. 
The  issues  identified  in  these  several  hearings,  and  presented  for 
consideration  in  legislative  proposals  and  the  GAO  report,  have  been 
addressed  by  your  committee  in  this  bill. 

NEW  BUDGETARY  AUTHORITY  AXD  TAX  EXPENDPTURES 

With  respect  to  subdivision  (B)  of  clause  2(1)  (3)  of  rule  XI  of 
the  Kules  of  the  House  of  Representatives,  your  committee  states 
that  the  changes  made  in  present  law  by  this  bill  involve  no  new 
budgetary  authority  or  new  or  increased  tax  expenditures. 

OVERSIGHT   BY   COMMITTEE   ON   GOVERNMENT  OPERATIONS 

With  respect  to  subdivision  (D)  of  clause  2(1)  (3)  of  rule  XI  of 
the  Rules  of  the  House  of  Representatives,  your  committee  advises 
that  no  oversight  findings  or  recommendations  have  been  submitted 
to  your  committee  by  the  Committee  on  Government  Operations  with 
respect  to  the  subject  matter  contained  in  the  bill. 

INFLATIONARY  IMPACT 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  your  committee  states  that  the  changes 
made  in  existing  law  by  this  bill  would  not  have  an  inflationaiy  impact 
on  prices  and  costs  in  the  operation  of  the  national  economy.  It  is 
your  committee's  belief  that  the  improvements  that  would  be  made 
by  the  bill  in  the  operation  of  the  renal  disease  program  will  in  fact 
significantly  restrain  the  inflaticmary  trend  evident  in  this  program  in 
recent  years. 

VI.  Section-by-Section  Analysis  of  the  Bill 

Section  1 

The  first  section  of  the  bill  amends  title  II  of  the  Social  Security  Act 
by  adding  a  new  section  226A  entitled  "Special  Provisions  Relating  to 
Coverage  Under  Medicare  Program  for  End  State  Renal  Disease." 

New  section  226A(a)  extends  coverage  under  medicare  for  hospital 
insurance  and  supplementary  medical  insurance,  as  disabled  individ- 
uals, to  people  who  are  medically  determined  to  have  end  stage  renal 
disease  and  require  renal  dialysis  or  a  renal  transplant.  Such  individ- 
uals must  be  fully  or  currently  insured  under  the  Social  Security  Act 
(or  have  equivalent  railroad  employment) ,  or  be  entitled  to  monthly^ 
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social  security  or  railroad  retirement  benefits,  or  be  the  spouse  or 
dependent  child  of  an  individual  who  meets  one  of  the  last  two  require^ 
ments.  The  regular  medicare  coinsurance,  deductible,  and  premium 
provisions  apply  to  these  people. 

Section  226A(b)  provides  that  an  individual's  entitlement  to  medi^ 
care  benefits  on  the  basis  of  end  stage  renal  disease  shall  begin  with 
the  earlier  of  (A)  the  third  month  afte  the  month  in  which  a  regular 
course  of  dialysis  is  initiated,  or  (B)  the  first  month  in  which  the 
individual  is  admitted  to  an  approved  hospital  in  preparation  for  or 
anticipation  of  kidney  transplant  surgery,  provided  that  such  surgery 
occurs  in  that  month  or  in  either  of  the  next  two  months;  and  shall 
end,  in  the  case  of  an  individual  who  receives  a  kidney  transplant,  with 
the  thirty-sixth  month  after  the  month  he  receives  the  transplant,  or 
for  an  individual  who  has  not  received  a  kidney  transplant  and  no 
longer  requires  regular  dialysis,  with  the  twelfth  month  after  the 
month  in  which  the  dialysis  is  terminated. 

Section  226A(c)  (1)  waives  the  three-month  waiting  period  in  sub- 
section (b)  for  individuals  who  participate  in  an  approved  self -care 
dialysis  training  program  during  the  first  three  months. 

Section  226x\(c)  (2)  provides  immediate  medicare  entitlement  for 
individuals  who  must  initiate  or  resume  a  regular  course  of  dialysis 
because  of  kidney  transplant  failure. 

Section  2 

Section  2  of  the  bill  amends  part  C  of  title  XVIII  of  the  Social 
Security  Act  by  adding  a  new  section  1881  entitled  "Medicare  Coverage 
for  End  Stage  Eenal  Disease  Patients." 

Section  1881(a)  provides  that  individuals  otherwise  eligible  for 
medicare  benefits,  as  well  as  kidney  donors,  shall  have  the  same  bene- 
fits as  individuals  who  are  entitled  solely  because  of  section  226A. 

Section  1881(b)  (1)  provides  that  medicare  payments  for  services 
furnished  to  individuals  determined  to  have  end  stage  renal  disease 
shall  include  payments  to  approved  providers  of  services  and  dialysis 
facilities  for  institutional  dialysis  services,  transplantation  services, 
self-dialysis  services  in  a  self-care  dialysis  unit  maintained  by  the  pro- 
vider or  facility,  and  home  dialysis  support  services  furnished  by  the 
provider  or  facility ;  and  payments  to  or  on  behalf  of  such  individuals 
for  home  dialysis  supplies  and  equipment.  The  requirements  prescribed 
by  the  Secretary  for  providers  and  facilities  furnishing  such  services 
shall  include  requirements  for  a  minimum  utilization  rate  for  covered 
procedures  and  for  self-dialysis  training  programs. 

Section  1881(b)(2)(A)  provides  that  payment  under  part  B  of 
medicare  for  dialysis  services  furnished  by  providers  of  services  and 
renal  dialysis  facilities  shall  be  equal  to  80  percent  of  the  amounts 
determined  by  the  Secretary;  payments  for  services  provided  under 
part  A  of  medicare  shall  be  determined  in  accordance  with  section 
1861  (v).  and  with  respect  to  the  procurement  of  organs  for  trans- 
plant from  organ  procurement  agencies  or  histocompatibility  labora- 
tories such  costs  shall  not  exceed  the  costs  incurred  by  the  agency  or 
laboratory.  A  renal  dialysis  facility  must  agree  to  accept  medicare 
payment  as  payment  in  full  for  covered  services,  except  for  payment 
by  the  individual  of  the  medicare  deductible  and  coinsurance  amounts. 

Section  1881(b)  (2)  (B)  provides  that  the  Secretary  shall  prescribe 
in  regulations  methods  and  procedures  to  determine  the  costs  incurred 
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(2)  and  (3)  and  the  studies  wider  paragraphs  (4),  {d),a7id  (6). 
^uch  report  shall  include  any  recommertdatioiis  for  legislative  changes 
which  the  Secretary  fvrtds  necessary  or  desirable  as  a  result  of  such  ex- 
periments and  studies. 

{g)  T\he  Secretary  sliall  submit  to  the  Co^igress  on  October  i,  1978^ 
and  on  October  1  of  each  year  thereafter.,  a  report  on  the  end  stage 
rtnal  disease  program^  including  but  not  limited  to — 

(i)  the  number  of  patients^  7iatlonally  and  by  renal  disease 
network^  on  dialysis  {self -dialysis  or  otherwise)  at  home  a^id  in 
facilities; 

{2)  the  number  of  neio  patients  entering  dialysis  at  home  and  in 
facilities  duritig  the  year; 

(S)  the  number  of  facilities  jjrovidlng  dialysis  and  tJie  utiliza- 
tion rates  of  those  facilities; 

{li)  the  number  of  kidney  transplants.,  by  source  of  donoir  organ; 

(d)  the  number  of  patients  awaiting  organs  for  transplant; 

{6)  the  number  of  transplant  failures; 

(7)  the  range  of  costs  of  kidney  acquisition.^  by  type  of  facility 
and  by  region; 

(8)  the  numher  of  facilities  providing  transplants  and  the 
number  of  trans(plants  perfortned  per  facility; 

(9)  patient  mortality  and  morbidity  rates; 

(JO)  the  average  annual  cost  of  hospitalization  for  ancillary 
problems  in  dialysis  and  transplant  patients.,  and  drug  costs  for 
transplant  patients  ; 

{11)  medicare  payment  rates  for  dialysis.,  transplant  proce- 
dures., and  physician  services^  along  with  any  changes  in  such 
rates  during  the  year  and  the  reasons  for  those  (fhanges; 

{12)  the  results  of  cost-saving  experiments ; 

{13)  the  results  of  basic  kidney  disease  research  conducted  by 
the.  Federal  Government.,  private  institutions.,  and  foreign  gov- 
ernments; 

{H)  information  on  the  activities  of  medical  review  boards 
and  other  network  organizations ;  and 

{15)  estimated  program  costs  over  the  next  five  years. 

*  *  *  «  4(  *  « 
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END  STAGE  RENAL  DISEASE  PROGRAJtf 


Mabch  22  (legislative  day,  Febeuaey  6) ,  1978. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  S423] 

The  Committee  on  Finance,  to  which  was  referred  the  Hll  (H.R. 
8423)  to  amend  titles  II  and  X\T:n  of  the  Social  Security  Act  to 
make  improvements  in  the  end  stage  renal  disease  program  presently 
authorized  under  section  226  of  that  act,  having  considered  the  same, 
reports  favorably  thereon  with  an  amendment  and  recommends  that 
the  bill  as  amended  do  pass. 

I.  PURPOSE  AND  BACKGROUND  OF  THE  BILL 

During  the  past  several  years  a  niunber  of  studies  and  public  hear- 
ings have  been  conducted  in  order  to  assess  the  operation  and  eUective- 
ness  of  the  medicare  end  stage  renal  disease  program.  The  results  of 
these  efforts  indicate  that  the  program  has  been  generally  successful 
in  meeting  the  needs  of  renal  disease  patients  for  protection  against 
the  catastrophic  costs  of  dialysis  and  transportation.  However,  at  the 
same  time,  it  has  become  clear  that  the  program  is  plagued  by  a  num- 
ber of  serious  problems  which  threaten  to  undermine  its  continuing 
stability  and  effectiveness. 

The  committee  is  concerned  about  the  high  and  steadily  rising  cost 
of  the  program  and  the  burden  it  can  place  on  the  medicare  trust  funds 
unless  steps  are  taken  to  put  it  on  a  more  cost-effective  basis.  The  com- 
mittee believes  that  there  are  several  areas  of  potential  cost  savings, 
including  the  increased  use  of  self-dialvsis  settings  and  tranplanta- 
tion,  where  medically  appropriate,  and  the  use  of  incentive  reimburse- 
ment methods  to  encourage  economies  in  the  delivery  of  services. 

The  introduction  of  appropriate  incentives  to  encourage  the  medi- 
cally appropriate  use  or  lower  cost  treatment  modalities  is  com- 
patible with  the  best  interests  of  renal  disease  patients.  The  patient 
who  successfully  undergoes  transplantation  can  return  to  a  relatively 
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normal  and  stable  life.  The  patient  who  can  successfully  manage  self- 
dialysis  either  in  his  own  home  or  in  a  self -care  dialysis  unit  of  a 
facility  regains  a  significant  measure  of  control  over  his  own  care  and 
escapes  from  what  might  otherwise  be  a  permanently  dependent  rela- 
tionship. And  in  both  types  of  cases,  program  savings  over  the  long 
run  can  be  substantial. 

The  committee  wishes  to  stress  its  intent  that  patients  who  are  med- 
ically, psychologically,  and  socially  inappropriate  for  home  dialysis 
are  not  to  be  forced,  through  administrative  procedure,  into  home  di- 
aly^sis.  Objective  professional  judgment,  along  with  the  needs  and 
wishes  of  the  patient,  should  be  the  principal  determinants  of  the 
locus  of  treatment. 

11.  SUMMARY  OF  THE  BILL 

The  medicare  renal  disease  program  amendments  are  designed  to 
accomplish  four  objectives:  Provide  incentives  for  the  use  of  lower 
cost,  medically  appropriate  self -dialysis  (particularly  home  dialysis), 
as  an  alternative  to  high-cost  institutional  dialysis ;  eliminate  current 
program  disincentives  to  the  use  of  transplantation ;  provide  for  the 
implementation  of  incentive  reimbursement  methods  to  assure  more 
cost-effective  delivery  of  services  to  patients  dialyzing  in  institutions 
and  at  home ;  and  provide  for  studies  of  alternative  ways  to  improve 
the  program  and  for  regular  reporting  to  the  Congress  on  the  renal 
disease  program.  The  summary  presented  below  briefly  outlines  these 
principal  features  of  the  bill  and,  in  addition,  an  unrelated  medicare 
amendment  which  deals  with  payment  for  physicians'  services  in  teach- 
ing hospitals. 

INCENTIVES  FOR  USE  OF  SELF-DIALTSIS 

Several  provisions  are  designed  to  provide  incentives  for  more  ex- 
tensive use  of  lower  cost,  medically  appropriate  self-care  dialysis  set- 
tings. Although  the  cost  of  treatment  in  self-dialysis  settings  is  usu- 
ally considerable  less  for  the  program  than  facility  dialysis,  there  has 
been  a  steady  decline  in  the  percentage  of  patients  on  home  dialysis. 
Experience  indicates  that  one  of  the  reasons  for  this  decline  is  the 
existence  of  financial  disincentives,  resulting  from  the  benefit  struc- 
ture of  the  medicare  program,  for  patients  to  undertake  self -dialysis. 
The  bill  modifies  present  law  to  eliminate  these  disincentives  by : 

1.  Waiving  the  present  3-month  waiting  period  for  a  beneficiary 
who  enters  a  self -care  training  program  prior  to  the  end  of  the 
third  month  after  the  month  his  regular  course  of  dialysis  begins; 

2.  Providing  coverage  for  disposable  supplies  (such  as  syringes, 
needles,  and  sterile  drapes)  required  for  home  dialysis : 

3.  Providing  coverage  for  periodic  supportive  services,  includ- 
ing emergency  visits  and  servicing  of  dialysis  equipment,  fur- 
nished by  facilities  to  individuals  dialyzing  at  home ;  and 

4.  Authorizing  full  reimbursement  to  facilities  for  dialysis 
equipment  purchased  by  facilities  for  the  exclusive  use  of  patients 
dialyzing  at  home. 

The  bill  also  provides  coverage  for  services  of  a  self-care  dialysis 
unit  maintained  by  a  renal  dialysis  facility. 
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ELIMINATE  DISINCENTIVES  TO  TRANSPLANTATION 

Several  provisions  are  designed  to  eliminate  disincentives  -to  trans- 
plantation which  expose  transplant  candidates  to  significant  financial 
risk.  Thus,  the  bill  provides  for : 

1.  Coverage  for  a  transplant  patient  beginning  with  the  month 
he  is  hospitalized,  without  regard  to  tlie  waiting  period  of  present 
law,  if  transplant  surgery  takes  place  within  that  month  or  the 
following  2  months ; 

2.  Extension  of  the  period  of  post-transplantation  medicare 
coverage  from  12  months  to  36  months ; 

3.  Immediate  resumption  of  coverage,  without  a  waiting  period, 
whenever  a  transplant  fails;  and 

4.  Coverage  for  expenses  incurred  by  live  kidney  donors,  in- 
cluding the  period  of  the  donor's  recovery. 

BETMBURSEMENT  METHODS 

To  assure  more  cost-effective  reimbursement  for  dialysis  services 
the  bill  provides  for  use  of  incentive  reimbursement  methods  for  serv- 
ices furnished  by  renal  dialysis  facilities  to  patients  dialyzing  in  the 
facility  or  at  home.  Such  methods  may  include  prospectively  set  rates, 
a  system  for  classifying  comparable  facilities,  the  use  of  target  rates 
(adjusted  for  regional  differences)  with  provision  for  sharing  savings 
attributable  to  efficient  and  effective  delivery  of  services,  and  other 
incentives  to  efficient  performance.  (The  Secretary  may  use  competi- 
tive-bid procedures,  prenegotiated  rate  procedures  or  such  other  pro- 
cedures as  he  finds  feasible  and  appropriate  in  establishing  the  home 
dialysis  target  rates.) 

The  bill  also  clarifies  present  law  concerning  the  alternative  reim- 
bursement methods  available  to  physicians  with  respect  to  services 
provided  in  connection  with  routine  maintenance  dialysis  episodes. 

STUDIES,  REPORTS,  AND  ADMINISTRATION 

The  bill  requires  the  Secretary  to  conduct  experiments  and  studies 
on  ways  to  reduce  program  costs,  without  impairing  quality  of  care, 
including  studies  relating  to  reuse  of  dialysis  filters  and  the  use  of  die- 
tary controls,  to  increase  public  participation  in  organ  donation  pro- 
grams and  to  assess  alternative  ways  of  financing  renal  disease  serv- 
ices. The  bill  also  requires  the  Secretary  to  submit  an  annual  report  to 
the  Congress  on  the  cost  and  operation  of  the  program,  and  on  develop- 
ments in  basic  and  applied  research  in  the  field  of  renal  disease.  The 
Secretary  is  authorized  to  develop  appropriate  administrative  struc- 
tures and  arrangements  to  carry  out  his  responsibilities. 

TEACHING  PHYSICIANS 

In  a  provision  whose  applicability  is  not  limited  to  the  ESRD  por- 
tion of  medicare,  the  bill  defers  the  effective  date  of  a  previously 
enacted  provision  (sec.  227  of  P.L.  92-603)  which  deals  with  reim- 
bursement under  medicare  for  the  services  of  physicians  ir  teaching 
hospitals. 
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MIXOR  AXD  TECHNICAL  AMENDMENTS 

The  bill  amends  the  entitlement  provisions  of  present  law  to  clarify 
the  intent  tliat  individuals  with  end  stage  renal  disease  are  deemed  to 
satisfy  the  requirements  relating  to  disability  beneficiaries.  The  bill 
also  provides  that  the  Administrator  of  the  Health  Care  Financing 
Administration  shall  serve,  in  lieu  of  the  Commissioner  of  Social  Secu- 
rity, as  the  Secretary  of  the  Board  of  Trustees  of  the  Hospital  Insur- 
ance and  Supplementary  Medical  Insurance  Trust  Funds  and  shall 
be  responsible  for  making  reimbursement  to  HMCs  under  the  medi- 
care program. 

III.  GENERAL  STATEMENT 
A.  Incentives  for  Use  of  Self-Dialyst» 

Several  provisions  are  included  to  provide  incentives  for  more  exten- 
sive use  of  lower  cost,  medically  appropriate  self-care  dialysis  settings. 
Although  dialysis  can  be  performed  in  either  the  home  or  in  ap  institu- 
tional setting,  the  choice  of  dialysis  location  has  signifi^^ant*.  cost  im- 
plications. The  cost  of  home  dialysis  is  considerably  less  than  institu- 
tional dialysis.  Studies  indicate  that  the  current  annual  cost  of  home 
dialysis  (after  the  initial  year)  is  about  $8,000  while  the  annual  cost 
of  institutional  dialysis  is  around  double  that  figure. 

However,  since  1972,  the  year  in  which  the  medicare  renal  disease 
program  was  enacted,  there  has  been  a  steady  decline  in  the  percentage 
of  patients  on  home  dialysis.  According  to  the  National  Dialysis  Reg- 
ister, Qver  40  percent  of  the  total  patients  on  dialysis  were  dialyzing 
at  home  in  1972.  By  the  beginning  of  1975,  the  percentage  on  home 
dialysis  had  declined  to  25  percent;  and,  according  to  data  just  re- 
leased by  the  Department  the  decline  has  continued — ^as  of  calendar 
year  1976,  according  to  this  data,  less  than  10  percent  of  dialysis 
patients  are  on  home  dialysis.  '\^niile  various  reasons  for  this  decline 
have  been  offered  (including  changes  in  the  patient  population  under 
treatment,  professional  disinterest  in  encouraging  home  dialysis,  and 
increased  access  to  institutional  facilities),  evidence  suggests  that 
one  of  the  major  reasons  is  the  existence  of  financial  disincentiv-es  for 
patients  to  undertake  self -care  dialysis. 

At  the  same  time  that  the  use  of  home  dialysis  has  been  declining, 
renal  disease  program  costs  have  been  rising  at  a  significantly  higher 
rate  than  forecast.  Current  estimates  furnished  by  the  Department  in- 
dicate that  renal  disease  program  costs  for  fiscal  year  1978  will  be  $0.9 
billion  and  will  increase  substantially  in  subsequent  years.  The  follow- 
ing table  furnished  by  the  Department  illustrates  the  anticipated 


increases : 

Estimate  of  annual  benefits  paid 

Benefits  in 

Fiscal  year :  uiiioni 

1980    $1.3 

l9S2  „   1.9 

1987   3.6 


Moreover,  the  patient  x>opulation  for  which  these  costs  would  be 
incurred  is  a  relatively  small  one.  As  of  March  1977,  about  36,000  renal 
disease  patients  were  covered  by  the  program.  The  rate  of  increase  in 
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enrolled  beneficiaries  is  about  4  percent  per  year  and  is  expected  to 
decline  to  about  one-half  of  1  percent  by  1985.  Thus,  it  is  estimated 
that  the  program  will  h^ve  an  enrolled  renal  population  of  approxi- 
mately 60,000  by  1986  and  a  stable  population  of  about  75.000  by  the 
year  2000. 

While  it  is  true  that  the  high  cost  of  the  program  is,  in  part,  a  reflec- 
tion of  the  costly  technology  required  for  treatment,  ana  the  need  in 
most  cases  for  liietime  care,  it  is  generallj'  agreed  that  rising  program 
costs  are  also  a  reflection  of  disincentives  in  the  program  to  the  use  of 
lower  cost  self-dialysis  procedures  and  settings.  Appropriate  incen- 
tives for  more  cost-effective  use  of  self -care  dialysis  settings  can  help 
significantly  to  contain  rising  program  costs  without  impairing  the 
quality  or  availability  of  needed  services. 

WAIVER  or  3 -MONTH  WAmNG  PERIOD  FOR  SELF-CARE  'nJAINIXG 

TJib  hill  would  provide  for  waiver  of  the  waiting  period  where  an 
indi  virtual  begins  a  self -care  training  program  prior  to  tlie  end  of 
the  third  month  after  the  month  he  initiates  a  regular  course  of 
dialysis. 

Under  present  law,  a  renal  disease  patient  under  age  65  becomes 
entitled  to  medicare  benefits  beginning  with  the  first  day  of  the  third 
month  after  the  month  a  course  of  dialysis  is  initiated.  This  3-month 
waiting  period  discourages  prompt  entry  into  a  self-care  training 
program  since  the  beneficiary  would  also  have  to  bear  the  additional 
cost  of  this  training  out-of-pocket.  Moreover,  once  adjusted  to  facility 
dialysis,  patients  are  often  reluctant  to  make  the  change  to  self-care 
dialysis. 

This  provision  may  help  to  overcome  the  reluctance  on  the  part  of 
many  beneficiaries  to  undertake  self-dialysis  training.  However,  it  is 
expected  that  the  Secretary  will  take  appropriate  steps  to  assure  that 
it  is  understood  the  waiver  is  intended  for  those  individuals  who  can 
be  reasonably  expected  to  complete  the  training  program  and,  on  com- 
pletion, to  enter  into  a  self -dialysis  setting. 

COVERAGE  OF  SUPPLIES  NECESSARY  TO  PERFORM  HOME  DIALYSIS 

The  bill  provides  coverage  for  all  supplies,  including  disposable 
supplies,  required  for  the  effective  performance  of  home  dialysis. 

Under  present  law,  home  dialysis  results  in  a  substantially  larger 
out-of-pocket  expense  to  the  patient  than  facility  dialysis.  This  is  so 
because  under  the  existing  medicare  benefit  structure  certain  expenses 
that  are  covered  in  an  institutional  setting  are  not  covered  at  the 
patient's  home.  Where  dialysis  is  done  in  a  facility,  for  example,  dis- 
posable items  and  supplies  which  are  necessary  for  the  performance 
of  dialysis  (such  as  syringes,  alcohol  wipes,  sterile  drapes,  needles, 
topical  anesthesias,  and  rubber  gloves)  and  various  types  of  supportive 
equipment  are  covered.  ^Vhen  dialysis  is  performed  at  home,  these 
items — which  represent  as  much  as  15  percent  of  costs  incurred  by 
beneficiaries  who  self-dialyze  at  home — are  not  covered  and  the 
patient  must  pay  for  them  out  of  his  personal  funds. 

Although  it  has  been  argued  that  coverage  of  disposable  items  and 
supplies  lOT  renal  patients  would  represent  a  departure  from  tradi- 
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tional  medicare  coverage  provisions,  there  is  a  precedent  for  such 
coverage  in  the  current  provision  or  medicare  law  under  which  all 
colostomy  supplies,  including  disposables,  are  covered.  The  reason  for 
extending  coverage  in  both  of  these  cases  is  the  unique  nature  of  the 
medical  procedures  involved  and  the  indispensable  and  continuing 
need  for  the  supplies  in  the  effective  management  of  the  patient's  care. 
Moreover,  the  committee  believes  that  coverage  of  renal  supplies  would 
eliminate  a  significant  disincentive  to  home  dialysis. 

COVERAGE  OF  HOME  DIALYSIS  SUPPORT  SERVICES 

The  bill  provides  coverage  for  periodic  support  services,  to  the  extent 
permitted  in  regulations,  Simished  by  a  renal  dialysis  facility  or  hos- 
pital to  an  individual  dialyzing  at  home.  Support  services  could  in- 
clude periodic  monitoring  of  the  patient's  adaptation  to  self-dialysis, 
emergency  visits  where  necessary,  help  in  the  installation  and  main- 
tenance of  dialysis  equipment  and  any  additional  supportive  services 
the  Secretary  determmes  will  be  useful  in  helping  patients  to  remain 
on  home  dialysis. 

Under  present  law,  mechanisms  do  not  exist  to  either  monitor  actual 
home  dialysis  performance  or  provide  backup  professional  and  main- 
tenance assistance  in  the  home.  If  trained  tecmiical  personnel  (func- 
tioning under  physician  supervision)  were  permitted  to  periodically 
observe  the  patient's  management  of  his  dialysis,  assist  with  difficult 
access  situations,  or  occasionally  function  as  a  dialysis  assistant,  incen- 
tives to  continued  use  of  home  dialysis  would  result  by  precluding  the 
need  for  unnecessary  inpatient  treatment  or  backup  institutional  di- 
alysis. Moreover,  help  in  maintaining  equipment  is  generally  regarded 
as  a  vital  element  in  the  overall  effort  to  assist  those  beneficiaries  who 
might  otherwise  become  discouraged  by  the  problems  and  expense 
involved  in  servicing  their  own  equipment  to  remain  on  home  diaiysia 

COVERAGE  FOR  SERVICES  OP  A  SELF-CARE  DIALYSIS  UNIT 

The  bill  provides  for  reimbursement  of  facilities  for  the  maintenance 
of  a  self-dialysis  unit  in  which  a  patient  can  manage  his  own  treat- 
ment with  a  lesser  degree  of  ongoing  medical  supervision  and  assist- 
ance of  ancillary  personnel  than  is  re<iuired  for  full  care  maintenance 
dialysis.  Under  the  bill,  a  self-dialysis  unit  must,  at  a  minimum,  fur- 
nish the  services,  equipment,  and  supplies  needed  for  self-care  dialysis, 
have  patient-staff  ratios  which  are  appropriate  to  self -dialysis  (allow- 
ing for  such  appropriate  lesser  degree  of  ongoing  medical  supervision 
and  assistance)  and  meet  such  other  requirements  as  the  Secretary  may 
prescribe  with  respect  to  the  quality  and  cost-effectiveness  of  services. 

The  committee  recognizes  that  many  patients  who  are  otherwise 
motivated  to  undertake  self-dialysis  are  unable  to  do  so  because  of 
physical  or  social  circumstances  in  the  home  environment.  For  such 
patients  the  only  alternative  usually  available  to  them  at  present  is 
full  care  maintenance  dialysis  in  an  institutional  setting. 

The  committee  has,  therefore,  included  in  the  bill  a  provision  which 
encourages  the  use  of  self-care  stations  in  renal  dialysis  facilities. 
Under  the  bill,  the  Secretary  would  be  authorized  to  define  what 
constitutes  self-care  dialysis  outside  the  home  and  to  identify 
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the  institutional  settings  in  which  it  can  be  appropriately  performed. 
In  defining  appropriate  self-care  dialysis  settings,  the  Secretary  is 
expected  to  identify  those  factors  which  differentiate  full-care  dialysis 
from  self -care  dialysis — for  example,  staff -to-patient  ratios.  In  addi- 
tion, the  definition  of  self-care  dialysis  should  specify  the  types  of 
support  services  the  facility  is  required  to  provide  as  an  integral  part 
of  self-care,  as  well  as  those  services  which  are  not  required  but  which 
would  be  considered  an  acceptable  part  of  self -care  for  reimbursement 
purposes. 

The  committee  does  not  intend  that  there  be  a  proliferation  of 
underutilized  self-care  units.  Thus,  it  is  expected  that  the  Secretary 
will  apply  minimum  utilization  requirements  and  will  take  appro- 
priate steps  to  assure  himself  that  a  need  exists  for  the  unit  before 
authorizing  its  reimbursement. 

REIMBURSEMENT  TO  FAdLTriES  FOR  REASONABLE  COST  OF  DIALYSIS 
EQXJIPMENT  FOR  HOME  DIALYSIS  PATIENTS 

The  bill  authorizes  the  Secretary,  pursuant  to  agreements  with 
approved  renal  dialysis  facilities,  to  reimburse  such  facilities  for  the 
full  reasonable  cost  of  the  purchase,  installation,  maintenance  and 
reconditioning  for  subsequent  reuse  of  artificial  kidney  and  automated 
dialysis  peritoneal  machines  (including  supporting  equipment)  which 
are  reserved  for  the  exclusive  use  of  medicare  patients  dialyzing  at 
home.  In  order  to  waive  the  coinsurance  amount  the  Secretary  would 
be  required  to  assure  by  formal  agreement  that  the  provider  or  facility 
will :  (a)  Use  the  equipment  only  for  medicare  patients  who  dialyze  at 
home;  (b)  recondition  the  equipment,  as  needed,  for  reuse  by  other 
medicare  patients;  (c)  provide  full  access  for  the  Secretary  to 
all  records  and  information  relating  to  the  purchase,  maintenance  and 
use  of  the  equipment;  and  (d)  submit  such  reports  as  the  Secretary 
may  require  with  respect  to  the  management  and  use  of  the  equipment. 
Supporting  equipment  would  include  blood  pumps,  heparin  pumps, 
bubble  detectors,  other  alarm  systems  and  such  other  items  as  the 
Secretary  may  determine  are  medically  necessary. 

As  a  result  of  the  recent  enactment  of  P.L.  95-142,  medicare  can  make 
lump-sum  payments  that  cover  80  percent  of  the  reasonable  purchase 
price  of  durable  medical  equipment  in  cases  where  purchase  is  more 
economical  than  rental.  The  patient  is,  of  course,  expected  to  pay  the 
remaining  20  percent. 

In  the  case  of  a  $5,000  dialysis  machine,  patient  purchase  is  difficult 
or  impossible  even  though  purchase  would  in  the  long  run  be  most 
economical  for  both  the  medicare  program  and  the  patient.  In  this 
example,  the  patient  would  be  faced  with  financing  a  coinsurance  pay- 
ment of  $1,000.  The  result  is  that  few  home  dialysis  patients  purchase 
their  own  equipment.  Instead,  patients  rent  equipment.  Some  rental 
charges  are  now  running  more  than  $300  per  month.  In  addition,  main- 
tenance charges  by  equipment  companies  appear  to  be  significantly 
higher  than  the  cost  to  facilities  to  repair  their  own  equipment.  Exam- 
ples provided  to  the  committee  show  that  in  manj^  cases,  within  1% 
to  2  years,  the  patient  and  medicare  will  often  pay  in  rent  an  amount 
equal  to  the  total  purchase  price  of  the  equipment.  Wliile  many  rental 
contracts  provide  for  the  servicing  of  the  equipment  and  a  lowering 
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of  the  rent  and/or  an  option  to  buy  after  several  years,  the  fact  remains 
that  rental  payments  are  generally  many  times  the  purchase  price  of 
the  equipment. 

While  it  is  difficult  to  estimate  precisely  the  program  saving  that 
might  be  expected  to  result  from  direct  purchase,  data  submitted  to 
the  committee  indicate  that  annual  savings,  even  assuming  the  pres- 
ent proportion  of  patients  on  home  dialysis,  could  be  as  high  as  $3 
million.  The  committee  wishes  to  emphasize,  however,  that  such  savings 
are  attainable  on  the  assumption  that  the  equipment  approved  for 
purchase  is  neither  extravagant  nor  excessive.  It  is  expected,  there- 
fore, that  the  Secretary  will  develop  appropriate  criteria  and  proce- 
dures to  assure  that  such  equipment  as  is  approved  for  purchase  will 
be  limited  to  equipment  that  is  sufficient  for  the  medical  purposes 
required  and  that  facilities  exercise  prudence  and  sound  business  prac- 
tices in  the  purchase  of  such  equipment. 

But  perhaps  even  more  important  than  the  direct  dollar  savings 
projected  on  these  purchases  would  be  the-  removal  of  this  significant 
financial  disincentive  to  home  dialysis  that  is  posed  by  the  20-percent 
cost  sharing  applicable  to  the  large  purchase  and  rental  charges.  The 
committed  believes  that  the  larger  savings  that  would  accrue  to  the 
program  from  increased  use  of  home  dialysis  warrant  the  use  of  an 
arrangement  under  which  approved  facilities  purchase  and  maintain 
dialysis  equipment  exclusively  for  the  use  of  patients  dialyzing  at  home. 
^Moreover,  utilizing  such  arrangements  with  approved  facilities  will 
assure  the  most  effective,  continued  use  of  this  expensive  equipment 
throughout  its  useful  life  and  a  greater  degree  of  professional  super- 
vision over  the  medical  management  of  the  patient's  home  care. 

B.  IxcExxn^s  T^R  Renal  Traxsplantation 

The  cost  of  a  kidney  transplant  now  runs  between  $20,000  and  $25,- 
000.  A  successful  patient  would  then  incur  costs  of  about  $3,000  in  the 
first  year  following  transplantation  for  drugs  and  physician  services, 
and  between  $1,000  and  $2,000  a  year  thereafter.  Slightly  over  3,000 
patients  (about  10  percent  of  the  renal  patient  population)  attempted 
transplantation  in  1976,  and  many  nephrologists  believe  that  with 
appropriate  encouragement  that  figure  could  be  significantly  increased. 
The  committee  believes  that  the  elimination  of  disincentives  to  trans- 
plantation is  essential  to  assure  that  patients  and  their  physician  have 
the  opportunity  to  make  the  important  medical  choice  between  dialysis 
and  transplantation  unencumbered  by  financial  considerations  imposed 
by  the  coverage  provisions  of  medicare, 

COVERAGE  BEGINNIXG  WITH  MONTH  OP  HOSPITALIZATION 

The  bill  modifies  present  law  by  beginning  coverage  for  a  transplant 
patient  with  the  month  of  hospitalization  if  the  surgery  takes  place 
within  the  following  2  months,  rather  than  the  following  1  month  as 
under  present  law.  Transplantation  is  a  two-step  process :  First,  the 
removal  of  the  diseased  kidney ;  second,  the  implantation  of  a  new  kid- 
ney which,  in  some  cases,  may  not  take  place  for  as  long  as  6  to  8  weeks 
after  the  first  step.  A  2 -month  provision  would  assure  equitable  cov- 
erage of  all  transplant  patients. 
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POBT-TRAXSPLANT  CJOVERAGE  EXTENDED  TO  36  MONTHS 

The  bill  would  extend  the  period  of  medicare  coverage  for  patients 
who  undergo  transplantation  from  12  to  36  months. 

Under  present  law,  medicare  entitlement  for  a  transplant  patient 
terminates  at  the  end  of  the  12th  month  following  transplantation. 
However,  a  great  many  transplants  have  not  stabilized  or  cannot  be 
deemed  successful  after  12  months.  As  a  result,  many  patients  are 
either  hospitalized  or  undergoing  intensive  out-patient  treatment  for 
rejection  episodes  during  or  shortly  after  the  twelfth  month,  at  the 
very  time  their  medicare  benefits  are  being  terminated.  Moreover,  even 
successful  transplant  patients  incur  substantial  medical  costs  directly 
related  to  the  transplant  for  several  years  following  the  surgery, 
although  the  heaviest  costs  are  incurred  in  the  first  3  years.  The  bill 
would  alleviate  this  problem  by  affording  an  adequate  period  of  post- 
transplant  medicare  protection. 

IMMEDIATE  RESUMPTION  OF  CMDVEEAGE  WITHOUT  A  WAITING  PERIOD 
IF  TRANSPLANT  FAILS 

Under  present  law,  a  patient  whose  transplant  fails  after  liis  entitle- 
ment ends  is  liable  for  the  substantial  costs  associated  both  with  the 
failure  of  the  transplant  and  any  dialysis  required  during  the  waiting 
period  before  medicare  coverage  resumes.  The  bill  eliminates  this  dis- 
incentive by  providing  for  the  immediate  resumption  of  medicare  cov- 
erage whenever  a  transplant  is  rejected. 

CLARIFY  PRESENT  LAW  RELATING  TO  EXPENSES  INCURRED  BY 
KIDNEY  DONORS 

The  bill  clarifies  the  Secretary's  authority  under  present  law  to 
provide  reimbursement  for  the  costs  incurred  in  connection  with  kid- 
ney donations.  The  committee  believes  that  such  a  policy  is  essential 
both  to  assure  a  continued  supply  of  live  donor  organs  and  to  take 
into  account,  in  the  medicare  reimbursement  system,  appropriate 
medical  costs  related  to  organ  procurement  (which  cannot  always  be 
assigned  to  a  particular  beneficiary) ,  including  a  donor's  postoperative 
vecovevy  costs. 

C.  Reiotursement  Methods 

AYlien  the  Congi-ess  enacted  the  renal  disease  program  in  1972,  it 
did  so  in  full  recognition  of  the  fact  that  substantial  difficulties  would 
be  encountei^  in  the  development  of  equitable  reimbursement  policies. 
Little  data  was  then  available  either  on  treatment  costs  or  on  prevail- 
ing charges.  Moreover,  there  was  a  great  variety  of  arrangements 
through  wliich  ser\dces  in  the  relatively  new  field  of  renal  dialysis 
were  rendered.  As  a  result,  the  Congress  authorized  the  Secretary  to 
develop  and  apply  reimbursement  policies  and  procedures  on  the  basis 
of  evolving  experience.  Based  on  this  extensive  program  experience 
the  conmiittee  believes  that  several  changes  that  would  result  in  more 
cost-effective  reimbursement  can  be  made  both  in  tlie  method  for  pay- 
ing facilities  for  dialysis  services  rendered  to  patients  dialyzing  in  the 
facility,  and  in  the  method  by  wliich  payment  is  made  for  expenses 
incurred  by  patients  dialyzing  at  home  under  the  super^-ision  of  ap- 
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proved  facilities.  In  addition,  it  is  now  appropriate  to  clarifjr  present 
law  relating  to  the  alternative  reimbursement  methods  available  to 
renal  physicians. 

ALTERNATIVE  REI3IBURSEMENT  METHODS  FOR  PHYSICIANS'  SERVICES 

The  bill  clarifies  the  Secretarjr's  authority  under  present  law  to 
provide  reimbursement  for  physicians'  services  in  connection  with 
routine  maintenance  dialysis  in  accordance  with  alternative  reim- 
bursement methods. 

Under  present  program  policies,  physicians  have  a  choice  between 
two  methods  for  receiving  reimbursement  for  routine  maintenance 
dialysis  services.  Under  one  method,  the  physician  can  bill  the  medicare 
program  reasonable  charges  for  all  emergency  services  he  furnishes 
durmg  a  maintenance  dialysis  episode ;  the  physician  looks  to  the  facil- 
ity for  payment  for  his  routine  dialysis  services  and  the  facility  is 
reimbursed  for  these  payments  by  the  program. 

The  second  method,  called  "comprehensive  reimbursement,"  pro- 
vides for  payment  of  a  reasonable  charge  for  all  medical  services  fur- 
nished to  a  maintenance  dialysis  patient  during  a  month,  other  than 
inpatient  hospital  services  and  services  not  related  to  the  patient's 
renal  problem  that  require  extra  visits.  (Reasonable  charges  for  these 
latter  services  may  be  billed  separately.)  About  one- fourth  of  all 
nephrologists  have  elected  this  method  of  reimbursement. 

Use  of  these  optional  reimbursement  methods  is  consistent  with  the 
congressional  intent  to  develop  reimbursement  methods  and  procedures 
designed  to  address  the  imique  circumstances  involved  in  the  provision 
of  maintenance  dialysis  services. 

REIMBXTRSEMENT  FOR  RENAL  DIALYSIS  PROVIDED  IN  A  DIALYSIS 

FACILITY 

The  bill  modifies  present  law  by  directing  the  Secretary  of  HEW  to 
promulgate  regulations  establishing  an  incentive  reimbursement  sys- 
tem with  respect  to  dialysis' services  furnished  by  facilities  to  patients 
dialyzing  in  the  facility.  The  new  reimbursement  system  would  pro- 
vide appropriate  incentives  for  encouraging  more  efficient  and  effective 
delivery  of  dialysis  services,  including  (to  the  extent  and  in  such  com- 
bination as  he  determines  feasible) ,  the  use  of  prospectively  set  rates,  a 
system  for  classifying  comparable  facilities  (taking  into  consideration 
in  various  facilities  of  the  relative  complexity,  or  lack  of  complexity 
generally  characteristic  of  their  patients'  renal  treatment  needs), 
target  rates  with  arrangements  for  sharing  such  reductions  in  cost  as 
may  be  attributable  to  more  efficient  and  effective  delivery  of  services, 
and  such  other  incentives  as  he  finds  will  encourage  more  cost-effective 
delivery  consistent  with  proper  care.  The  incentive  reimbursement 
system,  which  may  be  established  on  a  cost-related  or  other  equitable 
and  economically  efficient  basis,  would  become  effective  with  respect 
to  a  facility's  first  accounting  period  after  the  12th  month  following 
the  month  of  enactment. 

The  Secretary  should  also  establish  appropriate  limits  on  reimburse- 
ment options  which  may  be  elected  by  facilities  so  as  to  preclude  shift- 
ing back-and- forth  from  one  method  to  another  by  facilities  so  as  to 
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maximize  reimbursement.  The  bill  authorizes  the  Secretary  to  prescribe 
in  regulations  such  methods  and  procedures  as  are  necessary  to  deter- 
mine costs  incurred  in  furnishing  renal  dialysis  services  and  to  deter- 
mine amounts  payable  in  accordance  with  the  incentive  reimbursement 
system.  Moreover,  such  regulations,  in  the  case  of  services  furnished  by 
proprietary  facilities  may  include,  if  the  Secretary  finds  it  feasible 
and  appropriate,  pro^dsion  for  recognition  of  a  reasonable  rate  of  re- 
turn on  net  equity  capital,  providing  such  rate  of  return  does  not  ex- 
ceed the  rate  currently  provided  for  in  the  Social  Security  Act  for 
other  proprietary  institutions  participating  in  the  medicare  program. 

The  bill  addresses  these  problems  directly  by  providing  for  the 
implementation  of  an  incentive  reimbursement  method  designed  to 
encourage  facilities  to  deliver  services  on  a  cost-effective  basis.  To 
an  increasing  degree,  congressional  attention  has  been  focused  on  the 
need  to  develop  prospective  reimbursement  methods  and  target  rates 
to  encourage  more  efficient  management  of  health  facilities  and  to 
stimulate  better  planning  in  the  delivery  of  services.  The  method 
included  in  the  bill  reflects  this  general  philosophy ;  it  provides  for  the 
use  of  prospectively  set  rates  and  for  the  use  of  arrangements  under 
which  efficiently  managed  facilities  may  share  in  the  savings  they 
produce. 

Although  the  bill  authorizes  the  use  of  various  types  of  incentives 
for  more  efficient  delivery  of  services,  it  is  recognized  that  some  test- 
ing and  phasing-in  of  these  incentives  may  be  necessary.  Thus,  the  bill 
authorizes  the  implementation  of  incentives  in  such  combination  and 
in  accordance  with  such  timing  as  the  Secretary  finds  administratively 
feasible,  consistent  with  the  intent  to  establish  at  least  an  initial  incen- 
tive reimbursement  system  no  later  than  a  year  after  enactment. 

In  addition,  the  bill  clarifies  the  Secretary's  authority  under  present 
law  to  (a)  require  facilities  reimbursed  on  a  cost- related  basis  to  agree 
not  to  charge  beneficiaries  more  for  covered  services  they  provide  than 
the  applicable  deductible  and  coinsurance  amoimts,  and  (b)  to  provide 
for  reimbursement  to  hospitals  for  their  costs  attributable  to  pay- 
ments made  to  an  organ  procurement  agency  or  histocompatibility 
laboratory  in  amounts  that  may  not  exceed  costs  incurred  by  that  agen- 
cy or  laboratory.  The  bill  further  provides  that  renal  dialysis  facilities 
reimbursed  on  a  cost-related  basis  will  have  the  same  appeal  rights  as 
hospitals  and  other  providers  of  services  now  have  under  medicare 
when  a  disagreement  results  with  respect  to  program  reimbursement. 

The  two  criticisms  most  often  made  of  the  present  "reasonable 
charges"  method  for  reimbursing  renal  dialysis  facilities  is  that  (1)  it 
does  not  permit  the  program  to  effectively  adjust  payment  limits  as 
prices  and  circumstances  vary  or  as  new  facilities  come  into  operation ; 
and  (2)  it  allows  facilities  to  receive  reimbursement  based  on  their 
own  charges  regardless  of  the  relationship  to  cost.  The  congressional 
intent  was  to  provide  for  the  development  of  a  "charges  related  to  rea- 
sonable cost"  method  of  reimbursement  for  dialysis  facilities  based 
on  appropriate  cost  data  collected  from  the  facilities  by  the  Secre- 
tary. However,  efforts  to  obtain  this  cost  data  in  accordance  with 
congressional  intent  have  been  challenged  by  some  facilities.  Accord- 
ingly the  committee  believes  that  reiteration  of  the  Secretary's  au- 
thority to  collect  such  cost  information  is  necessary. 
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Consistent  with  the  provision  for  cost-related  reimbursement,  the 
bill  reaffirms  the  Secretary's  authority  to  reimburse  a  facility  for 
furnishing  covered  services  under  the  program  only  if  the  facility 
accepts  such  payment  as  payment  in  full,  except  for  applicable  deduct- 
ible and  coinsurance  amounts.  The  facility  could,  of  course,  charge  the 
beneficiary  or  other  party  for  noncovered  services. 

The  committee  expects  that  the  Secretary  will  continue  to  require 
renal  dialysis  facilities  to  furnish  such  reports  and  information  con- 
cerning the  costs  of  their  operations  as  a  condition  of  reimbursement. 
The  Secretary  is  also  authorized  to  condition  participation  upon  their 
compliance  with  such  other  requirements  relating  to  program  partici- 
pation as  are  specified  in  the  Social  Security  Act  and  regulations 
promulgated  in  accordance  with  it,  including  notification  to  the  Sec- 
retary if  a  facility  can  no  longer  meet  the  conditions  for  participation 
as  an  approved  supplier  or  if  it  contemplates  the  expansion  or  addi- 
tion of  services.  These  requirements  will  help  assure  the  orderly  expan- 
sion of  facility  treatment  resources  and  prevent  wasteful  duplication 
of  services  by  precluding  expansion  without  the  express  approval  of 
the  Secretary,  The  committee  believes  these  requirements  should  help 
to  restrain  the  cost  escalation  of  the  program  by  assuring  maximum 
utilization  of  existing  facilities,  personnel,  and  equipment. 

The  committee  realizes  that  disputes  may  arise  with  respect  to 
determinations  of  the  costs  incurred  by  renal  dialysis  facilities  and 
the  amounts  payable  under  the  program.  The  medicare  intermediary 
appeals  process  should  suffice  to  resolve  disputes  involving  small 
amounts.  Where  the  amoimts  in  controversy  are  substantial— -$10,000 
or  more  for  an  individual  facility,  or  $50,000  or  more  in  the  aggregate 
for  a  group  of  facilities — the  committee  has  provided  that  renal  dial- 
ysis facilities  may  appeal  to  the  Provider  Reimbursement  Review 
Board. 

Under  present  law,  pretransplant  services  furnished  by  organ  pro- 
curement agencies  and  histocompatibility  laboratories  are  reimbursed 
as  inpatient  hospital  services  at  the  time  of  transplantation.  This  policy 
has  been  effective  in  providing  coverage  of  pretransplant  services ;  how- 
ever, it  has  not  provided  the  program  with  adequate  fiscal  controls. 
For  example,  when  an  organ  procurement  agency  provides  a  kidney 
to  a  transplant  hospital,  it  is  billed  to  the  hospital  directly  and  the 
components  of  the  charge  are  not  subject  to  the  review  of  the  medicare 
intermediary  as  are  other  services  provided  directly  by  the  hospital. 
In  addition,  a  kidney  may  be  handled  by  several  agencies  before  it  is 
delivered  to  the  transplant  hospital  and  each  agency  will  add  an 
amount  to  the  charge  which  is  not  necessarily  related  to  tlio  cost  of 
processing  the  kidney.  The  bill,  therefore,  provides  for  reimbui-sement 
of  organ  procurement  agency  and  histocompatibility  laboratory  serv- 
ices on  a  reasonable  cost  basis. 

In  implementing  this  provision,  it  is  expected  that  the  Secretary 
will  apply  recognized  principles  of  cost  reimbursement,  obtain  periodic 
cost  reports,  and  provide  for  an  intermediary  hearing  for  an  agency  or 
laboratory  which  disagrees  with  a  cost  determination.  The  committee 
also  expects  that  the  services  of  these  agencies  will  continue  to  be  reim- 
bursed through  the  hospital ;  however,  m  view  of  the  evolving  relation- 
ships in  this  particular  field,  the  Secretary  may  institute,  if  he  finds  it 
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appropriate,  a  system  whereby  such  agencies  are  reimbursed  directly 
for  their  services. 

The  bill  authorizes  the  Secretary  to  develop  and  apply  appropriate 
requirements  with  respect  to  providers  of  services  and  renal  dialysis 
facilities  furnishing  dialysis  and  transplant  services.  The  committee 
expects  that  the  Secretary  will  develop,  in  addition  to  such  require- 
ments as  are  currently  applicable  with  respect  to  such  providers  and 
facilities,  appropriate  requirements  relating  to  the  provision  of  self- 
dialysis  services  in  a  self -care  dialysis  imit  and  home  dialysis  support 
services  furnished  by  a  provider  or  facility. 

REIMBURSEMENT  TO  RENAL  DIALYSIS  FACILTTIES  FOR  PATIENTS 
WALYZING  AT  HOME 

The  bill  would  provide  for  the  implementation  of  an  incentive  reim- 
bursement system  with  respect  to  payment  for  the  dialysis  of  patients 
dialyzing  at  home  under  the  supervision  of  a  facilitj^  Under  the  bill, 
the  Secretary  would  be  authorized  to  i)rovide  for  payment  on  the 
basis  of  a  target  reimbursement  rate  for  home  dialysis  for  all  necessar}^ 
home  dialysis  medical  supplies,  equipment,  and  supportive  services 
(including  the  services  of  qualified  home  dialysis  aides),  as  are  medi- 
cally necessary  to  enable  patients  to  continue  dialyzing  in  the  home 
setting.  Payment  would  be  made  to  the  facility  which  is  supervising 
the  patient's  home  care  and  is  willing  to  assume  responsibility  for 
obtaining  the  necessary  equipment,  arranging  for  its  maintenance, 
purchasing  medical  supplies,  and  arranging  for  the  provision  of  need- 
ed supportive  services. 

In  establishing  the  home  dialysis  target  rate  (which  would  be 
adjusted  for  regional  differences),  the  Secretary  would  include  his 
estimate  of  the  cost  of  providing  medically  necessary  home  dialysis 
supplies  and  equipment  (includmg  such  medically  necessary  routine 
laboratory  services  as  are  required) ;  an  allowance,  in  an  amount  de- 
termined by  the  Secretary,  to  cover  the  cost  of  providing  personnel 
to  aid  in  home  dialysis ;  and  an  allowance,  in  an  amount  determined 
by  the  Secretary,  to  cover  the  facility's  administrative  costs  and  to 
provide  an  incentive  for  the  efficient  delivery  of  home  dialysis ;  but  in 
no  event  may  the  target  rate  exceed  70  percent  of  the  national  average 
reimbursement  rate  (i.e.,  the  average  amount  approved  by  medicare 
before  application  of  the  coinsurance  requirement),  adjusted  for  re- 
gional variations,  for  institutional  maintenance  dialysis  in  the  preced- 
ing fiscal  year.  Any  target  rate  so  established  for  a  calendar  year  wo^ild 
not  be  subject  to  renegotiation  during  that  year.  Moreover,  in  estab- 
lishing such  a  rate,  the  Secretary  would  be  autharized  to  utilize  a 
competitive-bid  procedure,  a  prenegotiated  rate  procedure,  or  any 
other  procedure  he  determines  is  appropriate  and  feasible. 

The  implementation  of  a  home  dialysis  target  rate  addresses  the 
critical  problem  of  encouraging  more*  efficient  delivery  (and  more 
effective  supervision)  of  home  dialysis  services.  Because  of  their  re- 
sponsibilities for  OAwseeing  home  patients  and  their  desire  to  budget 
moneys  as  adequately  as  possible  to  provide  all  the  services  they  deem 
necessary  for  their  patient  population,  the  committee  believes  tliat 
facilities  would  have  an  incentive  under  this  method  to  exercise  addi- 
tional restraints  on  home  dialysis  costs  by  implementing  more  effec- 
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live  purchasing  procedures  for  supplies  and  equipment  and  by  more 
rigorously  assessing  the  actual  need  for  particular  services.  More- 
over, all  necessary  services,  supplies,  and  equipment  to  perform  home 
dialysis  would  be  controlled  under  one  account  maintained  by  the 
facility,  thereby  improving  the  program's  ability  to  accurately  iden- 
tify home  dialysis  costs,  evaluate  the  effectiveness  of  facility  manage- 
ment of  home  care,  and  provide  realistic  incentives  for  cost-effective 
delivery  of  services. 

Such  a  reimbursement  method  offers  other  significant  advantages. 
In  order  to  qualify  for  reimbursement  under  this  method,  a  facility 
would  have  to  assume  full  responsibility  for  the  supervision  of  patients 
dialyzing  at  home.  This  should  facilitate  impi-oved  supervision  of  the 
care  rendered  to  home  patients.  Moreover,  since  the  supervising  physi- 
cian at  the  facility  would  have  the  flexibility  to  use  the  reimburse- 
ment for  home  dialysis  patients  in  the  manner  he  determines  would  be 
most  appropriate  medically  for  each  particular  patient,  more  effective 
management  of  patient  care  is  possible. 

While  recognizing  that  this  method  represents  a  new  and  innovative 
approach  to  the  management  and  reimbursement  of  home  dialysis 
services,  the  committee  believes  it  offers  an  opportunity  both  for  facil- 
ities and  patients  to  effect  economies,  while  at  the  same  time  maintain- 
ing a  high  level  of  quality  care.  The  concept  of  an  incentive  target  rate 
encompasses  both  of  these  ideas.  The  committee  expects,  therefore, 
that  the  Secretary  will  implement  this  reimbursement  system  pru- 
dently with  due  regard  for  the  need  to  carefully  assess  its  effects  and 
to  assure  that  services  rendered  meet  the  tests  of  medical  necessity  and 
reasonableness. 

On  the  other  hand,  it  is  not  the  conmiittee's  intent  that  the  target 
rates  be  automatically  reduced  in  cases  where  facilities  have  demon- 
strated effective  performance,  but  rather  that  such  rates  be  designed 
so  as  to  assure  efficient  facilities  of  an  incentive  to  continue  to  deliver 
services  on  an  efficient  basis.  Thus,  in  developing  the  target  rates, 
it  is  expected  that  the  Secretary  will  take  into  account  the  differential 
in  the  costs  involved  in  the  use  of  peritoneal  dialysis,  as  well  as 
regional  variations  in  the  provision  of  home  dialysis  services  gener- 
ally, with  a  view  to  achieving  the  purpose  of  increased  and  more  ef- 
fective utilization  of  the  home  dialysis  setting. 

D.  Peer  Review 

The  bill  assigns  to  the  network  peer  review  organization  (a  coordi- 
nating council,  it's  executive  conmiittee  and  a  medical  review  board) 
the  responsibility  for  encouraging  the  use  of  those  treatment  settings 
most  compatible  with  the  successM  rehabilitation  of  the  patient,  and 
placement  of  suitable  candidates  in  self-care  settings  and  transplanta- 
tion. Under  the  bill,  each  renal  disease  network  and  its  medical  review 
board  would  be  responsible  for — 

(a)  Developing  criteria  and  standards  relating  to  the  quality  and 
appropriateness  of  patient  care,  and 

(h)  Evaluating  the  procedures  by  which  facilities  in  the  network 
assess  the  appropriateness  of  patients  for  proposed  treatment 
modalities. 
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Recognizing  the  active  and  continuing  role  that  renal  patients  play 
in  their  own  treatment,  the  committee  has  added  to  the  House  bill  a 
provision  that  at  least  one  patient  representative  be  included  on  each 
network  coordinating  council  and  on  the  council's  executive  committee. 

Present  law  is  silent  about  the  eligibility  of  individuals  who  have  a 
financial  interest  in  a  renal  dialysis  facility  to  serve  on  renal  network 
coordinating  councils,  their  executive  committees  and  medical  review 
boards.  To  avoid  conflicts  of  interest,  the  committee  has  added  to  the 
House  bill  a  provision  that  would  bar  from  serving  on  one  of  these 
network  organizations  any  individual,  or  a  member  of  his  family 
who  has  a  significant  ownership  or  control  interest  in  a  dialysis 
institution  or  who  has  been  paid  compensation  by  such  an  institution 
in  excess  of  what  could  be  considered  to  be  reasonable  when  compared 
to  any  services  or  goods  he  may  have  supplied  to  the  facility. 

E.  Studies,  Reports  and  Administration 

EXPERIMENTS  AND  STUDIES 

The  bill  requires  the  Secretary  to  conduct  the  following  studies  and 
experiments :  (a)  pilot  projects  relating  to  the  use  of  durable  medical 
equipment  by  renal  disease  patients;  (b)  experiments  and  studies  to 
evaluate  methods  for  reducing  the  costs  of  the  renal  disease  program, 
including  experimentation  with  reimbursement  for  home  dialysis  aides 
and  evaluations  of  the  cost-saving  potential  of  the  reuse  of  dialysis 
filters,  and  the  use  of  methods  of  cBetary  control ;  (c)  studies  of  meth- 
ods to  increase  public  participation  in  kidney  and  other  organ  donation 
programs;  (d)  a  study  of  reimbursement  for  physician  services  fur- 
nished to  renal  patients;  and  (e)  a  study  of  possible  ways  to  assist 
renal  patients  not  eligible  for  medicare  to  meet  their  medical  care 
costs.  The  Secretary  would  be  required  to  submit  the  results  of  these 
studies  and  experiments,  along  with  any  recommendations  for  legis- 
lative changes,  to  the  Congress  by  October  1, 1979. 

There  is  widespread  agreement  on  the  need  for  further  study  and 
experimentation  with  a  variety  of  issues  relating  to  more  cost-effective 
measures  for  providing  renal  disease  treatment.  Many  of  these  issues, 
such  as  the  reuse  of  dialysis  filters  and  the  utilization  of  dietary  con- 
trols, are  matters  involving  differing  professional  judgments,  and  it  is 
expected  that  the  Secretary  will  employ  the  services  of  the  appropriate 
professional  disciplines  in  conductmg  these  experiments.  In  particu- 
lar, the  committee  expects  that  the  experiments  relating  to  dietary 
control  will  use  the  expertise  of  registered  dietitians  and  of  board- 
certified  nephrologists  who  devote  a  substantial  part  of  their  profes- 
sional practice  to  problems  of  patients  with  end  stage  renal  disease. 
Moreover,  the  committee  has  added  to  the  House  bill  a  provision  that 
would  assure  that  experiments  in  the  reuse  of  dialysis  filters  would  be 
conducted  only  after  the  Secretary  of  HEW  has  determined,  follow- 
ing review  by  appropriate  authorities  such  as  the  FDA,  the  Center  for 
Disease  Control  or  the  National  Institutes  of  Health,  that  the  study 
will  be  carried  out  under  circumstances  that  will  assure  that  the  filter 
reuse  will  be  safe  and  medically  appropriate. 

The  committee  recognizes  that  major  obstacles  to  the  increased  use 
of  transplantation  is  the  problem  of  an  adequate  supply  of  suitable 
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organs.  Due  to  lack  of  public  understanding  of  the  need  for  organ 
donation,  each  year  thousands  of  cadaver  organs  that  are  suitable  for 
transplantation  are  not  used.  The  committee  believes,  therefore,  that 
there  is  a  need  to  find  ways  to  increase  public  participation  in  organ 
donation  programs. 

ANNUAL  REPORT  ON  RENAL  DISEASE  PROGRAM 

The  bill  requires  the  Secretary  to  submit  a  report  on  the  renal 
disease  program  to  the  Congress  on  October  1,  1978,  and  on  Octo- 
ber 1  of  each  year  thereafter.  This  report  is  to  include  data  and 
information  on  program  experience,  operations  and  cost,  as  well  as 
information  on  the  results  of  cost-saving  experiments  and  research 
into  the  causes,  prevention,  and  treatment  of  renal  disease. 

ADMINISTRATION 

The  bill  clarifies  present  law  by  explicitly  authorizing  the  Secre- 
tary to  establish  appropriate  organizational  and  informational  struc- 
tures to  effectively  administer  the  program,  including  renal  disease 
network  areas,  network  organizations  to  assure  professional  par- 
ticipation, and  a  renal  disease  medical  information  system.  The 
bill  also  provides  authority  for  the  Secretary  to  develop  mechanisms, 
consistent  with  the  responsibilities  assigned  to  network  organizations 
and  their  medical  review  boards,  for  the  coordination  of  network  plan- 
ning and  quality  assurance  activities  with  other  health  planning  and 
peer  review  activities  authorized  under  the  National  Health  Planning 
and  Resources  Development  Act  (Public  Law  93-641)  and  the  Profes- 
sional Standards  Review  Organization  provisions  of  the  Social 
Security  Act  and  for  the  exchange  of  aggregate  data  and  information 
among  these  organizations. 

Some  concern  has  been  expressed  about  the  extent  of  the  Secretary's 
authority  under  present  law  to  establish  the  necessary  administrative 
structures  in  the  renal  disease  networks  to  assure  professional  partici- 
pation in  the  planning  and  review  of  network  performance.  The  intent 
of  the  bill  is  to  eliminate  this  uncertainty.  It  is  also  the  committee's 
intent  that  medical  data  derived  from  this  program  be  governed  by 
the  same  policies  with  respect  to  the  confidentiality  of  individual  med- 
ical records  as  are  applicable  under  present  law. 

F.  Reimbursement  for  Services  of  Physicians  Provided  in  Teaching 

Hospitals 

When  medicare  was  enacted,  the  general  expectation  reflected  in  the 
law  was  that  the  patient  care  services  of  physicians  would  be  reina- 
bursed  under  part  B  (supplementary  medical  insurance)  on  the  basis 
of  reasonable  charges.  Hospital  costs,  including  salaries  of  interns  and 
residents,  as  well  as  supervising^  physicians  participating  in  educa- 
tional program  in  the  hospital,  were  to  be  reimbursed  under  part  A 
of  medicare  (hospital  insurance)  on  ai  reaseofiabk  cost  basia 

These  distinctions,  however,  are  not  easily  made  with  respect  to 
services  in  a  teaching  hospital,  where  teaching  and  patient  care  are 
often  inseparable.  The  original  medicare  law  did  not  address  the  spe- 
cific issue  of  how  medicare  should  determine  reimbursement  for  the 
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services  of  a  physician  when  he  supervises  interns  and  residents  in 
the  care  of  patients. 

This  ambiguity  led  in  practice  to  a  variety  of  arrangements  for  re- 
imbursing the  services  of  physicians  in  teaching  hospitals.  Out  of  con- 
cern about  the  lack  of  uniformity  in  these  arrangements  and  reim- 
bursement improprieties  the  Congress  included  a  provision  (section 
227)  in  the  1972  social  security  amendments  (Public  Law  92-603) 
that  was  intended  to  remedy  these  problems. 

Adoption  of  this  provision,  however,  brought  forth  expressions  of 
serious  concern  from  the  medical  education  community  about  whether 
the  legislation  in  fact  established  a  workable  and  equitable  reimburse- 
ment policy  for  the  teaching  hospital  setting  and  the  effective  date  of 
the  provision  has  been  deferred  to  provide  time  for  study.  The  com- 
mittee has  added  to  the  House  bill  an  amendment  that  would  further 
defer  the  effective  date  until  October  1, 1978.  This  delay  was  requested 
by  the  administration  to  afford  it  additional  time  to  publish  the  neces- 
sary implementing  regulations  and  to  propose  possible  legislative 
changes. 

G.  Minor  and  Technical  Amendments 

The  bill  includes  two  minor  changes  in  the  rules  concerning  entitle- 
ment to  end  stage  renal  disease. 

First,  the  bill  deletes  the  requirement  in  present  law  that  an  indi- 
vidual be  under  65  years  of  age  to  qualify  as  a  renal  disease  beneficiary. 
This  provision  has'  caused  hardship  in  cases  where  the  onset  of  renal 
disease  was  after  65  and  entitlement  could  only  be  based  on  the  work 
of  another  related  individual.  The  committee's  proposed  change,  of 
course,  would  not  affect  the  entitlement  of  individuals  to  medicare 
based  on  their  own  work,  nor  would  it  impose  a  3-month  waiting 
period  for  entitlement  to  renal  disease  benefits  on  such  individuals. 

Second,  the  committee  has  clarified  the  intent  of  present  law  that 
individuals  with  end  stage  renal  disease  be  deemed  to  satisfy  the 
entitlement  requirements  applicable  to  medicare  disability  bene- 
ficiaries. 

The  committee  recognizes  that  renal  disease  is  a  progressive  dis- 
sease ;  and  that  in  many  cases,  it  may  be  difficult  to  decide  whether  or 
when  maintenance  dialysis  treatments  should  be  initiated,  and  the 
exact  point  at  which  a  person  with  a  severe  kidney  disorder  can  be 
determined  to  have  end  stage  renal  disease  and  thus  be  entitled  to 
medicare  protection.  In  the  medical  community,  decisions  as  to  appro- 
priate treatment,  including  the  point  at  which  maintenance  dialysis 
IS  initiated,  may  be  subject  to  change  over  time  in  the  light  of  im- 
proved understanding  of  the  disease.  The  bill  therefore  recognizes 
that  there  is  a  need  for  some  flexibility  in  policies  concerning  entitle- 
ment, termination,  and/or  reentitlement  to  medicare.  The  committee 
expects  the  Secretary  to  be  guided  in  establishing  the  necessary  rules 
not  only  by  the  need  for  flexibility,  but  by  the  basic  purpose  of  the 
ESRD  program,  which  is  to  relieve  individuals  of  the  catastrophic 
costs  associated  with  the  treatment  of  this  disease. 

The  bill  also  makes  a  change  in  the  structure  of  the  Hospital  and  the 
Supplementary  Medical  Insurance  Trust  Funds'  Boards  of  Trustees 
ana,  under  a  committee  amendment,  in  the  name  of  the  agency  respon- 
sible for  making  medicare  payments  to  HMO's,  by  replacing  the  Com- 
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missioner  of  Social  Security  with  the  Administrator  of  the  Health 
Care  Financing  Administration.  Such  a  change  was  made  necessary 
by  the  reorganization  of  the  Department  of  Health,  Education,  and 
Welfare  as  a  result  of  which  responsibility  for  the  administration  of 
medicare  program  was  transferred  from  the  Social  Security  Adminis- 
tration to  the  Health  Care  Financing  Administration. 

The  committee  added  to  the  House  bill  technical  amendments  that 
are  necessary  to  carry  out  the  intent  of  the  Medicare-Medicaid  Anti- 
Fraud  and  Abuse  Amendments  (Public  Law  95-142).  One  of  the 
changes  would  extend  to  patients  of  intermediate  care  facilities  the 
protection  afforded  the  personal  funds  of  patients  in  extended  care 
tacilities. 

IV.  KEGULATORY  IMPACT  OF  THE  BILL 

In  compliance  with  paragraph  5  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  the  following  statements  are  made  concerning  the 
regulatory  impact  of  the  bill. 

The  provisions  of  the  bill  should  not  act  to  brinff  about  major  and 
continuing  regulatory  activity  following  issuance  of  the  initial  regula- 
tion modifying  present  law.  Virtually  no  additional  paperwork 
requirements  are  anticipated  with  respect  to  patients  and  providers. 
No  change  in  the  personal  privacy  aspects  of  the  program  under  pres- 
ent law  are  expected  as  a  consequence  of  this  legislation. 

V.  VOTE  OF  THE  COMMITTEE  IN  REPORTING  THE  BILL 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946,  the  following  statement  is  made  relative  to  the  vote  by  the 
committee  to  report  the  bill. 

The  bill  was  ordered  reported  by  a  voice  vote. 

VT.  BUDGETARY  IMPACT  OF  THE  BILL 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganization 
Act  of  1970  and  sections  308  and  403  of  the  Congressional  Budget  Act, 
the  following  statements  are  made  relative  to  the  costs  and  budgetary 
impact  of  the  bill. 

The  provisions  of  the  bill  do  not  provide  new  budget  authority  or 
tax  expenditures.  The  conmiittee  accepts  the  estimates  of  the  Congres- 
sional Budget  Office  on  the  impact  of  the  biU.  The  report  received  by 
the  committee  from  the  Congressional  Budget  Office  is  included  in  this 
report. 

Congressional  Budget  Oitice, 

U.S.  Congress, 
Washington^  D.C,  March  6, 1978. 

Hon.  Russell  Long, 

Chairman,  Committee  on  Finance, 

Washington,  D,C, 

Dear  Mr.  Chairman  :  Pursuant  to  Section  403  of  the  Congressional 
Budget  Act  of  1974,  the  CBO  has  reviewed  H.R.  8423  as  ordered  re- 
ported by  your  committee.  This  bill  amends  Titles  II  and  XVIII  of 
the  Social  Security  Act  to  make  improvements  in  the  end  stage  renal 
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disease  program  (E.S.R.D.)  in  order  to  encourage  and  facilitate  the 
use  of  home  dialysis.  Also,  H.R.  8423  provides  for  improved  coverage 
for  eligible  patients  receiving  kidney  transplants. 

Provisions  of  this  bill  are  mtended  to  increase  both  the  support  serv- 
ices and  equipment  available  to  home  dialysis  patients  in  order  to  ex- 
pand the  number  of  individuals  who  would  take  advantage  of  the 
lower  cost  method  of  treatment  rather  than  more  expensive  institu- 
tional dialysis  services.  Thus,  while  increasing  medicare  costs  through 
provision  of  services  and  equipment,  these  expenses  would  be  somewhat 
offset  by  the  reduced  number  of  institutionally  treated  E.S.R.D. 
patients. 

It  is  difficult  to  estimate  both  the  specific  costs  attributable  to  the 
individual  section  of  H.R.  8423  and  the  savings  due  to  the  higher 
participation  rate  of  home  dialysis  beneficiaries.  CBO  has  reviewed  the 
estimates  prepared  by  the  H.E.W.  Office  of  the  Actuary  and  believes 
that  they  are  reasonable.  However,  they  assume  full  year  effects  of 
the  bill  in  fiscal  years  1979  and  1980  and,  given  the  lag  in  bringing 
participation  rates  up  to  the  projected  10  percent  level,  estimates  for 
both  costs  and  savings  might  be  too  liigh.  Using  the  actuaries'  estimates 
as  a  base,  however,  CBO  would  project  that  costs  and  savings  would 
essentially  offset  each  other  in  fiscal  year  1979  and,  thus,  no  net  in- 
creases or  decreases  over  current  law  would  occur.  Savings  in  the  sec- 
ond year  of  about  $10  million  would  accrue,  and  in  subsequent  years, 
given  both  a  reduction  in  start-up  costs  and  increases  in  participation, 
larger  savings  in  the  range  of  $30-40  million  would  occur. 

If  we  can  be  of  further  assistance  in  this  matter,  please  do  not 
hesitate  to  contact  us. 
Sincerely, 

Alice  M.  Rfvlin,  Director. 
VII.  Changes  in  Existing  Law 

In  compliance  with  paragraph  4  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing  law 
in  which  no  change  is  proposed  is  shown  in  roman) : 

Social  Security  Act,  as  Aiviended 

TITLE  II— FEDERAL  OLD-AGE,  SURVIVORS,  AND  DIS- 
ABILITY INSURANCE  BENEFITS 

ir  «  «  4:  <P  « 

Entitlement  to  Hospital  Insurance  Benefits 
Sec.  226. 

(a)  Every  individual  who — 

( 1 )  has  attained  age  65,  and 

(2)  is  entitled  to  monthly  insurance  benefits  under  section  202 
or  is  a  qualified  railroad  retirement  beneficial^' , 
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Definitions 

Sec.  1905.  For  purposes  of  this  title — 
******* 

(c)  For  purposes  of  this  title  the  term  "intermediate  c^ire  facility*' 
means  an  institution  which  (1)  is  licensed  under  State  law  t-o  pro- 
vide, on  a  regular  basis,  health-related  care  and  services  to  individuals 
who  do  not  require  the  degree  of  care  and  treatment  which  a  hospital 
or  skilled  nursing  facility  is  designed  to  provide,  but  who  because  of 
tlieir  mental  or  physical  condition  require  care  and  services  (above  the 
level  of  room  and  board)  which  can  be  made  available  to  them  only 
through  institutional  facilities,  (2)  meets  such  standards  pi-e^cribed 
hy  the  Secretarj'  as  he  finds  appropriate  for  the  proper  provision  of 
such  care,  [and]  (3)  meets  such  standards  of  safety  and  sanitation  as 
are  established  under  regulation  of  the  Secretary  in  addition  to  those 
applicable  to  nursing  homes  under  State  law.  and  (i)  meets  the  re- 
quirevients  of  section  18Gl{j)  {H)  with  respect  to  protectimi  of  pa- 
tients personal  funds.  The  term  "intermediate  care  facility"  also  in- 
cludes any  skilled  nursing  facility  or  hospital  which  meets  the  require- 
ments of  the  preceding  sentence.  The  term  ''intermediate  care  facility** 
also  includes  a  Christian  Science  sanatorium  operated,  or  listed  and 
certified,  by  the  First  Church  of  Christ,  Scientist,  Boston.  Massa- 
chusetts, but  only  with  resiDect  to  institutional  services  deemed  appro- 
priate by  the  State.  The  term  "intermediate  care  facility"  also  in- 
cludes any  institution  which  is  located  in  a  State  on  an  Indian  reserva- 
tion and  is  certified  by  the  Secretary  as  meeting  the  requirements  of 
clauses  [(2)  and  (3)]  clauses  (2),  (3)  and  (4)  of  this  subsection  and 
providing  the  care  and  services  required  under  clause  (1).  With 
respect  to  services  furnished  to  individuals  under  age  65,  the  term 
"intermediate  care  facility*'  shall  not  include,  except  as  provided  in 
subsection  (d),  any  public  institution  or  distinct  part  thereof  for 
mental  diseases  or  mental  defects. 

******* 

Excerpts  From  Public  Law  93-233,  As  Amended 
******* 

Payment  for  Services  of  Physicians  Rendered  in  a  Teaching 

Hospital 

Sec.  15.  (a)(1)  Notwithstanding  any  other  provision  of  law,  the 
provisions  of  section  1861(b)  of  the  Social  Security  Act,  shall,  subject 
to  subsection  (b)  of  this  section,  for  the  period  with  respect  to  which 
this  paragraph  is  applicable,  be  achninistered  as  if  paragraph  (7)  of 
such  section  read  as  follows : 

"(7)  a  physician  where  the  hospital  has  a  teaching  program 
approved  as  specified  in  paragraph  (6) .  if  (A)  the  hospital  elects 
to  receive  any  payment  due  under  this  title  for  reasonable  costs  of 
such  services,  and  (B)  all  physicians  in  such  hospital  agree  not 
to  bill  charges  for  professional  services  rendered  in  such  hospital 
to  individuals  covered  under  the  insurance  program  established 
by  this  title.". 
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(2)  Notwithstanding  any  other  provision  of  law.  the  provisions  of 
section  1832(a)  (2)  (B)  (i)  of  the  Social  Security  Act,  shall,  subject 
to  subsection  (h)  of  this  section,  for  the  period  with  respect  to  which 
this  paragrapn  is  applicable,  be  administered  as  if  subclause  II  of 
such  section  read  as  follows : 

"(II)  a  physician  to  a  patient  in  a  hospital  which  has  a  teach- 
ing program  approved  as  specified  in  paragraph  (6)  of  section 
1861  (b)  (including  services  in  conjunction  with  the  teaching  pro- 
grams of  such  hospital  whether  or  not  such  patient  is  an  inpatient 
of  such  hospital) ,  where  the  conditions  specified  in  paragi-aph  (T) 
of  such  section  are  met,  and". 

«  «  ♦  3ic  *  4e  4e 

(d)  The  provisions  of  subsection  (a)  shall  apply  with  respect  to 
cost  accounting  periods  beginning  after  June  30,  1*973,  and  prior  to 
October  1,  [19771  -?^^<^- 

Excerpts  From  Public  Law  95-142 

v  *  ^  *  ^  * 

Delay  In,  and  Waiver  of,  Imposition  of  Reduction  of  Federal 
Medical  Assistance  Percentage  Due  to  a  State's  Failure  to 
Have  an  Effective  Medicaid  Utilization  Control  Program 

Sec.  20.  (a) 

(c)  (1)  Except  as  provided  in  paragraph  (2) ,  the  amendments  made 
by  this  section  shall  be  effective  on  October  1, 1977,  and  tli^  Secretary 
of  Health,  Education,  and  Welfare  shall  promptly  adjust  payments 
made  to  States  under  section  1903  of  the  Social  Security  Act  to  reflect 
the  clianges  made  by  such  amendments. 

(2)  The  amount  of  any  reduction  in  the  Federal  medical  assistance 
percentage  of  a  State,  otherwise  required  to  be  imposed  under  section 
1903(g)  (1)  of  the  Social  Security  Act  because  of  an  unsatisfactory 
or  invalid  showing  made  by  the  State  with  respect  to  a  calendar  quar- 
ter beginning  on  or  after  January  1,  1977,  shall  be  determined  under 
such  section  as  amended  by  this  section.  Subparagraph  (B)  of  para- 
graph (4)  of  section  |[1905(g)]  7903 (g)  of  such  Act,  as  added  by  this 
section,  shall  apply  to  any  showing  made  by  a  State  under  such  section 
with  respect  to  a  calendar  quarter  beginning  on  or  after  January  "J 
1977. 

*  «  *  *  *  ♦  ^ 

o 
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Public  Law  95-472 
95th  Congress 

An  Act 

ro  amend  section  7447  of  the  Internal  Revenue  Code  of  1954  with  respect  to     Oct.  17,  1978 
!  the  revocation  of  an  election  to  receive  retired  pay  as  a  judge  of  the  Tax      [H.R.  8811] 
I  Court. 

!  Be  it  enacted      the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  section  7447  U.S.  Tax  Court, 
of  the  Internal  fee  venue  Code  of  1954  (relating  to  retirement  of  Tax  3"<^ge8' 
Court  judges)  is  amended  by  adding  at  the  end  thereof  the  following  o^usc  7*M7 
Qew  subsection :  o  ubL  . 

"(i)  Revocation  or  Election  To  Receive  Retired  Pat. — 

"(1)  In  general. — Notwithstanding  subsection  (e)(2),  an 
individual  who  has  filed  an  election  to  receive  retired  pay  under 
subsection  (d)  may  revoke  such  election  at  any  time  befoD^  the 
first  day  on  which  retired  pay  (or  compensation  under  subsection 
(c)  in  lieu  of  retired  pay)  would  (but  for  such  revocation) 
begin  to  accrue  with  respect  to  such  individual. 

"(2)  Manner  or  revoking. — Any  revocation  under  this  sub- 
section shall  be  made  by  filing  a  notice  thereof  in  writing  with 
the  Civil  Service  Commission.  The  Civil  Service  Commission  shall 
transmit  to  the  chief  judge  a  copy  of  each  notice  filed  under  this 
subsection. 

"(3)  Effect  of  revocation. — In  the  case  of  any  revocation 
under  this  subsection — 

"(A)  for  purposes  of  this  section,  the  individual  shall  be 
treated  as  not  having  filed  an  election  to  receive  retired  pay 
under  subsection  (d), 

"(B)  for  purposes  of  section  7448—  26  USC  7448. 

"(i)  the  individual  shall  be  treated  as  not  having  filed 
an  election  under  section  7448(b),  and 

"(ii)  section  7448(g)  shall  not  apply,  and  the  amount 
credited  to  such  individual's  account  (together  with 
interest  at  4  percent  per  annum  to  December  31,  1947, 
and  3  percent  per  annum  thereafter,  compounded  on 
December  31  of  each  year  to  the  date  on  which  the  revo- 
cation is  filed)  shall  be  returned  to  such  individual, 
"(C)  no  credit  shall  be  allowed  for  any  service  as  a  judge 
of  the  Tax  Court  unless  with  respect  to  such  service  either 
there  has  been  deducted  and  withheld  the  amount  required 
by  the  civil  service  retirement  laws  or  there  has  been 
deposited  in  the  Civil  Service  Retirement  and  Disabilitv 
Fund  an  amount  equal  to  the  amount  so  required,  with 
interest, 

"(D)  the  Tax  Court  shall  deposit  in  the  Civil  Service 
Retirement  and  Disability  Fund  an  amount  equal  to  the 
additional  amount  it  would  have  contributed  to  such  Fimd 
but  for  the  election  under  subsection  (e) ,  and 
"(E)  if  subparagraph  (D)  is  complied  with,  service  on 


the  Tax  Court  shall  Be  treated  as  service  with  respect  to 
which  deductions  and  contributions  had  been  made  during 
the  period  of  service." 
Sec.  2.  (a)  The  amendment  made  by  the  first  section  of  this  Act  shall  26  USC  7447 

note. 


92  STAT.  1333 


PUBLIC  LAW  95-472— OCT.  17,  1978 


apply  with  respect  to  revocations  made  after  the  date  of  the  enactment 
of  this  Act. 

26  use  7447.  (b)  Any  individual  who  elects  to  revoke  under  section  7447  (i)  of 
the  Internal  Revenue  Code  of  1954  within  one  year  after  the  date  of 
enactment  of  this  Act  shall  be  treated  as  having  the  requisite  current 
service  for  purposes  of  redepositing  funds  in  the  Civil  Service  Retire- 
ment  and  Disability  Fund  and  for  purposes  of  reviving  creditable 

5  UbC  8331.  service  under  subchapter  III  of  chapter  83  of  title  5  of  the  United 
States  Code. 

SEC.  3.  TREATMENT  OF  GROUP  LEGAL  SERVICE  PLAN  CONTRIBUTIONS 
FOR  PURPOSES  OF  UNEMPLOYMENT  AND  SOCIAL  SECURITY 
TAXES. 

26  use  3306.  (a)  Section  3306  (b)  of  the  Internal  Revenue  Code  of  1954  (relating 
to  the  definition  of  wages  for  purposes  of  the  Federal  Unemployment 
Tax  Act)  is  amended — 

(1)  by  striking  out  "or"  at  the  end  of  paragraph  (10) ; 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (11) 
and  inserting  in  lieu  thereof  " ;  or" ;  and 

(3)  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(12)  any  contribution,  payment,  or  service,  provided  by  an 

employer  which  may  be  excluded  from  the  gross  income  of  an 
employee,  his  spouse,  or  his  dependents,  under  the  provisions  of 
26  use  120.  section  120  (relating  to  amounts  received  under  qualified  group 

legal  services  plans) .". 
26  use  3121.         (b)  Section  3121(a)  of  such  Code  (relating  to  the  definition  of 
26  use  3101  et    -v^ages  for  purposes  of  the  Federal  Insurance  Contributions  Act) 
is  amended — 

(1)  by  striking  out  "or"  at  the  end  of  paragraph  (15)  ; 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (16) 
and  inserting  in  lieu  thereof  " ;  or" ;  and 

(3)  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(17)  any  contribution,  payment,  or  service  provided  by  an 

employer  which  may  be  excluded  from  the  gross  income  of  an 
employee,  his  spouse,  or  his  dependents,  under  the  provisions  of 
section  120  (relating  to  amounts  received  under  qualified  group 
legal  services  plans).". 
42  use  409.  (c)  Section  209  of  the  Social  Security  Act  is  amended— 

(1)  by  striking  out  "or"  at  the  end  of  subsection  (n)  ; 

(2)  by  striking  out  the  period  at  the  end  of  subsection  (o) 
and  inserting  in  lieu  thereof  " ;  or" ;  and 

(3)  by  inserting  after  subsection  (o)  and  before  the  sentence 
beginning  with  "For  purposes  of  this  title,  in  the  case  of  domestic 
service"  the  following  new  subsection : 

"(p)  Any  contribution,  payment,  or  service,  provided  by  an 
employer  which  may  be  excluded  from  the  gross  income  of  an 
employee,  his  spouse,  or  his  dependents,  imder  the  provisions  of  sec- 
tion 120  of  the  Internal  Revenue  Code  of  1954  (relating  to  amounts 
received  under  qualified  group  legal  services  plans).". 
26  use  3121  ((J)  Xhe  amendments  made  by  this  section  shall  apply  with  respect 

to  taxable  years  beginning  after  December  31,  1976. 
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graph  (1)  shall  be  deemed  to  have  occurred  immediately  before 
Sie  compulsory  or  involuntary  conversion.". 

(c)  CoNPORMiNO  Amendment. — Paragraph  (1)  of  section  2032  26  USC  2032A. 
A(f)  of  such  Code  (relating  to  period  of  limitations)  is  amended  bv 

inserting  "  (or  if  later  in  the  case  of  an  involuntary  conversion  to  which 
an  election  under  subsection  (h)  applies,  3  years  from  the  date  the 
Secretary  is  notified  of  the  replacement  of  the  converted  property  or 
of  an  intention  not  to  replace)^'  immediately  before  and". 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  1016 
apply  to  involuntary  conversions  after  December  31, 1976. 

Approved  October  17,  1978. 
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95th  Congress  J  HOUSE  OF  REPRESENTATIVES  (  Report 
Ist  Session     f  {    No.  95-744 


REVOCABILITY  OF  ELECTION  TO  RECEIVHE  RETIRED  PAY 
AS  JUDGE  OF  TAX  COURT 


October  25,  1977. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Ullman,  from  the  Committee  on  Waj^s  and  Means,  submitted 

the  following 

REPORT 

[To  accompany  H.R.  8811] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the 
bill  (H.R.  8811)  to  amend  section  7447  of  the  Internal  Revenue  Code 
of  1954  with  respect  to  the  revocation  of  an  election  to  receive  retired 
pay  as  a  judge  of  the  Tax  Court,  having  considered  the  same,  reports 
lavorably  thereon  with  amendments  and  recommends  that  the  bill 
as  amended  do  pass. 

The  amendments  (stated  in  terms  of  the  page  and  line  numbers  of 
the  introduced  bill)  are  as  follows : 

Page  2,  strike  out  lines  15  through  17  and  insert: 

"(B)  for  purposes  of  section  7448 — 

*'(i)  the  individual  shall  be  treated  as  not 
having  filed  an  election  under  section  7448(b), 
and 

"(ii)  section  7448(g)  shall  not  apph',  and  the 
amount  credited  to  such  individual's  account 
(together  with  interest  at  4  percent  per  annum 
thereafter,  compounded  on  December  31  of 
each  year  to  the  date  on  wliich  the  revocation 
is  filed)  shall  be  returned  to  such  individual, 


No  material  re  social  security  in  this  report. 
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REVOCABILITY  OF  ELECTION  TO  RECEIVE  RETIRED 
PAY  AS  JUDGE  OF  TAX  COURT 


August  11  (legislative  day,  Mat  17),  1978. — Ordered  to  be  printed 


JSIr.  Long,  from  the  Committee  on  Finance,  submitted  the  following 

REPORT 

ITo  accompany  H.R.  8811] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
8811)  relating  to  revocability  of  election  to  receive  retired  pay  as  a 
judge  of  the  Tax  Court,  having  considered  the  same,  reports  favorably 
thereon  without  amendment,  and  recommends  that  the  bill  do  pass. 

I.  SUMMARY 

The  bill  allows  an  individual  who  has  filed  an  election  to  receive 
retired  pay  as  a  Tax  Court  judge  to  revoke  that  election  at  any  time 
before  retired  pay  would  begin  to  accrue,  thereby  enabling  that  indivi- 
dual to  seek  to  qualify  for  oenefits  under  the  civil  service  retirement 
system  (but  not  under  both  retirement  systems) . 

XL  GENERAL  STATEMENT 
Present  law 

If  a  United  States  Tax  Court  judge  elects  to  come  under  the  Tax 
Court  retirement  system,  all  civil  service  retirement  benefits  are 
waived.  Thus,  any  Tax  Court  judge  who  elects  to  be  covered  by  the 
Tax  Court  retirement  system  may  not  receive  any  benefits  under  the 
civil  service  retirement  system  for  any  service  performed  before  or 
after  the  election  is  made,  for  services  performed  as  a  judge  or  other- 
wise.^ 


J  A  Tax  Court  judge  must  retire  ht  age  70,  but  may  retire  at  age  65  after  having 

Berved  as  a  judge  at  least  15  years.  A  judge  may  retire  at  a  younger  age  with  15  years 
of  service  if  he  or  she  is  available  for  re-appointment  at  the  conclusion  of  a  term  but 
Is  not  reappointed.  A  judge  who  Is  permanently  disabled  must  retire.  Generally,  retirement 
under  any  of  these  conditions  Is  at  full  pay  under  the  Tax  Court  retirement  System. 

If  a  judge  reaches  the  mandatory  retirement  age  of  70  before  having  served  10  years, 
the  Tax  Court  pension  is  based  on  the  number  of  years  served.  If  a  judge  is  retired  be- 
cause of  disability,  but  has  not  served  10  years,  the  Tax  Court  pension  Is  one-half  the 
salary  of  the  office. 


No  material  re  social  security  in  this  report. 
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Public  Law  95-559 
95th  Congress 


An  Act 


To  amend  the  Public  Health  Service  Act  to  revise  and  extend  the  program  of 
assistance  imder  that  Act  for  health  maintenance  organizations. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  S tates  of  America  in  Congress  assembled^ 

SHORT  TITLE,  REFERENCE  TO  ACT 

Section  1.  (a)  This  Act  may  be  cited  as  the  "Health  Maintenance 
Organization  Amendments  of  1978". 

(b)  Whenever  in  this  Act  (other  than  in  section  14)  an  amendment 
or  repeal  is  expressed  in  terms  of  an  amendment  to,  or  repeal  of,  a 
section  or  other  provision,  the  reference  shall  be  considered  to  be  made 
to  a  section  or  other  provision  of  the  Public  Health  Service  Act. 

EXTENSION  OP  PROGRAM 

Sec.  2.  (a)  Section  1304(j)  is  amended  (1)  by  striking  out  "may  be 
made  through  September  30,  1978;",  and  (2)  by  striking  out  "1979" 
and  inserting  in  lieu  thereof  "1981". 

(b)  Section  1305  (d)  is  amended  by  striking  out  "1980"  and  inserting 
in  lieu  thereof  "1981". 

(c)  Section  1309(a)  is  amended  (1)  by  striking  out  "and"  after 
"1977,",  and  (2)  by  striking  out  the  semicolon  and  all  that  foUows  in 
that  section  and  inserting  in  lieu  thereof  the  following:  ",  $31,000,000 
for  the  fiscal  year  ending  September  30, 1979,  $65,000,000  for  the  fiscal 
year  ending  September  30, 1980,  and  $68,000,000  for  the  fiscal  year  end- 
mg  September  30, 1981.". 

INITIAL  DEVELOPMENT 

Sec.  3.  (a)  The  first  sentence  of  section  1304(b)  (2)  is  amended  by 
striking  out  "includes"  and  inserting  in  lieu  thereof  "means  the  estab- 
lishment of  a  health  maintenance  organization,  the  expansion  of  the 
services  of  a  health  maintenance  organization,  or  the". 

(b)  (1)  The  first  sentence  of  section  1304(b)  (3)  is  amended  by  strik- 
ing out  "in  the  one-year  period  beginning  on"  and  inserting  in  lieu 
thereof  "incurred  in  a  period  not  to  exceed  three  years  from". 

(2)  The  second  sentence  of  such  section  is  repealed. 

(c)  (1)  Subparagraph  (A)  of  section  1304(f)(2)  is  amended  to 
read  as  follows : 

"(A)  $1,000,000  through  September  30,  1979,  and  $2,000,000 
thereafter,  or". 
(2)  Section  1304(f)  is  amended— 

(A)  by  striking  out  "The  amount"  in  paragraph  (2)  and  insert- 
ing in  lieu  thereof  "Except  as  provided  in  paragraph  (3),  the 
amount" ; 

(B)  by  striking  out "  (except  as  provided  in  paragraph  (3) )  "  in 
paragraph  (2) ;  and 

(C)  by  inserting  after  "(3)"  in  paragraph  (3)  the  following: 
"The  cumulative  total  of  grants  made  to,  contracts  entered  into 
with,  and  principal  of  loans  guaranteed  for,  a  health  maintenance 
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organization  under  subsection  (b)  of  this  section  may  not  exceed 
$1,000,000  through  September  30,  1979,  or  $2,000,000  thereafter.". 

Effective  date.  (d)  The  amendments  made  by  this  section  shall  only  be  effective  for 

42  use  300e-3     fiscal  years  beginning  on  or  after  October  1, 1978. 

note. 

INITIAL  OPERATING  LOANS  AND  LOAN  GUARANTEES 

42  use  300e-4.        Sec. 4.  (a)  Section  1305 ^b)  (1)  isamendedby— 

(1)  striking  out  "$2,500,000"  and  inserting  in  lieu  thereof 
"$2,500,000  (or  $4,000,000  if  the  Secretary  makes  a  written  deter- 
mination that  such  loans  or  loan  guarantees  are  necessary  to 
preserve  the  fiscally  sound  operation  of  the  health  maintenance 
organization  and  to  protect  against  the  risk  of  insolvency  of 
the  health  maintenance  organization  and,  within  30  days  of  the 
making  of  such  loans  or  loan  guarantees,  furnishes  the  Committee 
on  Human  Resources  of  the  Senate  and  the  Committee  on  Inter- 
state and  Foreign  Commerce  of  the  House  of  Representatives 
with  written  notification  of  the  making  of  the  loans  or  loan 
guarantees  and  a  copy  of  the  written  determination  made  with 
respect  to  the  loans  or  loan  guarantees  and  the  reasons  for  the 
determination)  through  September  30, 1979,  and  $4,000,000  there- 
after" ;  and 

(2)  striking  out  "$1,000,000"  and  inserting  in  lieu  thereof 
"$1,000,000  (or  $2,000,000  if  the  Secretary  makes  a  written  deter- 
mination that  such  disbursements  are  necessary  to  preserve  the 
fiscally  sound  operation  of  the  health  maintenance  organization 
and  protect  against  the  risk  of  insolvency  of  the  health  mainte- 
nance organization  and,  within  30  days  of  such  disbursement, 
furnishes  the  Committee  on  Human  Resources  of  the  Senate  and 
the  Committee  on  Interstate  and  Foreign  Commerce  of  the  House 
of  Representatives  with  written  notification  of  the  making  of  the 
disbursement  and  a  copy  of  the  written  determination  made  with 
respect  to  it  and  the  reasons  for  the  determination)  through 
September  30, 1979,  and  $2,000,000  thereafter". 

(b)(1)  Section  1305  ( a )  is  amended  by  striking  out  "operating  costs" 
each  place  it  occurs  and  inserting  in  lieu  thereof  "costs  of  operation". 

(2)  The  second  sentence  of  section  1305(b)(1)  is  amended  by 
striking  out  "any  fiscal  year"  and  inserting  in  lieu  thereof  "any  twelve- 
month period". 

(3)  The  title  of  section  1305  is  amended  by  striking  out  "operation 
costs"  and  inserting  in  lieu  thereof  "costs  or  operation". 

42  use  300e-7.        (c)  (1)  Section  1308  is  amended  by  adding  at  the  end  the  following 
new  subsection : 

"(f)  The  Secretary  may  take  such  action  as  he  deems  appropriate  to 
protect  the  interest  of  the  United  States  in  the  event  of  a  default  on 
a  loan  made  or  guaranteed  under  this  title,  including  taking  possession 
of,  holding,  and  using  real  property  pledged  as  security  for  such  a 
loan  or  loan  guarantee.". 

(2)  (A)  Subsection  (d)  of  section  1308  is  amended  (i)  by  inserting 
before  the  period  in  the  first  sentence  of  paragraph  (1)  the  following: 
*'and  to  take  the  action  authorized  by  subsection  (f)",  and  (ii)  by 
inserting  after  "under  this  title"  in  the  first  sentence  of  paragraph  i 
(2)  the  following:  "and  to  take  the  action  authorized  by  subsec-  j 
tion(f)".  ^  1 

(B)  The  first  sentence  of  subsection  (e)  of  section  1308  is  amended 
by  inserting  before  the  period  the  following :  "and  to  take  the  action 
authorized  by  subsection  (f)".  ! 
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(d)  The  amendments  made  by  this  section  shall  only  be  effective  for  Effective  date, 
fiscal  years  beginning  on  or  after  October  1, 1978.  ^2JJSC  300e4 

LOANS  AND  LOAN  GUARANTEES  FOR  ACQUISITION  AND  CONSTRUCTION 
OF  AMBULATORY  HEALTH  CARE  FACILITIES 

Sec.  5.  (a)  Title  XIII  is  amended  by  inserting  after  section  1305  the  42  USC  300e. 
following  new  section : 

"loans  and  LOAN  GUARANTEES  FOR  ACQUISITION  AND  CONSTRUCTION 
OF  AMBULATORY  HEALTH  CARE  FACILITIES 


"Seo.  1305 a.  (a)  The  Secretary  may— 

"(1)  make  loans,  from  the  fund  established  under  section  1308 
(e),  to  public  and  nonprofit  private  health  maintenance  organiza- 
tions for  projects  for  the  acquisition  or  construction  of  ambulatory 
health  care  facilities  and  for  the  acquisition  of  equipment  for  facil- 
ities acquired  or  constructed  under  a  loan  made  under  this  para- 
graph ;  and 
"  ( 2 )  guarantee  to — 

"(A)  non-Federal  lenders  for  their  loans  to  nonprofit  pri- 
vate health  maintenance  organizations  for  projects  described 
in  paragraph  (1)  and  to  private  health  maintenance  organi- 
zations for  such  projects  which  will  serve  medically  under- 
served  populations,  and 

"(B)  the  Federal  Financing  Bank  for  its  loans  to  nonprofit 
private  health  maintenance  organizations  for  projects  de- 
scribed in  paragraph  (1)  and  to  private  health  maintenance 
organizations  for  such  projects  which  will  serve  medically 
underserved  populations, 
the  payment  of  principal  and  interest  on  such  loans. 
"(b)  (1)  Except  as  provided  in  paragraph  (2) ,  the  aggregate  amount 
of  principal  of  loans  made  or  guaranteed,  or  both,  under  subsection  (a) 
for  an  ambulatory  health  care  facility  may  not  exceed  $2,500,000. 

"(2)  The  cumulative  total  of  the  principal  of  the  loans  outstanding 
at  any  time  which  have  been  directly  made  or  with  respect  to  which 
g[uarantees  have  been  issued  under  subsection  (a)  may  not  exceed  such 
Bmitations  as  may  be  specified  in  appropriation  Acts. 

"(3)  The  authority  of  the  Secretary  to  make  loans  under  subsection 
(a)  shall  be  effective  for  any  fiscal  year  only  to  such  extent  or  in  such 
amoimts  as  are  provided  in  advance  m  appropriation  Acts. 
"(c)  For  purposes  of  this  section — 

"(1)  The  term  ^ambulatory  health  care  facility'  means  a  health 
care  facility  for  the  provision  of  diagnostic,  treatment,  and  pre- 
vention services  to  ambulatory  patients ;  and 

"(2)  the  term  ^construction'  means  the  (A)  construction  of  new 
facilities,  (B)  alterations,  expansion,  remodeling,  replacement, 
and  renovation  of  existing  facilities,  (C)  cost  of  off  site  improve- 
ments in  connection  with  an  activity  described  in  clause  (A)  or 
(B),  and  (D)  cost  of  the  acquisition  of  land  in  connection  with 
an  activity  described  in  clause  (A) ,  (B) ,  or  (C) .". 
(b)  Section  1313(4)  is  amended  by  inserting  before  the  period  the 
following :  "or  in  meeting  the  costs  of  such  organizations  in  acquiring 
or  constructing  ambulatory  health  care  facilities". 
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CONTINUING  DEVELOPMENT  ASSISTANCE 


42  use  300e-3.       Seo.  6.  Section  1304(b)  is  amended  by  adding  after  paragraph  (3) 

the  following  new  paragraph : 

"(4)  A  health  maintenance  organization  which  is  a  qualified  health 
42  use  300e-9.     maintenance  organization  within  the  meaning  of  section  i310(d)  may 

receive,  in  accordance  with  paragraph  (1),  a  grant,  contract,  or  loan 

guarantee  for  the  expansion  of  its  services  or  the  significant  expansion 

of  its  membership  or  the  area  served  by  it.". 


TRAINING  AND  TECHNICAL  ASSISTANCE 
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Sec.  7.  (a)  Title  XIII  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 

"training  and  technical  assistance 

"Sec.  1317.  (a)  (1)  The  Secretary  shall  establish  a  National  Health 
Maintenance  Organization  Intern  Frogram  (hereinafter  in  this  sub- 
section referred  to  as  the  'Program')  for  the  purpose  of  providing 
training  to  individuals  to  become  administrators  and  medical  direc- 
tors of  health  maintenance  organizations  or  to  assume  other  managerial 
positions  with  health  maintenance  organizations.  Under  the  Program 
the  Secretary  may  directly  provide  internships  for  such  training  and 
may  make  grants  to  or  enter  into  contracts  with  health  maintenance 
organizations  and  other  entities  to  provide  such  internships. 

"(2)  No  internship  may  be  provided  by  the  Secretary  and  no  grant 
ma^  be  made  or  contract  entered  into  by  the  Secretary  for  the  pro- 
vision of  internships  unless  an  application  therefor  has  been  sub- 
mitted to  and  approved  by  the  Secretary.  Such  an  application  shall 
be  in  such  form  and  contain  such  information,  and  be  submitted  to 
the  Secretary  in  such  manner,  as  the  Secretary  shall  prescribe.  Sec- 
tion 1306  does  not  apply  to  an  application  submitted  under  this  section. 

"  (3)  Internships  under  the  Program  shall  provide  for  such  stipends 
and  allowances  (including  travel  and  subsistence  expenses  and 
dependency  allowances)  for  the  recipients  of  the  internships  as  the 
Secretary  deems  necessary.  An  internship  provided  an  individual  for 
training  at  a  health  maintenance  organization  or  any  other  entity  shall 
also  provide  for  payments  to  be  made  to  the  organization  or  other 
entity  for  the  cost  of  support  services  (including  the  cost  of  salaries, 
supplies,  equipment,  and  related  items)  provided  such  individual  by 
such  organization  or  other  entity.  The  amount  of  any  such  payments 
to  any  organization  or  other  entity  shall  be  determined  by  the  Secre- 
tary and  shall  bear  a  direct  relationship  to  the  reasonable  costs  of  the 
organization  or  other  entity  for  establishing  and  maintaining  its  train- 
ing programs. 

"(4)  Payments  under  grants  under  the  Program  may  be  made  in 
advance  or  by  way  of  reimbursement,  and  at  such  intervals  and  on 
such  conditions,  as  the  Secretary  finds  necessary. 

"(b)  The  Secretary  shall  provide  technical  assistance  (1)  to 
entities  in  connection  with  projects  for  which  assistance  is  being  pro- 
vided under  section  1303  or  1304,  (2)  to  entities  intending  to  become 
a  qualified  health  maintenance  organization  within  the  meaning  of 
section  1310(d),  and  (3)  to  health  maintenance  organizations.  The 
Secretary  may  provide  such  technical  assistance  through  grants  to 
public  and  nonprofit  private  entities  and  contracts  with  public  and 
private  entities. 
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"(c)  The  authority  of  the  Secretary  to  enter  into  contracts  under 
subsections  (a)  and  (b)  shall  be  effective  for  any  fiscal  year  only  to 
such  extent  or  in  such  amounts  as  are  provided  in  advance  by  appro- 
priation Acts.". 

(b)  Section  1309(a)  is  amended  by  striking  out  "and  1304(b)"  and 
inserting  in  lieu  thereof  "1304(b) ,  and  1317". 

(c)  The  amendments  made  by  this  section  shall  only  be  effective  for 
fiscal  years  beginning  on  or  after  October  1, 1978. 


42  use  300e-8. 
Ante  p.  2134. 
42  use  300e-16 
note. 


EMPLOYEE  HEALTH  BENEFIT  PLANS 

Sec.  8.  (sl)  Section  1310(c)  is  amended  by  adding  at  the  end  the  42  USe  300e-9. 
following:  "Each  employer  which  provides  payroll  deductions  as  a 
means  of  paying  employees'  contributions  for  health  benefits  or  which 
provides  a  health  benefits  plan  to  which  an  employee  contribution  is 
not  required  and  which  is  required  by  subsection  (a)  to  offer  his 
employees  the  option  of  membership  in  a  qualified  health  maintenance 
organization  shall,  with  the  consent  of  an  employee  who  exercises  such 
option,  arrange  for  the  employee's  contribution  for  such  membership 
to  be  paid  through  payroll  deductions.". 

(b)  Clauses  (1)  and  (2)  of  section  1310(b)  are  amended  to  read  as 
follows : 

"(1)  one  or  more  of  such  organizations  provides  basic  health 
services  through  physicians  or  other  health  professionals  who  are 
members  of  the  staff  of  the  organization  or  a  medical  group  (or 
groups) ,  and 

"(2)  one  or  more  of  such  organizations  provides  basic  health 
services  through  (A)  an  individual  practice  association  (or 
associations  J ,  or  (B)  a  combination  of  such  association  (or 
associations),  medical  group  (or  groups),  staff,  and  individual 
physicians  and  other  health  professionals  under  contract  with  the 
organization,". 

FINANCLAL  DISCLOSURE  ;  ENROLLMENT  PROTECTION 

Sec.  9.  (a)  Title  XIII  as  amended  by  section  7  is  amended  by  adding   42  USe  300e. 
at  the  end  the  following  new  section : 


"financial  disclosure 

"Sec.  1318.  (a)  Each  health  maintenance  organization  shall,  in 
accordance  with  regulations  of  the  Secretary,  report  to  the  Secretary 
financial  information  which  shall  include  the  following: 

"(1)  Such  information  as  the  Secretary  may  require  demon- 
strating that  the  health  maintenance  organization  has  a  fiscally 
sound  operation. 

"(2)  The  information  required  to  be  reported  under  section  1124 
of  the  Social  Security  Act  by  disclosing  entities  and  the  informa- 
tion required  to  be  supplied  under  section  1902(a)  (38)  of  such 
Act. 

"  (3)  A  description  of  transactions,  as  specified  by  the  Secretary, 
between  the  health  maintenance  organization  and  a  party  in 
interest.  Such  transactions  shall  include — 

"(A)  any  sale  or  exchange,  or  leasing  of  any  property 
between  the  health  maintenance  organization  and  a  party  in 
interest ; 
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"(B)  any  furnishing  for  consideration  of  goods,  services 
(including  management  services,  but  excluding  health  services 
provided  to  members  by  staff,  medical  group  (or  groups), 
individual  practice  association  (or  associations),  or  any  com- 
bination thereof),  or  facilities  between  the  health  mainte- 
nance organization  and  a  party  in  interest ;  and 

"(C)  any  lending  of  money  or  other  extension  of  credit 
between  a  health  maintenance  organization  and  a  party  in 
interest. 

The  Secretary  may  require  that  information  reported  respecting  a 
health  maintenance  organization  which  controls,  is  controlled  by,  or 
is  under  common  control  with,  another  entity  be  in  the  form  of  a 
consolidated  financial  statement  for  the  organization  and  such  entity. 

"(b)  For  the  purposes  of  this  section  the  term  ^party  in  interest' 
means : 

"(1)  any  director,  officer,  partner,  or  employee  of  a  health  main- 
tenance organization,  any  person  who  is  directly  or  indirectly  the 
beneficial  owner  of  more  than  6  per  centum  of  the  equity  of  the 
organization,  any  person  who  is  the  beneficial  owner  of  a  mort- 
gage, deed  of  trust,  note,  or  other  interest  secured  by,  and  valuing 
more  than  5  per  centum  of  the  health  maintenance  organization, 
and,  in  the  case  of  a  health  maintenance  organization  organized 
as  a  nonprofit  corporation,  an  incorporator  or  member  of  such 
corporation  under  applicable  State  corporation  law ; 

"  (2)  any  entity  in  which  a  person  described  in  paragraph  ( 1 )  — 
"(A)  is  an  officer  or  director; 

"(B)  is  a  partner  (if  such  entity  is  organized  as  a 
partnership) ; 

"(C)  has  directly  or  indirectly  a  beneficial  interest  of  more 
than  6  per  centum  of  the  equity ;  or 

"(D)  has  a  mortgage,  deed  of  trust,  note,  on  other  interest 
valuing  more  than  5  per  centum  of  the  assets  of  such  entity ; 
"  ( 3 )  any  person  directly  or  indirectly  controlling,  controlled  by, 
or  under  common  control  with  a  health  maintenance  organization ; 
and 

"(4)  any  member  of  the  immediate  family  of  an  individual 
described  in  paragraph  ( 1 ) . 
"(c)  Each  health  maintenance  organization  shall  make  the  informa- 
tion reported  pursuant  to  subsection  (a)  available  to  its  enroUees  upon 
reasonable  request. 

"(d)  The  Secretary  shall,  as  he  deems  necessary,  conduct  an  evalu- 
ation of  transactions  reported  to  the  Secretary  under  subsection  (a)  (3) 
for  the  purpose  of  determining  their  adverse  impact,  if  any,  on  the 
fiscal  soundness  and  reasonableness  of  charges  to  the  health  mainte- 
nance organization  with  respect  to  which  they  transpired.  The  Secre- 
tary shall  evaluate  the  reported  transactions  of  not  less  than  five, 
or  if  there  are  more  than  twenty  health  maintenance  organizations 
reporting  such  transactions,  not  less  than  one-fourth  of  the  health 
maintenance  organizations  reporting  any  such  transactions  under 
subsection  (a)  (3). 

"(e)  The  Secretary  shall  file  an  annual  report  with  the  Congress 
on  the  operation  of  this  section.  Such  report  shall  include — 

"(1)  an  enumeration  of  standards  and  norms  utilized  to  make 
the  evaluations  required  under  subsection  (d)  ; 
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"(2)  an  assessment  of  the  degree  of  conformity  or  noncon- 
formity of  each  health  maintenance  organization  evaluated  by 
the  Secretary  imder  subsection  (d)  with  such  standards  and 
norms; 

"(3)  what  action,  if  any,  the  Secretary  considers  necessary 
under  section  1312  with  respect  to  health  maintenance  organi- 
zations evaluated  under  subsection  (d) . 
"(f)  Nothing  in  this  section  shall  be  construed  to  confer  upon  the 
Secretary  any  authority  to  approve  or  disapprove  the  rates  charged 
by  any  health  maintenance  organization. 

"(g)  Any  health  maintenance  organization  failing  to  file  with  the 
Secretary  the  annual  financial  statement  required  in  subsection  (a) 
shall  be  ineligible  for  any  Federal  assistance  under  this  title  until 
such  time  as  such  statement  is  received  by  the  Secretary  and  shall 
not  be  a  qualified  health  maintenance  organization  for  purposes  of 
section  1310. 

"(h)  Whoever  knowingly  and  willfully  makes  or  causes  to  be  made 
any  false  statement  or  representation  of  a  material  fact  in  any 
statement  filed  pursuant  to  this  section  shall  be  guilty  of  a  felony 
and  upon  conviction  thereof  shall  be  fined  not  more  than  $25,000  or 
imprisoned  for  not  more  than  five  years,  or  both.". 

(b)  Section  1301(c)(3)  is  amended  (1)  by  inserting  "(A)"  after 
"(3)",  and  (2)  by  inserting  before  the  semicolon  a  comma  and  the 
following:  "and  (B)  carry  out  enrollment  of  members  who  are  enti- 
tled to  medical  assistance  under  a  State  plan  approved  under  title 
XIX  of  the  Social  Security  Act  in  accordance  with  procedures 
approved  under  regulations  promulgated  by  the  Secretary". 
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ORGANIZATION  REQUIREMENTS 

Sec.  10.  (a)  Section  1301(b)  is  amended  (1)  by  inserting  "except  in 
the  case  of  basic  health  services  provided  a  member  who  is  a  full-time 
student  (as  defined  by  the  Secretary)  at  an  accredited  institution  of 
higher  education,"  after  "(C)"  in  paragraph  (1),  and  (2)  by  insert- 
ing "unless  the  supplemental  health  services  payment  is  for  a  supple- 
mental health  service  provided  a  member  who  is  a  fidl-time  student 
(as  defined  by  the  Secretary)  at  an  accredited  institution  of  higher 
education,"  after  "community  rating  system"  in  the  second  sentence 
of  paragraph  (2). 

(b)  Section  1301(c)(1)  is  amended  (1)  by  inserting  "(A)"  after 
"(1)",  and  (2)  by  inserting  before  the  semicolon  a  comma  and  the 
following:  "and  (B)  have  administrative  and  managerial  arrange- 
ments satisfactory  to  the  Secretary". 

(c)  Section  1301(c)  (6)  is  amended  (1)  by  striking  out  "(6)"  and 
inserting  in  lieu  thereof  "(6)  (A)  in  the  case  of  a  private  health 
mamtenance  organization,",  (2)  by  redesignating  clauses  (A)  and 
(B)  as  subclauses  (i)  and  (ii),  respectively,  and  (3)  by  inserting 
before  the  semicolon  a  conuna  and  the  following:  "and  (B)  in  the 
case  of  a  public  health  maintenance  organization,  have  an  advisory 
board  to  the  policymaking  body  of  the  public  entity  operating  the 
organization  which  board  meets  the  requirements  of  clause  (A)  of  this 
paragraph  and  to  which  may  be  delegated  policymaking  authority 
for  the  organization." 
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REQUIREMENTS  FOR  THE  PROVISION  OF  SERVICES 

Sec.  11.  (a)  Paragraph  (3)  of  section  1310(b)  is  amended  to  read 
1  follows : 

"(3)  (A)  Except  as  provided  in  subparagraph  (B),  the  serv- 
ices of  a  physician  which  are  provided  as  basic  health  services 
shall  be  provided  through — 

"(i)  members  of  the  staff  of  the  health  maintenance 
organization, 
"  (ii)  a  medical  group  (or  groups) , 

"(iii)  an  individual  practice  association  (or  associations), 
"(iv)  subject  to  subparagraph  (C),  physicians  or  other 
health  professionals  who  have  contracted  with  the  health 
maintenance  organization  for  the  provision  of  such  services, 
or 

"(v)  any  combination  of  such  staff,  medical  group  (or 
groups),  individual  practice  association  (or  associations)  or 
physicians  or  other  health  professionals  under  contract  with 
the  organization. 
"(B)  (i)  Subpara^aph  (A)  does  not  apply  to  the  provision  of 
the  services  of  a  physician — 

"(I)  which  the  health  maintenance  organization  deter- 
mines, in  conformity  with  regulations  of  the  Secretary,  are 
unusual  or  infrequently  used,  or 

"(II)  which  are  provided  a  member  of  the  organization  in 
a  manner  oth6r  than  that  prescribed  by  subparagraph  (A) 
because  of  an  emergency  wnich  made  it  medically  necessary 
that  the  service  be  provided  to  the  member  before  it  could 
be  provided  in  a  manner  prescribed  by  subparagraph  (A), 
"(ii)  In  a  forty-eight-month  period  beginning  after  the  month 
in  which  a  health  maintenance  organization  becomes  a  qualified 
health  maintenance  organization  (within  the  meaning  of  section 
1310(d) ) ,  the  organization  may  provide  the  services  of  physicians 
through  an  entity  which  but  lor  the  requirement  of  section  1302 
(4)  (C)  (i)  would  be  a  medical  group  for  the  purposes  of  this  title. 
After  the  expiration  of  such  period,  the  organization  may  provide 

Ehysician  services  through  such  an  entity  only  if  authorized  by  the 
Secretary  in  accordance  with  regulations  which  take  into  con- 
sideration the  unusual  circumstances  of  such  entity. 

"(C)  After  the  expiration  of  the  first  four  fiscal  years  of  a 
health  maintenance  organization  beginning  after  the  month  in 
which  it  became  a  qualified  health  maintenance  organization 
(within  the  meaning  of  section  1310(d)),  the  organization  may 
not  enter  into  contracts  with  physicians  other  than  members  of 
staff,  medical  groups,  or  individual  practice  associations  if  the 
amounts  paid  under  such  contracts  for  basic  and  supplemental 
health  services  provided  by  physicians  exceed  15  per  centum  of  the 
total  estimated  amount  to  be  paid  in  such  fiscal  year  by  the  health 
maintenance  organization  to  physicians  for  the  provision  of  basic 
and  supplemental  health  services  by  physicians,  or,  if  the  health 
maintenance  organization  principally  serves  a  rural  area,  30  per 
centum  of  such  amount,  except  that  this  subparagraph  does  not 
apply  to  the  entering  into  contracts  for  the  purchase  of  physician 
services  through  an  entity  which,  but  for  the  requirements  of 
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section  1302  (4)  (C)  (i) ,  would  be  a  medical  group  for  the  purposes  42  USC  300e-2. 
of  this  title. 

"(D)  Contracts  between  a  health  maintenance  organization  and 
health  professionals  for  the  provision  of  basic  and  supplemental 
health  services  shall  include  such  provisions  as  the  Secretary  may 
require  (including  provisions  requiring  appropriate  continuing 
education). 

"(E)  For  purposes  of  this  paragraph  the  term  'health  pro- 
fessional' means  physicians,  dentists,  nurses,  podiatrists,  optome- 
trists, and  such  other  individuals  engaged  in  the  delivery  of  health 
services  as  the  Secretary  may  by  regulation  designate.". 

(b)  Section  1301(b)(1)  is  amended  by  adding  at  the  end  the 
following:  "The  requirements  of  this  paragraph  respecting  the  basic 
health  services  payment  shall  not  apply  to  the  provision  of  basic 
health  services  to  a  member  for  an  illness  or  injury  for  which  the 
member  is  entitled  to  benefits  under  a  workmen's  compensation  law 
or  an  insurance  policy  but  only  to  the  extent  such  benefits  applj^  to 
such  services.  For  the  provision  of  such  services  for  an  illness  or  injury 
for  which  a  member  is  entitled  to  benefits  under  such  a  law,  the 
health  maintenance  organization  may,  if  authorized  by  such  law, 
charge  or  authorize  the  provider  of  such  services  to  charge,  in  accord- 
ance with  the  charges  allowed  under  such  law,  the  insurance  carrier, 
employer,  or  other  entity  which  under  such  law  is  to  pay  for  the 
provision  of  such  services  or,  to  the  extent  that  such  member  has  been 
paid  under  such  law  for  such  services,  such  member.  For  the  provi- 
sion of  such  services  for  an  illness  or  injury  for  which  a  member  is 
entitled  to  benefits  under  an  insurance  policy,  a  health  maintenance 
organization  may  charge  or  authorize  the  provider  of  such  services 
to  charge  the  insurance  carrier  under  such  policy  or,  to  the  extent 
that  such  member  has  been  paid  under  such  policy  for  such  services, 
such  member.". 

(c)  The  second  sentence  of  section  1301(b)  (4)  is  amended  to  read 

as  follows:  "A  member  of  a  health  maintenance  organization  shall  Reimbursement, 
be  reimbursed  by  the  organization  for  his  expenses  in  securing  basic 
and  supplemental  health  ser\nces  other  than  through  the  organization 
if  the  services  were  medically  necessary  and  immediately  required 
because  of  an  unforeseen  illness,  injury,  or  condition.". 

(d)  Section  1301(b)  is  amended  by  adding  at  the  end  the  following 
new  paragraph : 

"(6)  To  the  extent  that  a  natural  disaster,  war,  riot,  civil  insur- 
rection, or  any  other  similar  event  not  within  the  control  of  a 
health,  maintenance  organization  (as  determined  under  regula- 
tions of  the  Secretary)  results  in  the  facilities,  personnel,  or 
financial  resources  of  a  health  maintenance  organization  not  being 
available  to  provide  or  arrange  for  the  provision  of  a  basic  or 
supplemental  health  service  in  accordance  with  the  requirements 
of  paragraphs  (1)  through  (4)  of  this  subsection,  such  require- 
ments only  require  the  organization  to  make  a  good-faith  effort 
to  provide  or  arrange  for  the  provision  of  such  service  within 
such  limitation  on  its  facilities,  personnel,  or  resources.". 

(e)  Section  1302(1)  is  amended  by  inserting  before  the  second  42  USC  300e-l. 
sentence  the  following:  "Such  term  does  not  include  a  health  service 

which  the  Secretary,  upon  application  of  a  health  maintenance  organi- 
zation, determines  is  unusual  and  infrequently  provided  and  not  neces- 
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sary  for  the  protection  of  individual  health.  The  Secretary  shall 
Publication  in  publish  in  the  Federal  Register  each  determination  made  by  him  under 
Federal  Register,    the  preceding  sentence.". 
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ADMINISTRATION  OP  PROGRAM 

Sec.  12.  (a)  (1)  Subsection  (h)  of  section  1310  is  repealed. 
(2)  Subsection  (c)  of  section  1312  is  repealed. 

(b)  Section  1306(b)  (2)  is  amended  by  inserting  "in  the  case  of  an 
application  for  assistance  under  section  1304,  1305,  or  1305A,"  before 
"he  determines". 

(c)  Section  1306(b)  is  amended  by  adding  at  the  end  the  following 
new  sentence:  "In  determining,  for  purposes  of  paragraph  (2), 
whether  an  applicant  would  be  able  to  complete  a  project  or  under- 
taking without  the  assistance  applied  for,  the  Secretary  shall  not 
consider  any  asset  of  the  applicant  the  obligation  of  which  for  such 
undertaking  or  project  would  jeopardize  the  fiscal  soundness  of  the 
applicant.". 

PROGRAM  MANAGEMENT  EVALUATION 

Sec.  13.  Section  1314  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(d)  The  Comptroller  General  shall  evaluate  the  adequacy  and 
effectiveness  of  the  policies  and  procedures  of  the  Secretary  for  the 
management  of  the  grant  and  loan  programs  established  by  this  title 
and  the  adequacy  of  the  amounts  of  assistance  available  under  such 
programs  and  shall  report  to  the  Congress  the  results  of  such  evalua- 
tion not  later  than  May  1, 1979.". 
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AMENDMENTS  TO  THE  SOCIAL  SECtJRITT  ACT 

Sec.  14.  (a)  (1)  Section  1902(a)  (4)  of  the  Social  Security  Act  is 
amended  (A)  by  striking  out  "and"  at  the  end  of  clause  (A),  and  (B) 
by  inserting  before  the  semicolon  a  comma  and  the  following:  "and 
(C)  that  each  State  or  local  officer  or  employee  who  is  responsible  for 
the  expenditure  of  substantial  amounts  of  funds  under  the  State  plan, 
each  individual  who  formerly  was  such  an  officer  or  employee,  and  each 
partner  of  such  an  officer  or  employee  shall  be  prohibited  from  commit- 
ting any  act,  in  relation  to  any  activity  under  the  plan,  the  commission 
of  which,  in  connection  with  any  activity  concerning  the  United  States 
Government,  by  an  officer  or  employee  of  the  United  States  Govern- 
ment, an  individual  who  was  such  an  officer  or  employee,  or  a  partner 
of  such  an  officer  or  employee  is  prohibited  by  section  207  or  208  of  title 
18,  United  States  Code". 

(2)  (A)  Except  as  provided  in  sul^aragraph  (B),  the  amendments 
made  by  paragraph  (1)  shall  take  effect  one  hundred  and  eighty  days 
after  the  date  of  the  enactment  of  this  Act. 

(B)  In  the  case  of  a  State  plan  for  medical  assistance  under  title 
XIX  of  the  Social  Security  Act  which  the  Secretary  determines 
requires  State  legislation  in  order  for  the  plan  to  meet  the  requirement 
added  by  the  amendments  made  by  paragraph  (1),  such  amendments 
shall  not  apply  with  respect  to  such  State  plan  before  ninety  days 
after  the  close  of  the  first  regular  session  of  the  State  legislature  that 
begins  after  the  date  of  the  enactment  of  this  Act. 
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(b)  Section  1122  of  the  Social  Security  Act  is  amended —  42  USC 

(1)  by  striking  out  "or  health  maintenance  organizations"  each  1320a-l. 
place  it  occurs, 

(2)  by  striking  out  "or  health  maintenance  organizations"  each 
place  it  occurs,  and 

(3)  by  striking  out  "or  organization,  or  of  any  facility  of  such 
organization,"  in  subsection  (d)  (2). 

(c)  Section  1903(m)  (1)  (B)  of  the  Social  Security  Act  is  amended  42  USC  1396b. 
by  striking  out  "shall  be  administered  through  the  Assistant  Secretary 

for  Health  and  in  the  Office  of  the  Assistant  Secretary  for  Health,  and 
the  administration  of  such  duties  and  functions". 

Approved  November  1,  1978. 
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introduced  on  June  22, 1978  by  Mr.  Rogers,  Chairman  of  the  Subcom- 
mittee on  Health  and  the  Environment.  Hearings  were  conducted  on 
H.R.  13266  and  all  similar  or  identical  bills  on  June  30,  1978.  At  that 
time,  testimony  was  received  from  the  following  witnesses : 

I.  Hale  Champion,  Under  Secretary,  Department  of  Health, 
Education  and  Welfare 

II.  Gregory  A.  Ahart,  Director,  Human  Resources  Division, 
General  Accounting  Office 

HI.  A  panel  consisting  of:  Thomas  J.  Ernst,  Vice  President, 
St.  Louis  Metro  Health  Plan,  St.  Louis,  Missouri.  Roger  W. 
Birnbaum,  Executive  Director,  Rutgers  Community  Health  Plan, 
New  Brunswick,  New  Jersey 

IV.  A  panel  consisting  of:  James  Roberts,  M.D.,  Medical 
Director,  Genesee  Valley  Group  Health  Association,  Roches- 
ter, New  York.  Larry  Hoffheimer,  American  Group  Practice 
Association.  W.  Palmer  Dearing,  M.D.,  Medical  Consultant, 
Blue  Cross  Association.  William  G.  Kopit,  American  Asso- 
ciation of  Foundations  for  Medical  Care.  Calvin  Johnson, 
Health  Insurance  Association  of  America.  Roger  Graham, 
Assistant  Vice  President  for  Professional  Affairs,  National 
Association  for  Blue  Shield  Plans.  John  G.  Smillie,  M.D.,  Per- 
manente  Medical  Group,  Kaiser  Foundation  Health  Plan. 
The  bill  was  subsequently  considered  in  open  executive  sessions  by 
the  Subcommittee  on  Health  and  the  Environment,  amended,  reported 
and  reintroduced  as  a  clean  bill,  H.R.  13655,  on  July  22,  1978,  by 
Rogers  and  eleven  other  members  of  the  Subcommittee. 

H.R.  13655  was  considered  by  the  Interstate  and  Foreign  Commerce 
Committee  on  August  8,  1978,  amended  and  ordered  reported  by  a 
vote  of  17  to  5. 

II.  Summary  of  Legislation 

The  purpose  of  this  legislation  is  to  amend  and  extend  Title  XIII 
of  the  Public  Health  Service  Act  which  provides  a  program  of  as- 
sistance for  health  maintenance  organizations  (HMO's).  This  title 
was  established  by  Public  Law  9^222,  the  "Health  Maintenance  Orga- 
nization Act  of  1973." 

As  approved  by  the  Committee,  H.R.  13655  would  amend  existing 
law  in  the  manner  described  below. 

(1)  It  would  extend  the  authorizations  of  appropriations  for  mak- 
ing grants  and  contracts  to  support  entities  desiring  to  become  HMO's 
and  HMO's  for  two  fiscal  years.  Sixty-three  million  dollars  would  be 
authorized  in  both  FY  1980  and  FY  1981. 

(2)  The  requirements  related  to  an  HMO's  provision  of  services 
would  be  modified.  The  HMO  would  be  allowed  to  collect  payments 
from  a  workmen's  compensation  or  insurance  program  for  services 
covered  by  those  programs.  The  restrictions  on  an  HMO's  ability  to 
contract  for  physicians'  services  would  be  reduced  during  the  HMO's 
first  four  years.  An  HMD  would  not  be  required  to  assume  financial 
responsibility  for  services  provided  by  another  organization  if  the 
member  intentionally  left  the  area  served  by  the  HMO.  Provisions 
would  be  added  to  modify  the  reqjuirements  that  HMO's  provide  basic 
health  services  in  the  case  of  a  disaster  or  similar  occurrence  or  in  the 
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case  where  a  service  is  unusual  or  infrequently  performed  and  not 
necessary  to  protect  the  health  of  the  individual. 

(3)  It  would  modify  certain  HMO  organizational  requirements  in- 
cluding allowing  an  HMO  to  experience  rate  student  members,  requir- 
ing an  HMO  to  have  certain  administrative  and  managerial  arrange- 
ments and  capabilities,  authorizing  the  Secretary  to  establish  rules  for 
the  enrollment  of  medicaid  beneficiaries,  and  modifying  the  policy- 
making body  requirements  for  public  HMO's. 

(4)  The  authority  for  grants  and  loan  guarantees  for  initial  devel- 
opment would  be  amended  to  allow  an  HMO  to  be  eligible  for  its  estab- 
lishment and  up  to  $600,000  to  support  each  significant  expansion  of 
membership  or  areas  served ;  and  amend  the  authority  for  grant  sup- 
port for  HMO  feasibility  studies  to  allow  grants  regardless  of  the 
financial  position  of  the  applicant. 

(5)  It  would  expand  the  loan  and  loan  guarantee  support  that  may 
be  provided  to  an  HMO  for  its  initial  costs  of  operation  from  $2.5  to 
$4.0  million  or,  in  any  one  year  from  $1  million  to  $2  million;  and 
extend  authority  for  this  loan  and  loan  guarantee  support  through 
September  30, 1981. 

(6)  Each  employer  which  provides  payroll  deductions  as  a  means 
of  paying  employees  contributions  for  health  benefits  or  which  pro- 
vides employees  a  health  benefits  plan  would  be  required  to  payroll 
deduct  the  employees'  contribution  to  the  HMO  upon  the  request  of 
the  employee. 

(7)  It  would  allow  funds  under  section  319,  "Migrant  Health"  and 
section  330,  ^'Community  Health  Centers,"  of  the  Public  Health  Serv- 
ice Act  to  be  used  for  grants  for  the  planning  and  development  of 
health  services  to  be  provided  on  a  prepaid  basis,  or  for  the  provision 
of  health  services  on  a  prepaid  basis. 

(8)  A  program  of  loan  and  loan  guarantee  support  for  the  acqui- 
sition and  construction  of  ambulatory  health  care  facilities  would  be 
established.  Support  would  be  limited  to  $2.5  million. 

(9)  It  would  establish  a  program  of  technical  assistance  and  a  Na- 
tional Health  Maintenance  Organization  Intern  Program  for  the 
purpose  of  training  individuals  to  become  administrators  and  medical 
directors  of  HMO's. 

(10)  The  requirement  that  the  qualification  and  compliance  func- 
tion be  located  in  the  Office  of  the  Assistant  Secretary  for  Health 
would  be  deleted. 

(11)  It  would  require  that  all  qualified  HMO's  must  provide  the 
Secretary  with  ownership  information  and  with  related  information 
to  demonstrate  that  the  HMO  is  fiscally  sound  and  to  allow  for  the 
examination  of  transactions  between  the  HMO  and  a  party  in  interest. 

(12)  It  would  extend  to  state  and  local  officers  or  employees  who 
are  responsible  for  the  expenditure  of  substantial  amounts  of  Medic- 
aid funds  the  conflict-of-mterest  provisions  which  apply  to  Federal 
officers  or  employees. 

(13)  The  capital  expenditure  review  provisions  of  the  Social  Secu- 
rity Act  (section  1122)  would  be  amended  to  provide  that  HMO's  be 
covered  equally  with  other  health  care  institutions. 

(14)  Fmally,  it  would  authorize  the  Secretary  to  waive  the  policy- 
maMng  body  composition  requirements  of  Title  XIII  for  certain 
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HMO's  which  are  part  of  an  insurance  company  or  Blue  Cross  plan 
and  were  in  operation  as  of  July  1, 1978.  Eligible  HMO's  would  have 
one  and  one  half  years  to  apply  for  qualification  under  the  amend- 
ment. The  Secretary  may  impose  such  terms  and  conditions  on  the 
HMO  as  he  deems  appropriate;  and  in  areas  served  by  an  HMO 
which  receives  a  waiver  the  employers  may  be  required  to  offer  two 
HMO's  of  the  same  type  as  that  HMO  which  received  the  waiver. 

III.  Cost  op  the  Legislation 

As  reported  by  the  Conmiittee,  H.R.  13655  provides  authorizations 
of  appropriations  of  $63  million  for  both  fiscal  years  1980  and  1981. 

H.R.  12460,  the  "Health  Centers  Amendments  of  1978"  reported 
by  the  Committee  on  Interstate  and  Foreign  Commerce  on  May  15, 
1978  includes  authorizations  of  appropriations  for  Title  XIII  of  the 
Public  Health  Service  Act  for  grants  and  contracts  for  feasibility 
surveys,  planning,  and  initial  development  costs  of  $45  million  in  fiscal 
year  1979,  and  for  grants  and  contracts  for  initial  development  costs 
of  $50  million  in  fiscal  year  1980.  It  is  the  Committee's  intent  during 
debate  on  this  measure  by  the  House  of  Representatives  to  amend 
H.R.  12460  to  reduce  the  authorizations  of  appropriations  to  $25  mil- 
lion for  fiscal  year  1979.  Authorization  of  loan  guarantee  support  is 
extended  through  September  30, 1979. 

This  can  be  compared  with  the  recent  budget  history  of  Title  XIII : 

[In  millions  of  dollars] 

Authorizations  (fiscal  year)  : 

1974    25.0 

1975    55.0 

1976    40.0 

1977    45.0 

1978    45.0 

Appropriations  (fiscal  year)  : 

1974    25.0 

1975    15.0 

1976   19.0 

1977    18.1 

1978    22. 1 

The  Committee  has  adopted  the  authorization  levels  for  the  next 
three  fiscal  years  based  upon  the  following  HMO  activity  projected 
by  the  Department  of  Health,  Education,  and  Welfare. 

PROJECTED  HMO  ACTIVITY 
(Dollar  amounts  in  thousands) 


Number 

Number 

Number 

Grants 

of  grants, 
197^ 

Amount 

,f.r,™g. 

Amount 

of  grants, 
1981 

Amount 

Feasibility  

70 

$5,250 

64 

$4,800 

64 

(4,800 

Planning  

53 

10,600 

53 

10,600 

48 

9,600 

5 

4.000 

48 

38,400 

48 

38,400 

Expansion  

5 

2,500 

10 

5,000 

10 

5,000 

2,000  . 

4,000  . 

4,000 

Total  

24,350 

62,800 

61.800 

Assumptions:  Feasibility  grants  will  be  funded  at  an  average  of  (75,000—75  percent  of  these  projects  will  go  onto 
planning  stage;  planning  irants  will  be  funded  at  an  average  of  $200,000— 90 percent  of  these  proiecb,  will  go  onto  initial 
development;  initial  development  grants  will  be  funded  at  an  average  of  $800,000—95  percent  of  these  projects  will  be- 
come operational ;  expansion  grants  will  be  funded  at  an  average  of  $500,000. 

Source:  Office  of  Health  Maintenance  Organization,  DHEW. 
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ship  and  control,  for  instance,  might  be  filed  upon  application  for 
qualification  and  subsequently  upon  any  change  in  its  ownership  and 
control  relationships,  while  information  regarding  transactions  with 
parties  in  interest  might  be  required  to  be  available  upon  HEW's  re- 
quest without  any  requirement  of  annual  filing.  The  Committee  haa 
left  the  appropriateness  of  the  filing  requirements  to  be  determined  by 
the  Secretary  so  that  each  reporting  requirement  can  be  tailored  to 
take  action  against  activities  by  the  management  of  or  parties  in  inter- 
est in  the  HMO  which  adversely  affect  the  HMO.  In  making  such  de- 
terminations, the  Secretary  should  balance  the  burden  which  such  re- 
quirements place  on  HMO's  against  the  usefulness  of  the  data  collected. 

The  Secretary  is  required  to  include  in  the  annual  report  (required 
by  section  1315)  a  summary  of  analyses  of  the  information  provided 
pursuant  to  these  reporting  requirements  and  a  description  of  any  ac- 
tion taken  as  a  result  of  such  evaluations. 

Amendments  to  the  Social  Security  Act  {Section  13) 

ConfAct  of  interest 

The  Committee's  bill  includes  two  amendments  to  the  Social  Secur- 
ity Act.  The  first  deals  with  the  activities  of  State  and  local  officers  and 
employees  who  are  responsible  for  the  expenditure  of  substantial 
amounts  of  funds  imder  the  State  Medicaid  program. 

The  Committee  believes  that  sections  207  and  208  of  Title  18  of  the 
United  States  Code,  provide  reasonable  restrictions  on  the  activities  of 
current  and  former  officers  and  employees  of  the  executive  branch  of 
the  United  States  Government  in  order  to  prevent  conflicts  of  interest 
on  the  part  of  those  officers  and  employees.  These  restrictions  protect 
the  interest  of  the  United  States  Government  as  well  as  the  integrity 
of  the  Agency  or  program  for  which  the  officers  or  employees  work. 
The  Committee's  proposal  amends  title  19  of  the  Social  Security  Act 
to  extend  these  restrictions  to  (1)  State  and  local  officers  and  em- 
ployees who  are  responsible  for  the  expenditure  of  substantial  amounts 
of  funds  under  the  State  medicaid  plan  (2)  to  each  individual  who 
formerly  was  such  an  officer  or  employee  and  (3)  to  each  partner  of 
such  an  officer  or  employee.  By  extending  these  restrictions  to  these 
State  and  local  officers  and  employees,  the  Committee  believes  that  the 
interest  of  State  and  local  governments  and  the  integrity  of  the  State 
Medicaid  plans  will  be  protected  against  conflicts  of  interest  on  the 
part  of  those  State  officers  and  employees. 

Section  207  jn-ohibits  any  former  officer  or  employee  of  the  executive 
branch  of  the  Federal  government  from  (1)  acting  as  agent  or  attor- 
ney for  anyone  other  than  the  United  States  in  matters  connected  with 
their  former  duties  or  official  responsibilities  in  which  such  person  par- 
ticipated personally  and  substantially,  or  (2)  appearing  personally  be- 
fore any  court  or  Federal  government  agency  as  agent  or  attorney  for 
one  year  for  anyone  other  than  the  United  States  in  connection  with 
any  matter  which  was  under  such  person's  official  responsibility  within 
one  year  prior  to  terminating  such  responsibility.  Section  207  also  pro- 
hibits any  partner  of  an  officer  or  employee  from  acting  as  agent  or  at- 
torney for  anyone  other  than  the  Unitexi  States  in  matters  in  which 
such  officer  or  emplovee  participates  or  has  participated  or  which  are 
the  subject  of  his  official  responsibility.  Section  208  prohibits  an  officer 
or  employee  of  the  United  States  from  participating  in  matters  in 


which  he,  his  family,  partner  or  any  organization  with  which  he  is 
associated  has  a  financial  interest. 

REVIEW  OP  CAPITAL  EXFEKDITUBES 

The  reported  bill  amends  section  1122  of  the  Social  Security  Act, 
which  deals  with  the  review  of  proposed  capital  expenditures  by  plan- 
ning agencies  and  subsequent  reimbursement  by  the  medicaid  and  med- 
icare program.  The  amendment  would  require  that  HMO's  be  covered 
eijually  with  other  health  care  entities  or  organizations  under  this  re- 
view program.  Under  current  law,  an  HMO  is  subject  to  requirements 
which  could  promote  discrimination  against  HMO's.  Specifically,  the 
establishment  of  an  HMO  and  its  development  of  outpatient  facilities 
and  services  currently  are  required  to  be  covered,  while  similar  nonin- 
stitutional  services  are  not.  The  reported  bill  seeks  to  eliminate  this 
discrepancy. 

employees'  health  benefit  plans   (SECTION  14) 

The  Committee  has  been  encouraged  by  the  active  involvement  of 
Blue  Cross/Blue  Shield  and  commercial  insurance  carriers  in  the  sup- 
port and  development  of  HMO-like  plans.  The  Committee  is  also 
pleased  with  the  commitment  which  these  organizations  have  made  to 
continue  that  activity  and  augment  Federal  HMO  developmental  ef- 
forts. However,  the  Committee  was  advised  by  Blue  Cross/Blue  Shield 
that  many  of  its  plans  have  been  operating  various  alternative  health 
care  delivery  systems  for  several  ^ears — which  they  developed  with 
their  own  resources  and  managerial  talents— but  which  cannot  be 
qualified  as  health  maintenance  organizations  primarily  because  of 
the  provisions  of  section  1301(c)  (6)  requiring  that  one-third  of  the 
governing  board  be  composed  of  HMO  members.  These  alternative  de- 
liveiy  systems  are  operated  as  a  line  of  business  of  the  Blue  Cross/Blue 
Shield  plans,  rather  than  through  a  separate  legal  entity,  and  are  sub- 
ject to  the  overall  supervision  and  control  of  the  Blue  Cross/Blue 
Shield  Board  of  Directors. 

A  provision  is  included  in  the  bill  which  would  deal  with  this  prob- 
lem by  granting  the  Secretary  discretionary  authority  to  waive  the 
provisions  of  section  1301(c)  (6)  for  commercial  insurance  carriers  or 
nonprofit  carriers  which  provide  hospital  service  benefits  or  medical 
or  surgical  benefits,  or  both,  and  which  on  July  1, 1978  were  operating 
an  HMO  as  defined  in  regulations  developed  pursuant  to  section  1122 
of  the  Social  Security  Act) .  In  all  other  respects,  the  plan  would  be 
required  to  meet  the  organization,  operational  and  other  requirements 
of  Title  Xni.  The  waiver  would  be  granted  only  on  such  terms  and 
conditions  as  the  Secretary  may  determine  are  appropriate.  Among 
other  requirements,  these  may  include  controls  and  assurances  such 
as:  the  right  of  the  HMO's  management  to  develop  or  arrange  for 
independent  marketing  efforts  and/or  to  enroll  members  directly  and 
not  exclusively  through  Blue  Cross/Blue  Shield;  assurances  that  dual 
choice  provisions  of  the  HMO  Act  will  not  be  used  to  market  other 
lines  of  business;  separate  accounting  for  the  HMO  line  of  business 
and  other  controls  designed  to  assure  accountability  and  as  competi- 
tive a  premium  structure  as  possible;  to  the  extent  permitted  by  state 
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tions  to  choose  the  remaining:  third  without  mandatinflr  at  least  this 
minimal  representation  of  enrollees  who  are  to  be  served  by  the  HMO 
and  who  ought  to  have  the  opportunity  to  raise  issues  of  special  con- 
cern. Relegating  them  to  an  advisory  board  only  is  insufficient. 

Blue  Cross  governing  boards  appear  to  be  controlled  bv  hospital 
administrators;  while  Blue  Shield  boards  are  controlled  by  physi- 
cians. Thirty-six  of  the  sixty-nine  Blue  Shield  governing  boards  have 
physician  majorities.  The  number  grows  to  forty-four  when  hospital 
administrators  are  counted  to  form  "provider  majorities."  Most  plans 
also  have  a  majority  of  physicians  on  their  fee  setting  and  review 
committees  or  the  committees  are  completelv  composed  of  physicians. 
It  seems  inconsistent  with  the  intent  of  the  HMO  legislation  to  allow 
these  groups  to  receive  waivers. 

It  has  been  argued  that  the  one-third  consumer  representation  re- 
quirement is  particularlv  difficult  for  Blue  Cross/Blue  Shield.  But  no 
explanation  of  why  this  is  so  has  been  put  forward.  It  should  be  noted 
that  this  amendment  only  allows  plans  that  came  into  existence  prior 
to  July  1,  1978  (of  which  there  are  fourteen)  to  apply  for  a  waiver. 
Any  new  plan  must  meet  the  requirements  of  existing  law.  This 
strongly  suggests  that  the  problems  to  which  they  allude  are  not 
serious.  It  simply  grandfathers  existinp'  plans,  a  majority  of  which 
were  started  after  the  passage  of  the  HMO  Act  of  1973  full  cognizance 
of  the  requirements  of  the  law. 

Why  is  the  Congress  being  asked  to  waive  one  of  the  few  require- 
ments that  assures  at  least  minimal  public  accountability  of  existing 
HMOs  ?  As  the  Health  Insurance  Association  of  America,  represent- 
ing over  300  insurance  companies,  is  strenuously  opposing  tl^is  amend- 
ment, we  can  assume  that  only  Blue  Cross/Blue  Shield  would  like  our 
support  for  provider  domination  and  the  reduction  of  competition  it 
would  produce. 

In  conclusion,  we  submit  that  the  proponents  of  Section  14  of  the 
HMO  Amendments  of  1978  have  shown  no  justification  for  its  inclu- 
sion in  the  bill.  To  the  contrary,  all  the  evidence  that  we  have  seen 
demonstrates  a  fundamental  need  for  increased  consumer  representn- 
tion  to  assure  greater  public  accountability.  We  hope  you  will  join 
with  us  in  opposing  this  special  interest  provision. 

John  D.  Dingell. 

Albert  Gore,  Jr. 

Marc  L.  Marks. 

John  E.  Moss. 

Henry  A.  Waxman. 
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Mr.  Kennedy,  from  the  Committee  on  Human  Resources, 
submitted  the  following 

REPORT 

[To  accompany  S.  2534] 

The  Committee  on  Human  Resources,  to  which  was  referred  the 
bill  to  revise  and  extend  the  provisions  of  Title  XIII  of  the  Public 
Health  Service  Act  relating  to  health  maintenance  organizations, 
having  considered  the  same,  reports  favorably  thereon  with  an  amend- 
ment (in  the  nature  of  a  substitute) ,  and  recommends  that  the  bill  as 
amended  do  pass. 

CONTENTS 


Page 


I.  S.  2534:  Summary   1 

II.  History  of  legislation  and  program  implementation   3 

III.  Committee  views   7 

IV.  Cost  estimate — Congressional  Budget  Office   15 

V.  Regulatory  impact  statement   16 

VI.  Tabulation  of  votes  cast  in  committee   17 

VII.  Section-by-section  analysis   18 

IX.  Changes  in  existing  law   23 

X.  S.  2534,  as  amended  by  the  Committee  on  Human  Resources   36 


1.  Summary  of  S.  2534 

As  approved  by  the  Committee,  S.  2534  would — 

(1)  Extend  the  authorizations  of  appropriations  for  HMO  feasibility, 
planning,  and  initial  development  grants  and  contracts  for  five  fiscal 
years.  For  FY  1979,  the  legislation  would  authorize  for  these  purposes 
$50  million;  for  FY  1980,  $70  million;  for  FY  1981,  $90  million; 
for  1982,  $95  million;  and  for  FY  1983,  $95  million.  In  addition,  the 
legislation  would  authorize  to  be  appropriated  an  additional  $95 
miUion  in  FY  1984  for  initial  development  grants  and  contracts. 
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intended  that  individual  HMOs  or  other  entities  receive  assistance  for 
the  purpose  of  estabUshing  or  subsidizing  formal  academic  degree 
programs. 

The  Committee  expects  that  the  training  program  will  incorpo  ate 
and  reflect  the  broad  spectrum  of  legitimate  organizational  and  opera- 
tional techniques  present  throughout  the  HMO  community.  In 
addition,  the  Department  should  carefully  establish  an  appropriate 
balance  of  field  and  classroom  training. 

G.  FliNANCIAL  DISCLOSURE 

Since  certain  serious  abuses  of  the  HMO  concept  were  brought  to 
light  in  1975,  the  Committee  has  been  seriously  concerned  that  such 
isolated  examples  of  health  care  profiteering  could  jeopardize  the 
viability  of  the  HMO  concept.  The  1976  HMO  amendments  contained 
provisions  directly  aimed  at  the  kinds  of  abuses  first  reported  in  1975, 
requiring  that  any  HMO  receiving  Medicare  or  Medicaid  monies  be 
federally-qualified. 

The  Committee  is  pleased  to  note  the  continued  attention  of  other 
Committees  of  the  Congress  to  the  problems  of  fraud  and  abuse  in 
health  care  and  particularly  the  extensive  w^ork  done  by  the  Govern- 
mental Affairs  Committee  in  isolating  the  abuses  which  occurred  in 
California  in  the  early  1970s.  Since  information  on  these  incidents  has 
been  available  to  the  Committee  for  some  time,  they  were  the  subject 
of  extensive  study  and  careful  anal3^sis  in  the  drafting  of  S.  2534. 

The  Committee  has  devoted  a  great  deal  of  time  and  effort  to 
developing  anti-fraud  and  abuse  provisions  which,  in  concert  with 
those  contained  in  the  1976  amendments,  would  be  aimed  at  prevent- 
ing abuses  of  the  program  without  stifling  the  development  of  a 
promising  health  care  reform.  Section  10  of  S.  2534  was  drafted  in 
close  cooperation  with  the  General  Accounting  Office  and  the  Depart- 
ment of  Health,  Education  and  Welfare,  and  was  supported  by  GAO 
witnesses  in  testimony  before  the  Subcommittee  on  Health  and 
Scientific  Research.  Rather  than  simply  prohibit  certain  classes  of 
transactions,  section  10  requires  disclosure  of  suspect,  or  potentially 
abusive,  transactions  and  evaluation  of  those  transactions  by  HEW. 
Despite  extensive  study,  the  Committee  was  unable  to  isolate  clearly 
efinable  categories  of  transactions  which  were  so  consistently  abusive 
r  fraudulent  as  to  warrant  outright  prohibition.  Indeed,  transactions 
with  related  organizations  may,  in  certain  situations,  result  in  economic 
efficiencies  that  are  beneficial  to  the  HMO  and  its  enrollees,  rather 
than  fraudulent  or  abusive.  The  Committee  believes  that  the  nature  of 
the  fraud  and  abuse  problem  in  the  highly  variable  and  still-experi- 
mental HMO  arena  requires  a  careful  screening  of  potential  conflicts 
of  interest  for  their  adverse  qfiect  on  HMOs,  rather  than  categorical 
prohibitions  or  detailed  requirements  for  HMO  management. 

The  Committee  intends  to  follow  the  development  of  HEW's 
new  compliance  program  in  detail.  The  record  of  hearings  on  S.  2534 
before  the  Subcommittee  on  Health  and  Scientific  Research  documents 
the  extensive  time  devoted  to  the  fraud  and  abuse  issue  in  testimony 
by  HEW  and  the  General  Accounting  Office,  and  subsequent  question- 
ing by  the  members  of  the  Subcommittee.  The  Committee  expects 
HEW  to  develop  strong  and  aggressive  compliance  procedures  under 
its  announced  reorganization  plan. 
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In  addition,  the  Committee  hopes  the  Department  will  be  aware  of 
and  sensitive  to  the  greatly  increased  paperwork  burdens  inevitably 
resulting  from  the  new  disclosure  provisions  and  will  make  every  effort 
to  hmit  those  burdens,  to  the  extent  effective  administration  of  the 
program  allows. 

H.   HEALTH  PLANNING  AMENDMENTS 

Under  existing  provisions  of  the  Health  Planning  Act,  health 
maintenance  organizations  are  subject  to  certificate-of-need  require- 
ments for  virtually  all  phases  of  their  operation.  The  activities  of  fee- 
for-service  physicians,  on  the  other  hand,  are  seldom  covered  by  CON 
laws. 

The  Committee  views  with  great  concern  a  growing  body  of  evidence 
that  the  planning  process  has  seriously  handicapped  HMO  develop- 
ment. Among  the  original  purposes  of  the  Health  Planning  Act  was 
the  encouragement  of  cost  containment  in  the  fee-for-service  system 
through  more  efficient  allocation  and  management  of  health  care 
resources.  In  contrast  to  the  fee-for-service  system,  health  mainte- 
nance organizations  contain  internal  cost  containment  incentives  and 
have  proved  their  ability  to  reduce  health  care  costs.  Despite  this 
exceptional  capacity  to  serve  the  overall  goals  of  the  planning  process 
when  allowed  to  operate  properly,  testimony  before  the  Committee 
revealed  repeated  instances  of  misunderstanding  of  the  HMO  concept 
and  discrimination  against  HMO  certificate-of-need  applications  at 
the  HSA  and  State  Agency  levels.  This  evidence  indicates  that  HMOs, 
because  they  compete  with  the  fee-for-service  system,  are  frequently 
given  unobjective  appraisals  of  CON  applications  by  provider- 
dominated  HSAs.  This  situation  is  particularly  serious  since  HMOs 
are  usually  new  entrants  into  an  area  and  do  not  enjoy  the  presump- 
tions benefiting  the  status  quo  under  the  planning  process. 

While  it  was  clear  to  the  Committee  that  this  situation  required 
remedy,  the  members  were  concerned  that  the  exemptions  from  CON 
contained  in  the  original  version  of  S.  2534  might  intrude  upon  legiti- 
mate state  prerogatives  and  give  HMOs  too  great  an  advantage 
over  fee-for-service  physicians.  Section  11  of  the  Committee  amend- 
ments represents  a  carefully  tailored  balance  of  these  competing 
considerations. 

Section  11  requires  that  state  certificate-of-need  laws  cover  HMOs 
no  more  restrictively  than  fee-for-service  providers.  However,  con- 
templating passage  of  the  1978  Planning  Act  Amendments'  provision 
to  require  CON  coverage  of  equipment  located  in  physicians'  offices 
costing  more  than  $150,000,  the  bill  would  require  states  to  cover 
such  equipment  for  both  qualified  and  non-qualified  HMOs.  States 
would  also  be  required  to  cover  the  inpatient  hospital  facilities  of  both 
qualified  and  non-qualified  HMOs.  In  order  to  ensure  fair  appraisal 
of  HMO  certificate-of-need  applications,  however,  the  bill  sets  forth 
certain  limited  criteria  that  must  be  used  in  processing  qualified  HMOs' 
applications  for  the  purchase  of  equipment  costing  more  than  $150,000 
and  for  new  inpatient  hospital  facilities. 

It  should  be  emphasized  that  these  criteria  are  to  be  the  sole  criteria 
utilized  in  processing  such  applications.  HMO  certificate-of-need  ap- 
plications must  be  judged  on  the  basis  of  these  standards  and  no 
other,  except  to  the  extent  that  additional  standards  conform  with 
the  criteria  regarding  the  relationship  between  HMOs  and  health 
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a  reasonable  and  cost-effective  manner  which  is  consistent  with 
the  basic  method  of  operation  of  the  organization  and  which 
makes  such  services  available  on  a  long-term  basis  through 
physicians  and  other  health  professional  associated  with  it.". 

PROGRAM  ADMINISTRATION 

Sec.  12.  (a)(1)  Section  1306(b)(2)  is  repealed. 

(2)  Paragraphs  (3),  (4),  (5),  (6),  (7),  and  (8)  of  section  1306(b)  are 
redesignated  as  paragraphs  (2),  (3),  (4),  (5),  (6),  and  (7),  respectively. 

(b)  Section  1307  is  amended  by  adding  the  following  new  subsection 
at  the  end  thereof: 

''(f)  The  Secretary  may  make  grants  to  public  or  non-profit  private 
entities  and  enter  into  contracts  with  private  entities  for  activities  to 
assist  in  the  provision  of  technical  assistance  to  projects  and  health 
maintenance  organizations,  and  in  making  determinations  within  the 
meaning  of  sections  1308,  1310,  and  1312  of  the  Act.". 

(c)  Subsection  (h)  of  section  1310  is  repealed. 

(d)  Subsection  (c)  of  section  1312  is  repealed. 


o 


95th  Congress  )  HOUSE  OF  REPRESENTATIVES  j  Report 
2d  Session     )  (  No.  95-1784 


HEALTH  MAINTENANCE  ORGANIZATION  AMENDMENTS 

OF  1978 


OcTOBEB  13,  1978. — Ordered  to  be  printed 


Mr.  Staggers,  from  the  committee  of  conference, 
submitted  the  followiiig 

CONFERENCE  REPORT 

[To  accompany  S.  2534] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  House  to  the  bill  (S.  2534)  to  revise 
and  extend  the  provisions  of  title  XIII  of  the  Public  Health  Service 
Act  relating  to  health  maintenance  organizations,  having  met,  after 
full  and  free  conference,  have  agreed  to  recommend  and  do  recom- 
mend to  their  respective  Houses  as  follows : 

That  the  Senate  recede  from  its  disagreement  to  the  amendment 
of  the  House  to  the  text  of  the  bill  and  agree  to  the  same  with  an 
amendment  as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  House  amend- 
ment insert  the  following: 

SHORT  TITLE,  REFERENCE  TO  ACT 

Section  1.  (a)  This  Act  may  be  cited  as  the  Health  Maintenance 
Organization  Amendments  of  1978^\ 

(6)  Whenever  in  this  Act  {other  than  in  section  H)  an  amendment  or 
repeal  is  expressed  in  terms  of  an  amendment  tOy  or  repeal  of,  a  section 
or  other  provision,  the  reference  shaU  be  considered  to  be  made  to  a  section 
or  other  provision  of  the  Pvhlic  Health  Service  Act. 

EXTENSION  OF  PROGRAM 

Sec.  2.  (a)  Section  1304-(j)  is  amended  (1)  by  striking  out  "may  be 
made  through  September  30,  1978;'*,  and  (2)  by  striking  out  ''1979*'  and 
inserting  in  lieu  thereof  "198V*. 

(6)  Section  1806 (d)  is  amended  by  striking  out  "1980**  and  inserting 
in  lieu  thereof  "1981**. 
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would  jeopardize  the  fiscal  soundness  of  the  applicant.  The  additional 
sentence  clarifies  that  in  approving  applications  for  grants,  contracts, 
loans,  and  loan  guarantees  under  sections  1304  and  1305,  the  Secretary 
may  not  require  an  applicant  to  use  all  available  assets  for  the  project 
if  that  requirement  would  jeopardize  the  fiscal  soundness  of  the 
apphcant  (section  12  (b)  and  (c)). 

PROGRAM  MANAGEMENT  EVALUATION 

The  Senate  bill  rec^uires  the  Comptroller  General  to  evaluate  the 
adequacy  and  effectiveness  of  the  policies  and  procedures  for  the 
management  of  the  grant  and  loan  programs  in  Title  XIII  and  the 
adequacy  of  the  amount  of  assistance  available  imder  Title  XIII  and 
to  report  to  the  Congress  the  results  of  the  evaluation  not  later  than 
May  1,  1979  (section  12). 

The  House  amendment  has  no  similar  provision. 

The  conference  substitute  conforms  to  the  Senate  bill  (section  13). 

AMENDMENTS  TO  THE  SOCIAL  SECURITY  ACT 

Conflict  of  interest 

The  House  amendment  contains  a  provision,  not  included  in  the 
Senate  bill,  which  extends  the  prohibitions  of  sections  207  and  208 
of  title  18,  United  States  Code,  State  or  local  officers  or  employees 
who  are  responsible  for  the  expenditure  of  substantial  amounts  of 
Medicaid  funds,  to  each  individual  who  formerly  was  such  an  officer 
or  employee  and  to  each  partner  of  such  an  officer  or  employee 
(section  13(a)). 

The  conference  substitute  conforms  to  the  House  amendment 
(section  14(a)). 

Section  1122  review 

Section  1122  of  the  Social  Security  Act  provides  for  review  by 
State  Health  Planning  Agencies  of  capital  expenditures  proposed  to 
be  made  by  health  care  facilities  (such  as  hospitals  and  nursing  homes) 
and  health  maintenance  organizations.  The  coverage  of  health 
maintenance  organizations  includes  its  establishment  and  the  devel- 
opment of  its  outpatient  facilities  and  services. 

The  House  amendment  contains  a  provision,  not  included  in  the 
Senate  bill,  which  amends  section  1122  to  provide  that  the  establish- 
ment of  an  HMO  will  not  be  covered  and  that  the  development  of 
outpatient  facilities  and  services  will  be  covered  only  to  the  extent 
that  a  health  care  facility  would  be  covered  for  the  same  activity 
(section  13(b)). 

The  conference  substitute  conforms  to  the  House  amendment  so 
that  HMO's  will  be  covered  equally  with  other  health  care  facilities 
(section  14(b)). 

Conforming  amendments 

The  House  amendment  contains  a  provision,  not  included  in  the 
Senate  bill,  which  makes  conforming  changes  in  section  1903  (M)  (1)  (B) 
of  the  Social  Security  Act  regarding  the  administration  of  the  HMO 
program  within  HEW  (section  13(c)). 

The  conference  substitute  conforms  to  the  House  amendment 
(section  14(c)). 
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FUNDING  UNDER  OTHER  AUTHORITIES  FOR  THE  PROVISION  OF  HEALTH 
SERVICES  ON  A  PREPAID  BASIS 

Section  1313  of  the  Public  Health  Service  Act  limits  to  title  XIII 
the  source  of  funding  for  health  maintenance  organizations  and  other 
entities  which  provide,  directly  or  indirectly,  health  services  to  a 
defined  population  on  a  prepaid  basis. 

The  House  amendment  contains  a  provision,  not  included  in  the 
Senate  bill,  which  provides  that  section  1313  does  not  prohibit  the 
use  of  funds  appropriated  under  section  319  or  330  of  the  Public 
Health  Service  Act  for  grants  to  an  entity,  other  than  a  health  main- 
tenance organization,  for  the  planning  and  development  of  health 
services  to  be  provided  on  a  prepaid  basis  or  for  the  provision  of  health 
services  on  a  prepaid  basis  (section  8). 
The  conference  substitute  conforms  to  the  Senate  bill. 

Harley  O.  Staggers, 

Paul  G.  Rogers, 
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Richardson  Preyer, 
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Tim  Lee  Carter, 
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Public  Law  95-598 
95th  Congress 

An  Act 

To  establish  a  uniform  Law  on  the  Subject  of  Bankruptcies.  Nov.  6,  1978 

[H.R.  8200] 

Be  it  enacted  hy  the  Senate  and  Home  of  Representatwea  of  tJie 
United  S tates  of  America  in  Congress  assembled^  Title  11,  USC. 

Bankruptcy. 

TITLE  I— ENACTMENT  OF  TITLE  11  OP  THE 
UNITED  STATES  CODE 

Sec.  101.  The  law  relating  to  bankruptcy  is  codified  and  enacted  llUSCpreclOl 
as  title  11  of  the  United  States  Code,  entitled  "Bankruptcy",  and  may  J^ote. 
be  cited  as  11  U.S.C.  §    ,  as  follows : 

TITLE  11— BANKRUPTCY 

Chaptbb  Sec. 

I.  General  Pbovisions   101 

3.  Case  Administbation   301 

5.  Ceeditobs,  the  Debtor,  and  the  Estate   501 

7.  LlQUTOATION    701 

9.  Adjustment  of  Debts  of  a  Municipality   901 

II.  Reorganization   1101 

13.  Adjustment  of  Debts  of  an  Individual  With  Regular  Income   1301 

15.  United  States  Trustees   1501 


chapter  1— general  PROVISIONS 

Sec. 

101.  Definitions. 

102.  Rules  of  construction. 

103.  Applicability  of  chapters. 

104.  Adjustment  of  dollar  amounts. 

105.  Power  of  court. 

106.  Waiver  of  sovereign  immunity. 

107.  Public  access  to  papers. 

108.  Extension  of  time. 

109.  Who  may  be  a  debtor. 

§101.  Definitions 

In  this  title — 

(1)  "accountant"  means  accountant  authorized  under  api)lica- 
able  law  to  practice  public  accounting,  and  includes  professional 
accounting  association,  corporation,  or  partnership,  if  so  author- 
ized; 

(2)  "affiliate"  means— 

(A)  entity  that  directly  or  indirectly  owns,  controls,  or 
holds  with  power  to  vote,  20  percent  or  more  of  the  outstand- 
ing voting  securities  of  the  debtor,  other  than  an  entity  that 
holds  such  securities — 

(i)  in  a  fiduciary  or  agency  capacity  without  sole 
discretionary  power  to  vote  such  securities ;  or 

(ii)  solely  to  secure  a  debt,  if  such  entity  has  not  in 
fact  exercised  such  power  to  vote ; 

(B)  corporation  20  percent  or  more  of  whose  outstanding 
voting  securities  are  directly  or  indirectly  owned,  controlled, 
or  held  with  power  to  vote,  by  the  debtor,  or  by  an  entity 
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(b)  Section  3467  of  the  Kevised  Statutes  of  the  United  States  (31 
U.S.C.  192)  is  amended  by  striking  out  "Every"  and  inserting  in  lieu 
thereof  the  following:  "Except  with  respect  to  a  trustee  acting  in 
accordance  with  the  provisions  of  title  11  of  the  United  States  Code, 
every". 

Repeal.  (c)  Section  3469  of  the  Kevised  Statutes  of  the  United  States  (31 

U.S.C.  194)  is  repealed. 
Repeal.  (d)  Section  3473  of  the  Revised  Statutes  of  the  United  States  (31 

U.S.C.  198)  is  repealed. 
Repeal.  (e)  Section  3474  of  the  Revised  Statutes  of  the  United  States  (31 

U.S.C.  199)  is  repealed. 

(f )  The  table  of  sections  for  title  XXXVI  of  the  Revised  Statutes 
of  the  United  States  is  amended  by  striking  out  the  items  relating  to 
sections  3469,  3473,  and  3474. 

(g)  Section  5256  of  the  Revised  Statutes  of  the  United  States  (45 
U.S.C.  81)  is  amended  by  striking  out  "The  laws  of  the  United  States 
providing  for  proceedings  in  bankruptcy  shall  not  be  held  to  apply 
to  said  corporation.". 

Sec.  323.  Section  1  of  the  Act  entitled  "An  Act  to  provide  for  the 
alteration  of  certain  bridges  over  navigable  waters  of  the  United 
States,  for  the  apportionment  of  the  cost  of  such  alterations  between 
the  United  States  and  the  owners  of  such  bridges,  and  for  other  pur- 
poses", approved  June  21,  1940  (54  Stat.  497;  33  U.S.C.  511),  is 
amended  by  striking  out  "bankruptcy"  and  inserting  "a  case  under 
title  11  of  the  United  States  Code"  in  lieu  thereof. 
Repeal  Sec.  324.  Subsection  (a)  of  section  17  of  the  Act  of  March  4,  1927 

(44  Stat.  1434 ;  33  U.S.C.  917 (a) ) ,  is  repealed. 

Sec.^  325.  Section  213  of  the  Transportation  Act,  1920  (40  U.S.C. 
316),  is  amended  by  striking  out  "bankruptcy"  and  inserting  "case 
under  title  11  of  the  United  States  Code"  in  lieu  thereof. 

Sec.  326.  Section  7  of  the  Act  entitled  "An  Act  to  provide  conditions 
for  the  purchase  of  supplies  and  the  making  of  contracts  by  the  United 
States,  and  for  other  purposes",  approved  June  30,  1936  (49  Stat. 
2039;  41  U.S.C.  41),  is  amended  by  striking  out  "bankruptcy"  and 
inserting  "cases  under  title  11  of  the  United  States  Code"  in  lieu 
thereof. 

Repeal.  Sec.  327  Subsection  (g)  of  section  733  of  the  Public  Health  Service 

Act  (42  U.S.C.  294f )  is  repealed. 
Repeal.  Sec.  328.  Subsection  (b)  of  section  456  of  the  Social  Security  Act 

(42  U.S.C.  656  (b) )  is  repealed. 

Sec.  329.  Section  503  (42  U.S.C.  1473)  of  the  Housing  Act  of  1949 
is  amended  by  striking  out  "This"  and  inserting  "Except  as  provided 
in  title  11  of  the  United  States  Code,  this"  in  lieu  thereof. 

Sec.  330.  Section  701(a)  of  the  Civil  Rights  Act  of  1964  (42  U.S.C. 
2000e(a))  is  amended  by  striking  out  "bankruptcy"  and  inserting 
"cases  under  title  11,  United  States  Code"  in  lieu  thereof. 

Sec.^  331.  Section  802(d)  of  the  Act  entitled  "An  Act  to  prescribe 
penalties  for  certain  acts  of  violence  or  intimidation,  and  for  other 
purposes",  approved  April  11,  1968  (82  Stat.  81;  42  U.S.C.  3602(d)), 
is  amended  by  striking  out  "bankruptcy"  and  inserting  "cases  under 
title  11  of  the  United  States  Code"  in  lieu  thereof. 

Sec.  332.  Section  17  of  the  Boulder  Canyon  Project  Act  (43  U.S.C. 
6l7p)  is  amended  by  striking  out  "Claims"  and  inserting  "Except  as 
provided  in  title  11  of  the  United  States  Code,  claims"  in  lieu  thereof. 
Repeal.  Sec.  333.  Subsection  (c)  of  section  3  of  the  Emergency  Rail  Services 

45  use  662.       Act  of  1970  (54  U.S.C.  662)  is  repealed. 
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I  Sec.  411.  Section  40a  of  the  Bankruptcy  Act  (11  U.S.C.  68(a) )  is 
amended  by  striking  out  "$37,800"  and  inserting  "$50,000"  in  lieu 
thereof,  and  by  striking  out  "$18,900"  and  inserting  "$25,000"  in  lieu 
thereof. 

Approved  November  6,  1978. 
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BANKRUPTCY  LAW  REVISION 


Septembeb  8,  1977.— Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Edwards  of  California,  from  the  Committee  on  the  Judiciary, 
submitted  the  following 

REPORT 

together  with 

SEPARATE,  SUPPLEMENTAL,  AND  SEPARATE 
ADDITIONAL  VIEWS 
[Including  Cost  Estimate  of  the  Congressional  Budget  Oflace] 
[To  accompany  H.R.  8200] 

The  Committee  on  the  Judiciary,  to  whofoi  was  referred  the  bill 
(H.R.  8200)  to  establish  a  uniform  law  on  the  subject  of  Bankruptcies, 
having  considered  the  same,  report  favorably  thereon  with  an  amend- 
ment and  recommend  that  the  bill  as  amended  do  pass.  The  committee 
amendment  strikes  out  all  after  the  enacting  clause  and  inserts  a  new 
text,  which  appears  in  italic  type  in  the  reported  bill. 

Tne  amendment  is  an  amendment  in  the  nature  of  a  substitute  for 
the  bill,  incorporating  six  substantive  amendments  adopted  by  the 
committee,  and  numerous  technical,  drafting,  and  style  changes  to  the 
bill.  A  detailed  description  of  the  six  amendments  adopted  during 
committee  deliberations  is  incorporated  into  the  description  of  the  bill 
contained  in  this  Report,  which  addresses  itself  to  the  amendments  in 
the  nature  of  a  substitute.  Briefly  summarized,  they  are  as  follows : 

The  first  amendment  provides  an  alternative  to  the  United  States 
trustee  in  the  appointment  of  private  standing  chapter  13  trustees. 
The  amendment  permits  United  States  trustees,  with  the  approval  of 
the  Attorney  General,  to  employ  private  standing  trustees  or  public 
assistant  United  States  trustees  to  serve  in  chapter  13  cases. 

The  second  amendment  limits  the  consumer  priority  in  §  507 (5)  of 
proposed  title  11  to  $2,400  per  individual. 

The  third  amendment  changes  section  303(b)  of  the  bill  to  delete 
the  repealer  of  section  4(e)  of  the  Perishable  Agricultural  Commodi- 
ties Act  and  replace  the  ret)ealer  with  an  amendment  to  section  4(e) 
of  that  Act  to  allow  suspension  of  a  license  in  the  event  of  bankruptcy 
if  the  circumstances  of  the  bankruptcy  warrant.  This  changes  current 

(1) 


CHAPTER  9.  MISCELLANEOUS  PROVISIONS 


I.  Title  III — Amendments  to  Other  Laws 

Title  III  of  H.R.  8200  contains  36  sections  amending  other  laws  of 
the  United  States.  The  general  policy  followed  in  title  III  is  to  eli- 
minate any  special  treatment  of  bankruptcy  found  in  those  other  laws. 
Special  treatment  under  current  laws  takes  several  forms.  First,  some 
laws  prescribe  preferential  treatment  of  certain  claims  or  creditors  in 
bankruptcy;  cases,  or  grant  priorities  to  certain  claims  or  creditors. 
These  special  priorities  and  preferences  are  inconsistent  with  bank- 
ruptcy policy,  which  prescribes  equality  of  distribution  for  all  credi- 
tors. WTien  an  insolvent  estate  is  liquidated  and  the  proceeds  distri- 
buted under  the  bankruptcy  laws,  myriad  other  laws  that  reorder  the 
priorities  fixed  in  the  bankruptcy  code  create  confusion  and  unfairness. 
It  is  necessary  to  bring  all  of  tne  competing  claimants  into  the  same 
form  for  a  determination  of  the  appropriate  distribution  of  limited 
assets.  Equality  of  distribution  is  the  rule  in  bankruptcy,  and  sup- 
ported by  long  years  of  strong  bankruptcy  policy.  The  bankruptcy 
code  makes  exceptions  for  certain  classes  of  claims,  but  these  excep- 
tions are  based  on  a  weighing  of  all  competing  interests  in  the  bank- 
ruptcy arena.  Other  laws  that  grant  priorities  do  so^  at  the  expense  of 
other  creditors  and  to  the  detriment  of  the  orderly  liquidation  and  dis- 
tribution of  a  bankrupt  estate.^  Thus,  the  bill,  in  the  interest  of  a 
coherent  bankruptcy  policy,  eliminates  special  priorities  found  in 
other  laws  and  brings  all  priorities  into  the  bankruptcy  code  itself. 

The  priority  most  frequently  appearing  in  other  laws  is  a  priority 
for  the  United  States  for  nontax  claims.  These  claims  include  contract 
and  tort  claims,  and  loan  repayment  claims.  There  have  been  steady 
calls  for  the  elimination  or  reduction  of  the  nontax  priority  of  the 
United  States,*  especially  in  bankruptcy  cases,  where  the  priority  is 
exercised  at  the  expense  of  other  creditors  of  the  bankrupt.  This  bill 
makes  the  priorities  of  the  United  States  for  nontax  claims  inappli- 
cable in  bankruptcy  cases  by  amendments  to  the  other  laws  of  the 
United  States  that  grant  the  priority. 

The  second  category  of  special  treatment  of  bankruptcy  is  the  excep- 
tion to  discharge.  The  most  notable  of  these  is  the  exception  to  dis- 
charge for  educational  loans.  This  had  been  discussed  in  detail 
elsewhere  in  this  Report.^  In  sum,  exceptions  to  discharge  not  found  in 
the  bankruptcy  code  are  subject  to  the  same  criticism  that  special 
priorities  are :  they  are  not  enacted  with  the  balancing  of  the  myriad 
competing  interests  in  the  bankruptcy  arena,  and  frequently  are  con- 
trary to  the  two  strong  bankruptcy  policies  of  a  fresh  start  for  the 
debtor  and  the  equality  of  treatment  of  all  creditors.  The  bankruptcy 

1  Commission  of  the  Bankbuptct  Laws  op  the  United  States,  Report,  H.R.  Doc.  No. 
83-137,  93d  Cong..  1st  Sess.,  pt.  I,  at  216-18  (1973)  Thereinafter  cited  a?  Commts.ston 
Report]  :  Plumb,  The  Federal  Priority  in  Insolvency:  Proposals  Jor  Reform,  70  Mich.  L. 
Rev.  1  (1971). 

'Chapter  3,  supra. 
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code  recognizes  certain  debts  that  should  be  excepted  from  discharge. 
Thn^,  the  elimination  of  miscellaneous  exceptions  to  discharge  found 
in  otr.er  la^vs  is  not  an  attempt  to  eliminate  exceptions  to  discharge 
entirc^ly.  Rather,  the  Committee  have  considered  these  other  provisions 
and  have  attempted  to  regularize  and  bring  together  in  one  place,  the 
bankruptcy  code,  the  list  of  debts  that  are  not  included  in  the  bank- 
ruptcy discharge.  In  a  sense,  then,  the  amendments  made  by  title  III 
to  eliminate  miscellaneous  exceptions  to  discharge  in  other  laws  of  the 
United  States  are  conforming  amendments  to  carry  out  the  discharge 
policy  of  proposed  title  11. 

Finally,  various  other  laws  of  the  United  States  provide  for  certain 
penalties  on  the  event  of  bankruptcy.  These  most  often  take  the  form 
of  a  denial  of  a  license,  grant,  or  entitlement.  The  premise  of  those 
denials  is  that  bankruptcy  itself  is  sufficiently  represensible  behavior 
to  Avarrant  the  imposition  of  a  sanction  against  the  bankrupt.  Such 
other  laws  are  clearly  contrary  to  the  fresh  start  policy  of  the  banlc- 
ruptcy  laws  and  do  nothing  to  further  regulatory  objectives  in  other 
laws.  They  ignore  the  circumstances  surrounding  a  bankruptcy  and 
operate  on  the  occurrence  of  the  bankruptcy  alone.  From  the  study 
of  the  causes  of  bankruptcy ,2  the  Committee  have  become  convinced 
that  bankruptcy  per  se  is  not  something  to  be  punished.  Too  often, 
a  personal  bankruptcy  is  caused  by  circumstances  beyond  the  control 
of  the  debtor.  Excessive  emergency  medical  bills,  illness,  job  layoffs, 
tort  jud^nents  rcsultiVig  from  accidents,  and  general  economic  re- 
verses all  contribute  to  individual  bankruptcies.  These  causes  are  not 
in  themselves  adequate  grounds  on  which  to  deny  an  individual  a  , 
license  to  work  after  a  bankruptcy.  To  do  so  would  negate  the  bene- 
ficial eltects  of  the  protections  of  the  bankruptcy  laws,  and  would 
prevent  rather  than  facilitate  a  fresh  start.  There  are,  however,  cir- 
cumstances where  a  bankruptcy  has  been  caused  by  misdeeds  or  ques- 
tionable conduct  of  the  debtor.  In  those  circumstances,  of  course,  the 
bill  permits  denial  of  the  license  or  grant,  but  only  after  an  appro- 
priate investigation  of  the  circumstances  surrounding  the  bankruptcy. 

In  addition,  in  order  not  to  interfere  with  legitimate  regulatory 
objectives,  the  bill  does  not  prevent  imposition  of  financial  responsi- 
bility rules  against  former  debtors  under  the  bankruptcy  laws,  so  long 
as  those  rules  are  not  applied  discriminatorily,  that  is,  only  agrainst 
f(^rmer  bankrupts.  The  bankruptcy  laws  do  not  forgive  compliance 
with  generally  applicable  financial  responsibility  rules:  neitner  do 
they  require  that  former  bankrupts  comply  with  extraordinary  rules, 
imless  of  course,  as  noted  above,  the  circumstances  of  the  bankruptcy 
warrant  special  treatment  for  the  individual  involved. 

The  last  group  of  amendments  contained  in  title  III  of  H.K.  8200 
are  technical  and  conforming  amendments.  They  change  various  cross- 
references  to  sections  of  the  Bankruptcy  Act  found  in  other  laws  to  the 
appropriate  sections  in  proposed  title  11.  They  also  change  style  and 
terminology  to  conform  to  the  style  of  proposed  title  11,  and  change 
references  to  the  Bankruptcy  Act  itself  to  references  to  title  11  of  the 
United  States  Code. 


3  }^ee  Commission  Report,  pt.  I,  at  33-^9 ;  Hearings  on  H.R.  SI  and  H.R.  St  Before  the 
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I.  OH  Civil  and  Constitutional  Rights  of  the  House  Comm.  on  the  Judiciary,  94tb 
t  &  2d  Sess.,  ser.  27,  pt.  1,  at  157-64,  198-202,  300-26. 
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Section  326 

This  section  repeals  section  733  (s)  of  the  Public  Health  Service 
Act,  which  excepts  from  discharge  lor  a  period  of  five  years  certain 
educational  loans.  It  conforms  that  Act  to  the  policy  expressed  in  sec- 
tion 523  and  727  of  the  proposed  bankruptcy  code  and  in  section  316 
of  this  bill. 

Section  327 

This  section  amends  section  456  of  the  Social  Security  Act  to  repeal 
subsection  (b),  which  provides  an  exception  to  the  bankruptcy  dis- 
charge. This  section  is  to  carry  out  the  policy  expressed  in  proposed 
IIU.S.C.  523(a). 

Section  328 

This  section  amends  section  503  of  the  Housing  Act  of  1949,  entitled 
"Potentially  adequate  farms,"  to  make  a  nonassignability  provision 
inapplicable  in  cases  under  proposed  title  11. 

Section  329 

This  section  changes  a  reterence  in  section  701  of  the  Civil  Rights 
Act  of  1964  from  trustee  in  bankruptcy  to  trustee  in  a  case  under  title 
11  of  the  United  States  Code. 

Section  330 

This  section  changes  a  reference  in  section  802  of  the  Act  entitled 
"An  Act  to  prescribe  penalties  for  certain  acts  of  violence  or  intimida- 
tion, and  for  other  purposes",  approved  April  11, 1968  (82  Stat  81 ;  42 
U.S.C.  3602(d) ) ,  from  trustee  in  bankruptcy  to  trustee  in  a  case  imder 
title  11  of  the  United  States  Code. 

Section  331 

Section  17  of  the  Boulder  Canyon  Project  Act  provides  for  super- 
priority  for  claims  of  the  United  States  arising  out  of  any  contract 
authorized  by  that  Act.  Section  331  of  the  bill  makes  the  priority  in- 
applicable in  cases  under  title  11  of  the  United  States  Code,  in  con- 
formity with  the  amendment  to  section  3466  of  the  Revised  Statutes 
(section  321  (a)  of  the  bill)  and  the  general  bankruptcy  policy  against 
special  priorities  for  the  Government. 

Section  332 

This  section  repeals  that  provision  of  the  Emergency  Rail  Service? 
Act  of  1970,  which  applies  only  to  the  seven  banknipt  Northeast  rail- 
roads, that  requires  the  Secretary  of  the  Treasury  to  demand  a  super- 
priority  for  the  Government  in  connection  with  loan  guarantees  under 
that  Act.  The  repeal  will  give  the  Secretary  the  opportunity  to 
respond  to  the  circumstances  of  any  case  that  might  arise  in  the  future 
regarding  loan  guarantees,  and  does  not  prohibit  or  restrict  him  from 
demanding  as  a  condition  to  a  guarantee  the  super-priority  that  the 
Statute  now  requires. 
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f (p^)  A  debt  which  is  a  loan  insured  under  the  authority  of  this 
part  may  be  released  by  a  discharge  in  bankruptcy  under  title  11  of 
the  United  States  Code  only  if  such  discharge  is  granted  after  the 
expiration  of  the  five-year  period  beginning  on  the  first  date,  as 
specified  in  section  731(a)  (2)  (B),  when  repayment  of  such  loan  is 
required.J 


SEcnoN  456  of  the  Social  SECUBrrr  Act  (42  U.S.C.  656) 

PART  D  CHILD  SUPPORT  AND  ESTABLISHMENT  OF  PATERNirT 

«  *  ♦  *  *  «  * 

SUPPORT  OBLIGATIONS 

Sec.  456.  (a)  The  support  rights  assigned  to  the  State  imder  section 
402(a)  (26)  shall  constitute  an  obligation  owed  to  sudi  State  by  the 
individual  responsible  for  providing  such  support.  Such  obligation 
shall  be  deemed  for  collection  purposes  to  be  collectible  under  all  appli- 
cable State  and  local  processes. 

(1)  The  amount  of  such  obligation  shall  be — 

(A)  the  amount  specified  in  a  court  order  which  cov^  the 
assigned  support  rights,  or 

(B)  if  there  is  no  court  order,  an  amount  determined  by  the 
State  in  accordance  with  a  .formula  approved  by  the  Secretary, 
and 

(2)  Any  amounts  collected  from  an  absent  parent  under  the  plan 
shall  reduce,  dollar  for  dollar,  the  amount  of  his  obligation  under 
paragraphs  ( 1 )  ( A )  and  ( B ) . 

[(b)  A  debt  which  a  child  support  obligation  assigned  to  a  State 
under  section  402(a)  (26)  is  not  released  by  a  discharge  in  bankruptcy 
under  the  Bankruptcy  Act.] 


Section  503  of  the  Housing  Act  of  1949  (42  U.S.C.  1473) 

LOANS  FOR  HOUSING  AND  BUILDINGS  ON  POTENTIALLY  ADEQUATE  FARMS 

Sec.  503.  If  the  Secretary  determines  (a)  that,  because  of  the 
inadequacy  of  the  income  of  an  eligible  applicant  from  the  farm  to 
be  improved  and  from  other  sources,  said  applicant  may  not  reason- 
ably be  expected  to  make  annual  repayments  o.f  principal  and  inter- 
est in  an  amount  sufficient  to  repay  the  loan  in  full  within  the  period 
of  time  prescribed  by  the  Secretary  as  authorized  in  this  title  ;^  (b) 
that  the  income  of  the  applicant  may  be  sufficiently  increased  within 
a  period  of  not  to  exceed  five  years  by  improvement  or  enlargement 
of  the  farm  or  an  adjustment  of  the  farm  practices  or  methods ;  and 
(c)  that  the  applicant  has  adopted  and  may  reasonably  be  expected 
to  put  into  effect  a  plan  of  farm  improvement,  enlargement,  or 
adjusted  practices  or  production  which,  in  the  opinion  of  the^  Secre- 
tary, will  increase  the  applicant's  income  from  said  farm  within  a 
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by  Congress  in  escalating  these  courts  to  Article  III  courts. 
On  the  other  hand,  if  I  am  right  that  Article  III  courts  are 
a  serious  mistake,  Article  III  courts,  once  built,  cannot  be 
easily  dismantled,  if  they  can  be  dismantled  at  all. 

I  again  express  my  appreciation  for  the  opportunity  to  con- 
tinue an  exchange  of  views  upon  this  extremely  important 
legislation. 

United  States  Trustees 

During  Floor  debate  on  the  bill  I  propose  to  offer  an  amendment 
which  would  place  the  selection  of  United  States  Trustees  in  the 
Judicial  Branch.  I  shall  do  this  because  (1)  I  feel  it  is  necessary  in 
order  to  preserve  the  separation  of  powers,  and  (2)  to  prevent  the 
very  probable  conflict-of-interest  situation  which  may  arise  if  the 
Executive  Branch,  through  the  Justice  Department,  is  the  selector 
and  employer  of  the  United  States  Trustees. 

The  amendment  which  I  propose  to  offer  will  probably  take  the 
form  of  having  the  United  States  Trustees  appointed  by  the  Judicial 
Council  following  a  screening  process  and  recommendation  by  the 
Administrative  Office  of  the  U.S.  Courts.  I  hope  that  my  colleagues 
will  see  fit  to  join  with  me  on  such  an  amendment. 

George  E.  Danielson. 
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BANKRUPTCY  REFORM  ACT  OF  1978 


July  14  (legislative  day,  May  17),  1978. — Ordered  to  be  printed 


Mr.  DeConcini,  from  the  Committee  on  the  Judiciary, 
submitted  the  following 

REPORT 

[To  accompany  S.  2266] 

The  Committee  on  the  Judiciary,  to  which  was  referred  the  bill, 
S.  2266,  to  establish  a  uniform  law  on  the  subject  of  bankruptcies,  hav- 
ing considered  the  same,  reports  favorably  thereon  and  reconmiends 
that  the  bill  in  the  nature  of  a  substitute  do  pass.  The  committee 
amendment  strikes  out  all  after  the  enacting  clause  and  inserts  a  new 
text,  which  appears  in  italic  type  in  the' reported  bill. 

Purpose  or  the  Bill 

The  purpose  of  the  bill  is  to  modernize  the  bankruptcy  law  by  codify- 
ing a  new  title  11  that  will  embody  the  substantive  law  of  bankruptcy 
and  to  make  extensive  amendments  to  title  28,  Judiciary  and  Judicial 
Procedure,  that  will  encompass  the  structure  of  the  revised  bank- 
ruptcy courts. 

Purpose  of  the  Amendment 

The  amendment  in  the  nature  of  a  substitute  reflects,  testimony  re- 
ceived by  the  committee  and  the  changes  that  resulted.  The  purpose  of 
the  revised  bill  remains  to  modernize  the  bankruptcy  law. 

Introduction 

In  1970,  Congress  created  the  Commission  on  the  Bankruptcy  Laws 
of  the  United  States  to  study  and  recommend  changes  in  bankruptcy 
laws.  The  Commission  became  operational  in  June  1971,  and  filed  its 
final  report  with  Congress  on  July  30, 1973.  Its  report  was  in  two  parts. 
Part  I  contained  the  Commission's  findings  and  recommendations. 


76 


Section  521.  Debtor^s  duties 

This  section  lists  three  duties  of  the  debtor  in  a  bankruptcy  case. 
The  Rules  of  Bankruptcy  Procedure  will  specify  the  means  of  carry- 
ing out  these  duties.  The  first  duty  is  to  file  with  the  court  a  list  of 
creditors  and,  unless  the  court  orders  otherwise,  a  schedule  of  assets 
and  liabilities  and  a  statement  of  his  financial  affairs.  Second,  the 
debtor  is  required  to  cooperate  with  the  trustee  as  necessary  to  enable 
the  trustee  to  perform  the  trustee's  duties.  Finally,  the  debtor  must 
surrender  to  the  trustee  all  property  of  the  estate,  and  any  recorded 
information,  including  books,  documents,  records,  and  papers,  relating 
to  property  of  the  estate.  This  phrase  "recorded  information,  includ- 
ing books,  documents,  records,  and  papers,"  has  been  used  here  and 
throughout  the  bill  as  a  more  general  term,  and  includes  such  other 
forms  of  recorded  information  as  data  in  computer  storage  or  in  other 
machine  readable  forms. 

The  list  in  this  section  is  not  exhaustive  of  the  debtor's  duties.  Others 
are  listed  elsewhere  in  proposed  title  11,  such  as  in  section  343.  which 
requires  the  debtor  to  submit  to  examination,  or  in  the  Rules  oi  Bank- 
ruptcy Procedure,  as  continued  by  §  404(a)  of  S.  2266,  such  as  the  duty 
to  attend  any  hearing  on  discharge,  Rule  402(2). 

Section  622.  Exemptions 

Subsection  (a)  of  this  section  defines  two  terms:  "dependent"  in- 
cludes the  debtor's  spouse,  whether  or  not  actually  dependent;  and 
"value"  means  fair  market  value  as  of  the  date  of  the  filing  of  the 
petition. 

Subsection  (b)  tracks  current  law.  It  permits  a  debtor  the  exemp- 
tions to  which  he  is  entitled  under  other  Federal  law  and  the  law  of  the 
State  of  his  domicile.  Some  of  the  items  tha€  may  be  exempted  under 
Federal  laws  other  than  title  11  include : 

Foreign  Service  Retirement  and  Disability  payments,  22  U.S.C. 
1104; 

Social  security  payments,  42  U.S.C.  407 ; 

Injury  or  death  compensation  payments  from  war  risk  hazards, 
42  U.S.C.  1717; 

Wages  of  fishermen,  seamen,  and  apprentices,  46  U.S.C.  601 ; 
Civil  service  retirement  benefits,  5  U.S.C.  729,  2265 ; 
Longshoremen's  and  Harbor  Workers'  Compensation  Act  death 

and  disability  benefits,  33  U.S.C.  916 ; 
Railroad  Retirement  Act  annuities  and  pensions,  45  U.S.C.  228 

(L); 

Veterans  benefits,  45  U.S.C.  352  (E) ; 

Special  pensions  paid  to  winners  of  the  Congressional  Medal  of 

Honor,  38  U.S.C.  3101 ;  and 
Federal  homestead  lands  on  debts  contracted  before  issuance  of 
the  patent,  43  U.S.C.  175. 
He  may  also  exempt  an  interest  in  property  in  which  the  debtor  had 
an  interest  as  a  tenant  by  the  entirety  or  joint  tenant  to  the  extent 
that  interest  would  have  been  exempt  from  process  under  applicable 
nonbankruptcy  law. 

Under  proposed  section  541,  all  property  of  the  debtor  becomes 
property  of  the  estate,  but  the  debtor  is  permitted  to  exempt  certain 
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time  to  permit  timely  action  by  the  creditor  to  protect  his  rights,  unless 
the  creditor  had  notice  or  actual  knowledge  of  the  case. 

Paragraph  (4)  excepts  debts  for  fraud  incurred  by  the  debtor  while 
acting  in  a  fiduciary  capacity  or  for  defalcation,  embezzlement,  or  mis- 
appropriation. 

Paragraph  (5)  provides  that  debts  for  willful  and  malicious  con- 
version or  injury  by  the  debtor  to  another  entity  or  the  property  of 
another  entity  are  nondischargeable.  Under  this  paragraph  "willful" 
means  deliberate  or  intentional.  To  the  extent  that  Tinker  v.  ColweU, 
139  U.S.  473  (1902),  held  that  a  less  strict  standard  is  intended,  and 
to  the  extent  that  other  cases  have  relied  on  Tinker  to  apply  a  "reck- 
less disregard"  standard,  they  are  overruled. 

Paragraph  (6)  excepts  from  discharge  debts  to  a  spouse,  former 
spouse,  or  child  of  the  debtor  for  alimony  to,  maintenance  for,  or  sup- 
port of  the  spouse  or  child.  This  language,  in  combination  with  the 
repeal  of  section  456(b)  of  the  Social  Security  Act  (42  U.S.C.  656(b) ) 
by  section  326  of  the  bill,  will  apply  to  make  nondischargeable  only 
alimony,  maintenance,  or  support  owed  directly  to  a  spouse  or  de- 
pendent. What  constitutes  alimony,  maintenance,  or  support,  will  be 
determined  under  the  bankruptcy  law,  not  State  law.  Thus,  cases  such 
as  In  re  Waller^  494  F.2d  447  (6th  Cir.  1974),  are  overruled,  and  the 
result  in  cases  such  as  Fife  v.  Fife,  1  Utah  2d  281,  265  P.2d  642  (1952) 
is  followed.  The  proviso,  however,  makes  nondischargeable  any 
debts  resulting  from  an  agreement  by  the  debtor  to  hold  the  debtor's 
spouse  harmless  on  joint  debts,  to  the  extent  that  the  agreement  is  in 
payment  of  alimony,  maintenance,  or  support  of  the  spouse,  as  deter- 
mined under  bankruptcy  law  considerations  as  to  whether  a  particular 
agreement  to  pay  money  to  a  spouse  is  actually  alimony  or  a  property 
settlement.  ' 

Paragraph  (7)  makes  nondischargeable  certain  liabilities  for  penal- 
ties including  tax  penalties  if  the  underlying  tax  with  respect  to  which 
the  penalty  was  imposed  is  also  nondischargeable  (sec.  523(a)(7)). 
These  latter  liabilities  cover  those  which,  but  are  penal  in  nature,  as 
distinct  from  so-called  "pecuniary  loss"  penalties  which,  in  the  case  of 
taxes,  involve  basically  the  collection  of  a  tax  under  the  label  of  a 
"penalty."  This  provision  differs  from  the  bill  as  introduced,  which 
did  not  link  the  nondischarge  of  a  tax  penalty  with  the  treatment  of 
the  underlying  tax.  The  amended  provision  reflects  the  existing  posi- 
tion of  the  Internal  Revenue  Service  as  to  tax  penalties  imposed  by  the 
Internal  Revenue  Code  (Rev.  Rul.  68-574,  1968-2  C.B.  595). 

Paragraph  (8)  follows  generally  current  law  and  excerpts  from  dis- 
charge student  loans  until  such  loans  have  been  due  and  owing  for  five 
years.  Such  loans  include  direct  student  loans  as  well  as  insured  and 
guaranteed  loans.  This  provision  is  intended  to  be  self -executing  and 
the  lender  or  institution  is  not  required  to  file  a  complaint  to  determine 
the  nondischargeability  of  any  student  loan. 

Paragraph  (9)  excepts  from  discharge  debts  that  the  debtor  owed 
before  a  previous  banlnnptcy  case  concerning  the  debtor  in  which  the 
debtor  was  denied  a  discharge  other  than  on  the  basis  of  the  six-year 
bar. 

Subsection  (b)  of  this  section  permits  discharge  in  a  bankruptcy 
case  of  an  unscheduled  debt  from  a  prior  case.  This  provision  is  car- 
ried over  from  Bankruptcy  Act  §  17b.  The  result  dictated  by  the  sub- 
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Changes  In  Existing  Laws 

In  the  opinion  of  the  Committee  on  the  Judiciary,  it  is  necessary 
in  order  to  expedite  the  business  of  the  Senate  to  dispense  with  the 
requirements  of  subsection  4  of  rule  XXIX  of  the  Standing  Rules  of 
the  Senate  (relating  to  the  showing  of  changes  in  existing  laws  made 
by  the  bill,  as  reported).  The  Committee  felt  this  was  justified  sinc« 
the  Committee  on  Finance  has  a  30-day  sequential  referral  following 
the  date  the  bill  is  reported  from  the  Judiciary  Committee  and  fur- 
ther changes  could  be  expected  from  the  Committee  on  Finance.  It  is 
anticipated  that  completed  changes  in  the  existing  law  section  will 
be  available  following  termination  of  the  referral  to  the  Committee 
on  Finance. 
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Calendar  No.  1026 

95th  Congress    )  SENATE  f  Keport 

2d  Session       J  \         No.  95-1106 


BANKRUPTCY  REFORM  ACT  OF  1978 


August  10  (legislative  day,  Mat  17),  1978. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  S.  2266]  , 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (S.  2266) 
to  establish  a  uniform  law  on  the  subject  of  bankruptcy,  having  con- 
sidered the  same,  reports  favorably  thereon  with  amendments  and 
recommends  that  the  bill  as  amended  do  pass. 

1.  SUMMARY 

S.  2266,  the  Bankruptcy  Reform  Act  of  1978,  was  reported  by  the 
Committee  on  the  Judiciary  on  July  14, 1978  (S.  Rept.  95-989),  and, 
by  prior  a^eement,  was  referred  to  the  Committee  on  Finance  for  a 
period  not  to  exceed  30  days  for  consideration  and  recommendations 
concerning  tax-related  provisions  of  the  bill.  The  referral  specifically 
covers  sections  346,  505,  507,  523,  728,  1146  and  1331  of  the  proposed 
new  title  11  of  the  United  States  Code  (contained  in  sec.  101  of  the 
bill).  These  provisions  deal  with  determining  tax  liabilities  in  bank- 
ruptcy, clarifying  the  jurisdiction  of  different  courts  to  rule  on  these 
issues,  and  defining  the  priority  and  dischargeability  of  tax  claims 
against  the  debtor's  estate. 

S.  2266  and  H.R.  8200,  the  House-passed  bill  on  the  same  subject, 
would  modernize  bankruptcy  law  for  the  first  time  in  40  years,  in  light 
of  major  changes  in  debtor-creditor  relations  during  this  period.  The 
current  bankruptcy  system  originated  in  1898,  and  the  last  major 
revision  of  the  Bankruptcy  Act  occurred  in  1938. 

The  overall  objectives  of  S.  2266  and  H.R.  8200  are  to  make  bank- 
ruptcy i)rocedures  more  efficient,  to  balance  more  equitably  the  inter- 
ests of  different  creditors,  to  give  greater  recognition  to  the  interests  of 
general  unsecured  creditors  who  enjoy  no  priority  in  the  distribution  of 
the  assets  of  the  debtor's  estate,  and  to  give  the  debtor  a  less  encum- 
bered "fresh  start"  after  bankruptcy. 


No  material  re  social  seciirity  in  this  report. 


► 
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VII.  CHANGES  IN  EXISTING  LAW 

In  the  opinion  of  the  Committee  on  Finance,  in  order  to  expedite 
the  business  of  the  Senate,  it  is  necessary  to  dispense  with  the  require- 
ments of  subsection  4  of  Kule  XXIX  of  the  Standing  Rules  of  the 
Senate  (relating  to  the  showing  of  changes  in  existmg  law  made 
by  the  bill,  as  reported) . 
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PUBLIC  LAW  95-600— NOV.  6,  1978  92  STAT.  2763 


Public  Law  95-600 
95th  Congress 


An  Act 


To  amend  the  Internal  Revenue  Code  of  1954  to  reduce  income  taxes,  and     Nov.  6, 1978 

for  other  purposes.  [H.R.  13511] 


1978. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  A merica  in  Congress  assembled,  ^^li'^^^ 
SECTION  1.  SHORT  TITLE;  TABLE  OF  CONTENTS. 

(a)  Short  Title.— This  Act  may  be  cited  as  the  "Revenue  Act  of 
1978". 

(b)  Table  of  Contents.— 

Sec.  1.  Short  title;  table  of  contents. 
Sec.  2.  Amendment  of  1954  Code. 
Sec.  3.  Policy  with  respect  to  additional  tax  reductions. 

TITLE  I-PROVISIONS  PRIMARILY  AFFECTING  INDIVIDUAL  INCOME  TAX 

Subtitle  A— Tax  Reductions  and  Extensions 

Sec.  101.  Widening  of  brackets;  rate  cuts  in  certain  brackets;  increase  in  zero 

bracket  amounts. 
Sec.  102.  Personal  exemptions  increased  to  $1,000. 
Sec.  103.  Earned  income  credit  made  permanent. 
Sec.  104.  Increase  in  and  simplification  of  the  earned  income  tax  credit. 
Sec.  105.  Advance  payment  of  earned  income  credit. 

Sec.  106.  Application  of  certain  changes  in  the  case  of  fiscal  year  taxpayers. 
Subtitle  B — Itemized  Deductions 

Sec.  111.  Repeal  of  nonbusiness  deduction  for  State  and  local  taxes  on  gasoline  and 

other  motor  fuels. 
Sec.  112.  Unemployment  compensation. 

Subtitle  C— Credits 

Sec.  121.  Payments  to  related  individuals  imder  child  care  credit. 

Subtitle  D— Deferred  Compensation 

Part  I— Deferred  Compensation  Provisions 

Sec.  131.  Deferred  compensation  plans  with  respect  to  service  for  State  and  local 
governments. 

Sec.  132.  Certain  private  deferred  compensation  plans. 

Sec.  133.  Clarification  of  deductibility  of  payments  of  deferred  compensation,  etc.,  to 

independent  contractors. 
Sec.  134.  Tax  treatment  of  cafeteria  plans. 
Sec.  135.  Certain  cash  or  deferred  arrangements. 

Part  H— Employee  Stock  Ownership  Plans 

Sec.  141.  ESOPS. 

Sec.  142.  Certain  lump  sum  distributions  excluded  from  gross  estate  where  recipi- 
ent elects  not  to  apply  10-year  averaging. 

Sec.  143.  Qualified  plans  required  to  pass  through  voting  rights  on  employer 
securities. 
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Subtitle  E— Retirement  Plans 

Sec.  152.  Simplified  employee  pensions. 
Sec.  153.  Defmed  benefit  plan  limits. 

Sec.  154.  Custodial  accounts  for  regulated  investment  company  stock. 
Sec.  155.  Pension  plan  reserves. 

Sec.  156.  Rollover  of  section  403(b)  annuities  permitted. 
Sec.  157  Individual  retirement  account  technical  changes. 

Subtitle  F — Other  Individual  Items 

Sec.  161.  Certain  Government  scholarship  and  award  programs. 
Sec.  162.  Cancellation  of  student  loans. 
Sec.  163.  Tax  counseling  for  the  elderly. 

Sec.  164.  Exclusion  of  value  of  certain  educational  assistance  programs. 

TITLE  II-TAX  SHELTER  PROVISIONS 
Subtitle  A— Provisions  Related  to  At  Risk  Rules 

Sec.  201.  Extension  of  section  465  at  risk  rules  to  all  activities  other  than  real 
estate. 

Sec.  202.  Extension  of  at  risk  provisions  to  closely  held  corporations. 
Sec.  203.  Recapture  of  losses  where  amount  at  risk  is  less  than  zero. 
Sec.  204.  Effective  dates. 

Subtitle  B— Partnership  Provisions 

Sec.  211.  Penalty  for  failure  to  file  partnership  return. 

Sec.  212.  Extension  of  statute  of  limitations  in  the  case  of  partnership  items. 

TITLE  III-PROVISIONS  PRIMARILY  AFFECTING  BUSINESS  INCOME  TAX 

Subtitle  A— Corporate  Rate  Reductions 

Sec.  301.  Corporate  rate  reductions. 

Subtitle  B— Credits 

Sec.  311.  10-percent  investment  tax  credit  and  $100,000  limitation  on  used  property 
made  permanent. 

Sec.  312.  Increase  in  limitation  on  investment  credit  to  90  percent  of  tax  liability. 
Sec.  313.  Investment  credit  for  pollution  control  facilities. 

Sec.  314.  Investment  credit  for  certain  single  purpose  agricultural  or  horticultural 
structures. 

Sec.  315.  Investment  credit  allowed  for  certain  rehabilitated  buildings. 
Sec.  316.  Tax  treatment  of  the  investment  credit  in  the  case  of  cooperative  organi- 
zations. 

Sec.  317.  Transfers  to  ConRail  not  treated  as  dispositions  for  purposes  of  the  invest- 
ment credit. 

Subtitle  C— Targeted  Jobs  Credit;  WIN  Credit 

Sec.  321.  Targeted  jobs  credit. 

Sec.  322.  Work  incentive  program  credit  changes. 

Subtitle  D— Tax  Exempt  Bonds 

Part  I— Industrial  Development  Bonds 

Sec.  331.  Increase  in  limit  on  small  issues  of  industrial  development  bonds. 

Sec.  332.  Local  furnishing  of  electric  energy. 

Sec.  333.  Industrial  development  bonds  for  water  facilities. 

Sec.  334.  Advance  refunding  of  industrial  development  bonds  for  qualified  public 
facilities. 

Part  II— Other  Tax-Exempt  Bond  Provisions 

Sec.  336.  Declaratory  judgment  procedure  for  judicial  review  of  determinations  re- 
lating to  governmental  obligations. 

Sec.  337.  Disposition  of  amounts  generated  by  advance  refunding  of  certain  govern- 
mental obligations. 
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Subtitle  E — Small  Business  Provisions 
Part  I— Provisions  Relating  to  Subchapter  S 

Sec.  341.  Subchapter  S  corporations  allowed  15  shareholders. 
3ec.  342.  Permitted  shareholders  of  subchapter  S  corporations. 
Sec.  343.  Extension  of  period  for  making  subchapter  S  elections. 
Sec.  344.  Effective  date. 

Part  11 — Other  Provisions 

Sec.  345.  Small  business  corporation  stock. 

Subtitle  F— Accounting  Provisions 

Sec.  351.  Treatment  of  certain  closely  held  farm  corporations  for  purposes  of  rule 

requiring  accrual  accounting. 
Sec.  352.  Accounting  for  growing  crops. 

Sec.  353.  Treatment  of  certain  farms  for  purposes  of  rule  requiring  accrual 
accounting. 

Subtitle  G — Other  Business  Provisions 

Sec.  361.  Disallowance  of  certain  deductions  for  yachts,  hunting  lodges,  etc. 
Sec.  362.  Deficiency  dividend  procedure  for  regulated  investment  companies. 
Sec.  363.  Real  estate  investment  trust  provisions. 
Sec.  364.  Contributions  in  aid  of  construction. 
Sec.  365.  Liabilities  of  controlled  corporations. 
Sec.  366.  Medical  expense  reimbursement  plans. 

Sec.  367.  Three-year  extension  of  provision  for  60-month  depreciation  of  expendi- 
tures to  rehabilitate  low-income  rental  housing. 

Sec.  368.  Delay  in  application  of  new  net  operating  loss  rules. 

Sec.  369.  Use  of  certain  expired  net  operating  loss  carryovers. 

Sec.  370.  Income  from  certain  railroad  rolling  stock  treated  as  income  from  sources 
within  the  United  States. 

Sec.  371.  Net  operating  losses  attributable  to  product  liability  losses. 

Sec.  372.  Exclusion  from  gross  income  with  respect  to  magazines,  paperbacks,  and 
records  returned  after  the  close  of  the  taxable  year. 

Sec.  373.  Qualified  discount  coupons  redeemed  after  close  of  taxable  year. 

TITLE  IV— CAPITAL  GAINS;  MINIMUM  TAX;  MAXIMUM  TAX 
Subtitle  A — Capital  Gains 

Sec.  401.  Repeal  of  alternative  tax  on  capital  gains  of  individuals. 

Sec.  402.  Increased  capital  gains  deductions  for  individuals. 

Sec.  403.  Reduction  of  alternative  capital  gains  tax  for  corporations. 

Sec.  404.  One-time  exclusion  of  gain  from  sale  of  principal  residence  by  individual 

who  has  attained  age  55. 
Sec.  405.  Waiver  of  certain  18-month  rules  of  section  1034  when  sale  of  residence  is 

connected  with  commencing  work  at  new  place. 

Subtitle  B — Minimum  Tax  Provisions 

Sec.  421.  Alternative  minimum  tax  for  taxpayers  other  than  corporations. 

Sec.  422.  Treatment  of  intangible  drilling  cost  for  purposes  of  the  minimum  tax. 

Subtitle  C— Maximum  Tax  Provisions 

Sec.  441.  Treatment  of  capital  gains  for  purposes  of  the  maximum  tax. 
Sec.  442.  Determination  of  personal  service  income  from  nonsalaried  trade  or  busi- 
ness activities. 
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TITLE  V— OTHER  TAX  PROVISIONS 
Subtitle  A— Administrative  Provisions 

Sec.  501.  Reporting  requirements  with  respect  to  charged  tips. 
Sec.  502.  Extension  of  optional  small  tax  case  procedures  and  expansion  of  f 

authority  of  commissioners  of  Tax  Court. 
Sec.  503.  Disclosure  of  return  information  to  certain  Federal  officers  and  employees  8 

for  purposes  of  tax  administration,  etc. 
Sec.  504.  Refund  adjustments  for  amounts  held  under  claim  of  right. 

Subtitle  B— Estate  and  Gift  Tax  Provisions 

Sec.  511.  Reduction  of  value  taken  into  account  for  estate  tax  purposes  where  e 
spouse  of  decedent  materially  participated  in  farm  or  other  business. 

Sec.  512.  Treatment  of  certain  interests  held  by  decedent's  family  for  purposes  of  ^ 
the  extension  of  time  for  payment  of  estate  tax  provided  by  section  6166. 

Sec.  513.  Subordination  of  special  liens  for  additional  estate  tax  attributable  to 
farm,  etc.,  valuation. 

Sec.  514.  Amendment  of  governing  instruments  to  meet  requirements  for  gifts  of 

split  interest  to  charity. 
Sec.  515.  Deferral  of  carryover  basis  rules. 

Subtitle  C — Other  Excise  Tax  Provisions 

Sec.  520.  Reduction  of  administration  tax  on  private  foundations. 
Sec.  521.  Excise  tax  on  certain  gaming  devices. 

Sec.  522.  Treatment  of  certain  private  foundations  for  purposes  of  section  4942. 
Subtitle  D — Income  Tax  Provisions 

Sec.  530.  Controversies  involving  whether  individuals  are  employees  for  purposes  of 

the  employment  taxes. 
Sec.  531.  Certain  original  stockholders  of  cooperative  housing  corporations. 

Subtitle  E— Other  Income  Tax  Provisions 

Sec.  540.  Deposits  in  certain  branches  of  Puerto  Rican  savings  and  loan  associa- 
tions. 

Sec.  541.  Taxation  of  Alaska  Native  Claims  Settlement  Act  corporations. 

Sec.  542.  Replacement  of  livestock  with  other  farm  property  where  there  has  been 

environmental  contamination. 
Sec.  543.  Certain  payments  not  included  in  gross  income. 

Subtitle  F— Studies 
Sec.  551.  Study  of  simplification  of  tax  returns. 

Sec.  552.  Study  of  tax  incentives  for  expenditures  required  by  Occupational  Safety 
and  Health  Administration  and  Mining  Health  and  Safety  Adminis- 
tration. 

Sec.  553.  Study  of  taxation  of  nonresident  alien  real  estate  transactions  in  the 

United  States. 
Sec.  554.  Report  on  effectiveness  of  jobs  credit. 

Sec.  555.  Study  of  effects  of  changes  in  the  tax  treatment  of  capital  gains  on  stimu- 
lating investment  and  economic  growth. 

TITLE  VI— GENERAL  STOCK  OWNERSHIP  CORPORATIONS 

Sec.  601.  Establishment  and  taxation  of  general  stock  ownership  corporations  and 
their  shareholders. 

TITLE  VII-TECHNICAL  CORRECTIONS  OF  THE  TAX  REFORM  ACT  OF  1976 

Sec.  701.  Technical  amendments  to  income  tax  provisions  and  administrative 
provisions. 

Sec.  702.  Technical,  clerical,  and  conforming  amendment  to  estate  and  gift  tax 
provisions. 

Sec.  703.  Corrections  of  punctuation,  spelling,  incorrect  cross  references,  etc. 
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TITLE  VIII— AMENDMENTS  RELATING  TO  SOCIAL  SECURITY  ACT 
Sec.  801.  Grants  to  States  for  social  services. 

Sec.  802.  Change  in  public  assistance  matching  formula,  and  increase  in  amount  of 
public  assistance  dollar  limitations,  for  Puerto  Rico,  the  Virgin  Islands, 
and  Guam  in  fiscal  year  1979. 

SEC.  2.  AMENDMENT  OF  1954  CODE. 

Except  as  otherwise  expressly  provided,  whenever  in  this  Act  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to,  or 
repeal  of,  a  section  or  other  provision,  the  reference  shall  be  consid- 
ered to  be  made  to  a  section  or  other  provision  of  the  Internal 
Revenue  Code  of  1954.  26  USC  1  et  seq. 

SEC.  3.  POLICY  WITH  RESPECT  TO  ADDITIONAL  TAX  REDUCTIONS. 

As  a  matter  of  national  policy  the  rate  of  growth  in  Federal  outlays, 
adjusted  for  inflation,  should  not  exceed  1  percent  per  year  between 
fiscal  year  1979  and  fiscal  year  1983;  Federal  outlays  as  a  percentage 
of  gross  national  product  should  decline  to  below  21  percent  in  fiscal 
year  1980,  20.5  percent  in  fiscal  year  1981,  20  percent  in  fiscal  year 
1982  and  19.5  percent  in  fiscal  year  1983;  and  the  Federal  budget 
should  be  balanced  in  fiscal  years  1982  and  1983.  If  these  conditions 
are  met,  it  is  the  intention  that  the  tax-writing  committees  of 
Congress  will  report  legislation  providing  significant  tax  reductions 
t  for  individuals  to  the  extent  that  these  tax  reductions  are  justified  in 
the  light  of  prevailing  and  expected  economic  conditions. 

TITLE  I— PROVISIONS  PRIMARILY 
AFFECTING  INDIVIDUAL  INCOME  TAX 

Subtitle  A — Tax  Reductions  and  Extensions 

SEC.  101.  WIDENING  OF  BRACKETS;  RATE  CUTS  IN  CERTAIN  BRACKETS; 
INCREASE  IN  ZERO  BRACKET  AMOUNTS. 

(a)  Rate  Reduction.— Section  1  (relating  to  tax  imposed)  is 
amended  to  read  as  follows: 

"SECTION  1.  TAX  IMPOSED.  26  USC  1. 

"(a)  Married  Individuals  Fiung  Joint  Returns  and  Surviving 
Spouses.— There  is  hereby  imposed  on  the  taxable  income  of— 
''(1)  every  married  individual  (as  defined  in  section  143)  who 
makes  a  single  return  jointly  with  his  spouse  under  section  6013, 
and 

"(2)  every  surviving  spouse  (as  defined  in  section  2(a)), 
a  tax  determined  in  accordance  with  the  following  table: 

"If  taxable  income  is:  The  tax  is: 

Not  over  $3,400   No  Tax. 

Over  $3,400  but  not  over  $5,500   14%  of  excess  over  $3,400. 

Over  $5,500  but  not  over  $7,600   $294,  plus  16%  of  excess  over  $5,500. 

Over  $7,600  but  not  over  $11,900   $630,  plus  18%  of  excess  over  $7,600. 

Over  $11,900  but  not  over  $16,000   $1,404,  plus  21%  of  excess  over  $11,900. 

Over  $16,000  but  not  over  $20,200   $2,265,  plus  24%  of  excess  over  $16,000. 

Over  $20,200  but  not  over  $24,600   $3,273,  plus  28%  of  excess  over  $20,200. 

Over  $24,600  but  not  over  $29,900   $4,505,  plus  32%  of  excess  over  $24,600. 

Over  $29,900  but  not  over  $35,200   $6,201,  plus  37%  of  excess  over  $29,900. 

Over  $35,200  but  not  over  $45,800   $8,162,  plus  43%  of  excess  over  $35,200. 

Over  $45,800  but  not  over  $60,000   $12,720,    plus    49%    of   excess  over 

$45,800. 
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employer.  A  partnership  shall  be  treated  as  the  employer  of  each 
partner  who  is  an  employee  within  the  meaning  of  paragraph  (2). 
"(4)  Attribution  rules.— 

"(A)  Ownership  of  stock.— Ownership  of  stock  in  a  corpo- 
ration shall  be  determined  in  accordance  with  the  rules 
provided  under  subsections  (d)  and  (e)  of  section  1563  (with- 
out regard  to  section  1563ieX3XC)). 

"(B)  Interest  in  unincorporated  trade  or  business. — 
The  interest  of  an  employee  in  a  trade  or  business  which  is; 
not  incorporated  shall  be  determined  in  accordance  withf 
regulations  prescribed  by  the  Secretary,  which  shall  be^ 
based  on  principles  similar  to  the  principles  which  apply  ini 
the  case  of  subparagraph  (A). 
"(5)  Certain  tests  not  appucable.— An  educational  assist- 
ance program  shall  not  be  held  or  considered  to  fail  to  meet  any: 
requirements  of  subsection  (b)  merely  because — 

"(A)  of  utilization  rates  for  the  different  types  of  educa- 
tional assistance  made  available  under  the  program;  or 
"(B)  successful  completion,  or  attaining  a  particular 
course  grade,  is  required  for  or  considered  in  determining; 
reimbursement  under  the  program. 
"(6)  Relationship  to  current  law.— This  section  shall  not  be 
construed  to  affect  the  deduction  or  inclusion  in  income  of 
amounts  (not  within  the  exclusion  under  this  section)  which  are 
paid  or  incurred,  or  received  as  reimbursement,  for  educational 
expenses  under  section  117, 162  or  212. 

"(7)  Disallowance  of  excluded  amounts  as  credit  or  deduc- 
tion.— No  deduction  or  credit  shall  be  allowed  under  any  other 
section  of  this  chapter  for  any  amount  excluded  from  income  by 
reason  of  this  section. 
"(d)  Termination.— This  section  shall  not  apply  to  taxable  years 
beginning  after  December  31, 1983." 

(b)  Treatment  of  Employer  Educational  Assistance  Benefits 
pgr  Purposes  of  Withholding,  Unemployment  Taxes,  and  Social  i 
Security  Taxes.— 

(1)  Section  3401(a)  (relating  to  the  definition  of  wages  for 
purposes  of  collection  of  income  tsix  at  the  source)  is  amended— 

(A)  by  striking  out  "or"  at  the  end  of  paragraph  (16); 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (17); 
and 

(C)  by  adding  at  the  end  thereof  the  following  new  para- 1 
graph: 

"(18)  for  any  payment  made,  or  benefit  furnished,  to  or  for  the  i 
benefit  of  an  employee  if  at  the  time  of  such  payment  or  such  I 
furnishing  it  is  reasonable  to  believe  that  the  employee  will  be 
able  to  exclude  such  payment  or  benefit  from  income  under 
section  124.". 

(2)  Section  3306(b)  (relating  to  the  definition  of  wages  for 
purposes  of  the  Federal  Unemployment  Tax  Act)  is  amended— 

(A)  by  striking  out  "or"  at  the  end  of  paragraph  (11); 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (12) 
and  inserting  in  lieu  thereof  ";  or";  and 

(C)  by  adding  at  the  end  thereof  the  following  new  para- 
graph: 

"(13)  any  payment  made,  or  benefit  furnished,  to  or  for  the 
benefit  of  an  employee  if  at  the  time  of  such  payment  or  such 
furnishing  it  is  reasonable  to  believe  that  the  employee  will  be 
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able  to  exclude  such  payment  or  benefit  from  income  under 
section  127.". 

(3)  Section  3121(a)  (relating  to  the  definition  of  wages  for 
purposes  of  the  Federal  Insurance  Contributions  Act)  is 
amended — 

(A)  by  striking  out  "or"  at  the  end  of  paragraph  (16); 

(B)  by  striking  out  the  period  at  the  end  of  subparagraph 
(17)  and  inserting  in  lieu  thereof    or";  and 

(C)  by  adding  at  the  end  thereof  the  following  new  para- 
graph: 

"(18)  any  payment  made,  or  benefit  furnished,  to  or  for  the 
benefit  of  an  employee  if  at  the  time  of  such  payment  or  such 
furnishing  it  .is  reasonable  to  believe  that  the  employee  will  be 
able  to  exclude  such  payment  or  benefit  from  income  under 
section  127.". 

(4)  Section  209  of  the  Social  Security  Act  is  amended — 

(A)  by  striking  out  "or"  at  the  end  of  subsection  (o); 

(B)  by  striking  out  the  period  at  the  end  of  subsection  (p) 
and  inserting  in  lieu  thereof  ";  or";  and 

(C)  by  inserting  after  subsection  (p)  and  before  the  sen- 
tence beginning  with  "For  purposes  of  this  title,  in  the  case 

\  of  domestic  service"  the  following  new  subsection: 

"(q)  Any  payment  made,  or  benefit  furnished,  to  or  for  the  benefit 
of  an  employee  if  at  the  time  of  such  payment  or  such  furnishing  it  is 
reasonable  to  believe  that  the  employee  will  be  able  to  exclude  such 
payment  or  benefit  from  income  under  section  127  of  the  Internal 
Revenue  Code  of  1954." 

(c)  Clerical  Amendment.— The  table  of  sections  for  such  part  is 
amended  by  striking  out  the  item  relating  to  section  124  and 
inserting  in  lieu  thereof  the  following: 

"Sec.  124.  Educational  assistance  programs. 
"Sec.  125.  Cross  references  to  other  Acts.". 

(d)  Effective  Date.— The  amendments  made  by  this  section  shall 
apply  with  respect  to  taxable  years  beginning  after  December  31, 
1978. 

TITLE  II— TAX  SHELTER  PROVISIONS 

Subtitle  A— Provisions  Related  To  At  Risk 

Rules 

SEC.  20L  EXTENSION  OF  SECTION  465  AT  RISK  RULES  TO  ALL  ACTIVI- 
TIES  OTHER  THAN  REAL  ESTATE. 

(a)  Extension.— Subsection  (c)  of  section  465  (relating  to  activities 
to  which  section  applies)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

"(3)  Extension  to  other  AcnvmES.— 

"(A)  In  GENERAL,— In  the  case  of  taxable  years  beginning 
after  December  31,  1978,  this  section  also  applies  to  each 
activity— 

**(i)  engaged  in  by  the  taxpayer  in  canying  on  a  trade 
or  business  or  for  the  production  of  income,  and 
*'(ii)  which  is  not  described  in  paragraph  (1). 
"(B)  Aggregation  of  AcnvmES  where  taxpayer 
AcrnvELY  participates  IN  management  op  trade  or  busi- 
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0)  Amendments  Relating  to  Deadwood  Provisions.— 

(1)  Tax  exempt  govern^cental  obugations.— 

(A)  The  heading  of  paragraph  (1)  of  section  103(b)  is 
amended  to  read  as  follows: 

"(1)  Subsection  (a)  (i)  or  (2)  not  to  apply.—". 

(B)  Paragraph  (1)  of  section  103(c)  is  amended  by  striking 
out  "(a)  (1)  or  (4)"  each  place  it  appears  (including  in  the 
paragraph  heading)  and  inserting  in  lieu  thereof  "(a)  (1)  or 
(2)". 

(C)  Subparagraph  (A)  of  section  103(cX2)  is  amended  by 
striking  out  "subsection  (a)  (1)  or  (2)  or  (4)"  and  inserting  in 
lieu  thereof  "subsection  (a)  (1)  or  (2)". 

(D)  Paragraph  (5)  of  section  103(c)  is  amended  by  striking 
out  "subsection  (dX2XA)"  and  inserting  in  lieu  thereof  "para- 
graph (2XA)". 

(E)  Subsection  (d)  of  section  103  is  amended  by  striking  out 
"subsection  (cX4)(G)"  and  inserting  in  lieu  thereof  "subsec- 
tion (bX4XG)". 

(2)  Amendments  relating  to  section  3 1  i(dX2).— 

(A)  Subsection  (b)  of  section  2  of  the  Bank  Holding:  Com- 
pany Tax  Act  of  1976  is  amended— 

(i)  by  striking  out  "subparagraph  (F)"  and  inserting  in 
lieu  thereof  "subparagraph  (E)",  and 

(ii)  by  striking  out  "subparagraph  (G)"  and  inserting 
in  lieu  thereof  "subparagraph  (r)". 

(B)  Subparagraph  (H)  of  section  3 1  l(dX2)  is  redesignated  as 
subparagraph  (G). 

<C)  The  amendments  made  by  this  paragraph  shall  take 
effect  as  if  included  in  section  2(b)  of  the  Bank  Holding 
Company  Tax  Act  of  1976. 
(8)  Amendment  to  section  453(c).— Paragraph  (3)  of  section 
453(c)  is  amended— 

(A)  by  striking  out  "(or  by  the  corresponding  provisions  of 
prior  revenue  laws)"  in  the  first  sentence,  and 

(B)  by  striking  out  the  last  sentence. 

(4)  Amendment  of  section  801(g).— Paragraphs  (l)(BXii)  and 
(7)  of  section  801(g)  are  each  amended  by  striking  out  "subpara- 

Sraph  (A),  (B),  (C),  (D),  or  (E)  of  section  805(dXl)"  and  inserting  in 
eu  thereof  "any  paragraph  of  section  805(d)". 

(5)  Amendment  of  section  i033(aX2).— Clause  (ii)  of  section 
103(aX2XA)  is  amended  by  striking  out  "subsection  (c)"  and 
inserting  in  lieu  thereof  "subsection  (b)". 

(6)  Amendment  of  section  1375(a).— Paragraph  (2)  of  section 
1375(a)  is  amended  by  striking  out  "such  excess"  each  place  it 
appears  and  inserting  in  lieu  thereof  "such  gain". 

(7)  Amendment  of  section  i56i(bX3).— Paragraf)h  (3)  of  section 
1561(b)  is  amended  by  striking  out  "804(aX4)  and  inserting  in 
Ueu  thereof  "804(aX3)^'. 

(8)  Amendments  of  section  1402.— 

(A)  The  last  paragraph  of  section  1402(a)  of  the  Internal 
Revenue  Code  of  1954  (definition  of  net  earnings  from  self- 
employment)  is  amended  by  striking  out  "subsection  (i)" 
each  place  it  appears  and  inserting  in  lieu  thereof  "subsec- 
tion (h)". 

(B)  Section  1402(cX6)  of  such  Code  (definition  of  trade  or 
business)  is  amended  by  striking  out  "subsection  (h)"  and 
inserting  in  lieu  thereof  "subsection  (g)". 

(9)  Amendment  to  section  46(a).— Subparagraph  (C)  of  section 
1901(bXl)  of  the  Tax  Reform  Act  of  1976  is  amended  by  striking 
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out  "Section  46(aX3)"  and  inserting  in  lieu  thereof  "Section 
46(aX4)". 

(10)  Amendment  relating  to  section  6504.— Subparagraph 
(D)  of  section  1901(b)(37)  of  the  Tax  Reform  Act  of  1976  is 
amended  by  striking  out  "6515"  and  inserting  in  lieu  thereof 
"6504". 

(11)  Territories.— Subsection  (c)  of  section  1901  of  the  Tax 
Reform  Act  of  1976  (relating  to  Territories)  is  amended  by 
striking  out  paragraph  (1)  thereof. 

(12)  Estate  and  gift  taxes  effective  date. — Subsection  (c)  of 
section  1902  of  the  Tax  Reform  Act  of  1976  is  amended  to  read  as 
follows: 

c)  Effective  Dates.— 

"(1)  Estate  tax  amendments. — The  amendments  made  by 
paragraphs  (1)  through  (8),  and  paragraphs  (12)  (A),  (B),  and  (C), 
of  subsection  (a)  and  by  subsection  (b)  shall  apply  in  the  case  of 
estates  of  decedents  dying  after  the  date  of  the  enactment  of  this 
Act,  and  the  amendment  made  by  paragraph  (9)  of  subsection  (a) 
shall  apply  in  the  case  of  estates  of  decedents  dying  after 
December  31, 1970. 

"(2)  Gift  tax  amendments.— The  amendments  made  by  para- 
graphs (10),  (11),  and  (12)  (D)  and  (E)  of  subsection  (a)  shall  apply 
with  respect  to  gifts  made  after  December  31, 1976." 

(13)  Effective  date  for  amendment  made  by  section 
i904(a)(22XA).— Notwithstanding  section  1904(d)  of  the  Tax 
Reform  Act  of  1976,  the  amendment  made  by  section 
1904(aX22XA)  of  such  Act  shall  take  effect  on  the  date  of  the 
enactment  of  such  Act. 

(14)  Amendments  to  social  security  act.— 

(A)  Section  202(v)  of  the  Social  Security  Act  is  amended  by 
I       striking  out  "section  1402(h)"  each  place  it  appears  and 

inserting  in  lieu  thereof  "section  1402(g)". 

(B)  Section  205(p)(3)  of  such  Act  is  amended  by  striking  out 

'       "Secretary  of  the  Treasury"  and  inserting  in  lieii  thereof 
"Secretary  of  Transportation". 

(C)  Section  210(aX6XBXv)  of  such  Act  is  amended  by  strik- 
ing out  "Secretary  of  the  Treasury"  and  inserting  in  lieu 
thereof  "Secretary  of  Transportation". 

j  (D)  Section  211(aX2)  of  such  Act  is  amended  by  striking  out 
^      "(other  than  interest  described  in  section  35  of  the  Internal 

Revenue  Code  of  1954)". 
(E)  Section  21  l(cX6)  of  such  Act  is  amended  by  striking  out 

"section  1402(h)"  and  inserting  in  lieu  thereof  "section 

1402(g)". 

c)  Capital  Loss  Carryovers.— Clause  (ii)  of  section  1212(aXlXC) 
ating  to  capital  loss  carryovers  for  foreign  expropriation  losses)  is 
ended  by  striking  out  "exceeding  the  loss  year"  and  inserting  in 
I  thereof  "succeeding  the  loss  year". 
I)  Amendments  Relating  to  Certain  Aircraft  Museums.— 

(1)  Paragraph  (2)  of  section  4041(h)  (defining  aircraft  museum) 
is  amended  by  striking  out  "term  'aircraft'  means"  and  inserting 
in  lieu  thereof  "term  'aircraft  museum'  means". 

(2)  Subsection  (i)  of  section  4041  (as  added  by  section 
1904(aXlXC)  of  the  Tax  Reform  Act  of  1976)  is  redesignated  as 
subsection  (j). 

(3)  Subsection  (d)  of  section  6427  (relating  to  repayment  of  tax 
on  fuels  used  by  certain  aircraft  museums)  is  amended  by 
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striking  out  "Secretary  or  his  delegate"  and  inserting  in  lie 
thereof  "Secretary". 

(4)  Paragraph  (1)  of  section  7609(c)  (defining  summons  to  whic 
section  applies)  is  amended  by  striking  out  "6427(eX2)"  an 
inserting  in  lieu  thereof  "6427(fX2)". 
(m)  Inspection  by  Committee  of  Congress.— Paragraph  (2)  c 
section  6104(a)  (relating  to  inspection  by  committee  of  Congress)  i 
amended  by  striking  out  "Section  6103(d)"  and  inserting  in  lie 
thereof  "Section  6103(f)".  ^ 

(n)  Amendment  of  Section  6501.— Subsections  (h),  0*),  and  (o)  c 
section  6501  are  each  amended  by  striking  out  "section  6213(bX2)l 
and  inserting  in  lieu  thereof  "section  6213(bX3)". 

(o)  Conforming  Amendments  to  New  Definition  of  Taxabli 
Income.— 

(1)  Subparagraph  (A)  of  section  443(bX2)  (relating  to  computa 
tion  based  on  12-month  period)  is  amended — 

(A)  by  striking  out  "taxable  income"  the  second  and  thiw 
places  it  appears  in  clause  (i)  and  inserting  in  lieu  thereo: 
"modified  taxable  income",  and 

(B)  by  amending  clause  (ii)  to  read  as  follows: 

"(ii)  the  tax  computed  on  the  sum  of  the  modified 
taxable  income  for  the  short  period  plus  the  zero  bracket 
amount." 

(2)  Paragraph  (1)  of  section  443(b)  is  amended  by  striking  out 
gross  income  for  such  short  period  (minus  the  deductions 

allowed  by  this  chapter  for  the  short  period,  but  only  the  adjusted 
amount  of  the  deductions  for  personal  exemptions)"  andmsert- 1 
ing  in  lieu  thereof  "modified  taxable  income  for  such  short 
period". 

(3)  Subsection  (b)  of  section  443  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

"(3)  Modified  taxable  income  defined.— For  purposes  of  thii 
subsection  the  term  'modified  taxable  income'  means,  witl 
respect  to  any  period,  the  gross  income  for  such  period  minus  th( 
deductions  allowed  by  this  chapter  for  such  period  0)ut,  in  the 
case  of  a  short  period,  only  the  acijusted  amount  of  the  deduction! 
for  personal  exemptions). 

(4)  The  amendments  made  by  this  subsection  shall  apply  t< 
taxable  years  beginning  after  December  31, 1976. 

(p)  (Conforming  Amendments  to  Repeal  of  Section  317  of  Tradi 
Expansion  Act  of  1962.— 

(1)  Amendments  of  section  172.— 

(A)  Subparagraph  (A)  of  section  172(bXl)  (relating  to  yean 
to  which  loss  may  be  carried)  is  amended  to  read  as  follows 

"(A)  Except  as  provided  in  subparagraphs  (D),  (E),  (F),  anc 
(G),  a  net  operating  loss  for  any  taxable  year  shall  be  a  nei 
operating  loss  carryback  to  each  of  the  3  taxable  yean 
preceding  the  taxable  year  of  such  loss." 

(B)  Paragraph  (3)  of  section  172(b)  (relating  to  special  rules 
is  amended  by  striking  out  subparagraphs  (A)  and  (6)  and  by 
redesignating  subparagraphs  (C),  (D),  and  (E)  as  subpara 
graphs  (A),  (B),  and  (C),  respectively. 

(C)  Subparagraph  (B)  of  section  172(bX3)  (as  redesignatec 
by  subparagraph  (B))  is  amended  by  striking  out  "subpara 
graph  (CXiii)"  each  place  it  appears  and  inserting  in  lieu 
thereof  "subparagraph  (AXiii)". 
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(2)  Amendment  of  section  6501(h).— Subsection  (h)  of  section 
6501  (relating  to  net  operating  loss  or  capital  loss  carryback)  is 
amended  by  striking  out  the  last  sentence. 

(3)  Amendment  of  section  65ii(dX2). — The  first  sentence  of 
section  6511(dX2XA)  (relating  to  special  period  of  limitation  for 
net  ojserating  loss  or  capital  loss  carrybacks)  is  amended  by 
striking  out  except  that—"  and  all  that  follows  down  through 
the  period  at  the  end  of  such  sentence  and  inserting  in  lieu 
thereof  the  following:  "except  that  with  respect  to  an  overpay- 
ment attributable  to  the  creation  of,  or  an  increase  in  a  net 
operating  loss  carryback  as  a  result  of  the  elimination  of  exces- 
sive profits  by  a  renegotiation  (as  defined  in  section  1481(a) 
(IXA)),  the  period  shall  not  expire  before  the  expiration  of  the 
12th  month  following  the  month  in  which  the  agreement  or  order 
for  the  elimination  of  such  excessive  profits  becomes  final." 

(4)  Effective  date. — The  amendments  made  by  this  subsection 
shall  apply  with  respect  to  losses  sustained  in  taxable  years 
ending  after  the  date  of  the  enactment  of  this  Act. 

(q)  Conforming  Amendment  To  Repeal  of  Section  2  of  the 
Emergency  Insured  Student  Loan  Act  of  1969.— 

(1)  In  general.— Paragraph  (5)  of  section  103(d)  (relating  to 
arbitrage  bonds)  is  amended  by  striking  out  "section  2  of  the 
Emergency  Insured  Studeiit  Loan  Act  of  1969"  and  inserting  in 
lieu  thereof  "section  438  of  i  .  :  Higher  Education  Act  of  1965". 

(2)  Effective  date.— The  amendment  made  by  paragraph  (1) 
shall  apply  with  respect  to  payments  made  by  the  Commissioner 
of  Education  after  E)ecember  31, 1976. 

(r)  Effective  Date.— Except  as  otherwise  provided,  the  amend- 
ments made  by  this  section  shall  take  effect  on  October  4,  1976. 

TITLE  VIII— AMENDMENTS  RELATING  TO 
SOCIAL  SECURITY  ACT 

SEC.  801.  GRANTS  TO  STATES  FOR  SOCIAL  SERVICES. 

(a)  Amount  To  Be  Allocated  to  States.— Section  2002(aX2XA)  of 
the  Social  Security  Act  is  amended — 

(1)  by  striking  out  "$2,500,000,000"  and  inserting  in  lieu 
thereof  "the  amount  specified  in  clause  (ii)"; 

(2)  by  inserting  "(i)"  after  "(2XA)";  and 

(3)  by  adding  the  following  clause  at  the  end  thereof: 

"(ii)  The  amount  specified  for  purposes  of  clause  (i)  is  $2,500,000,000 
for  fiscal  years  prior  to  fiscal  year  1979,  $2,700,000,000  for  fiscal  year 
1979,  and  $2,500,000,000  for  fiscal  years  after  fiscal  year  1979.". 

(b)  Additional  Amount  for  Child  Day  Care  Services  in  Fiscal 
Year  1979.— Section  3  of  Public  Law  94-401  is  amended— 

(1)  in  the  matter  preceding  paragraph  (1)  of  subsection  (a)— 

(A)  by  striking  out  the  word  "and"  which  appears  after 
"1977,",  and 

(B)  by  inserting  after  "1978,"  the  following:  "and  the  fiscal 
year  ending  September  30, 1979,", 

(2)  in  subsection  (aXD,  by  adding  after  and  below  subparagraph 
(B)  the  following  new  subparagraph: 

"(C)  107.407  per  centum  of  the  amount  of  the  limitation  so 
imposed  (as  determined  without  regard  to  this  section)  in  the 
case  of  such  fiscal  year  ending  September  30,  1979,  or", 
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(3)  in  subsection  (aX2),  by  striking  out  "or  either  such  fiscal 
year"  and  inserting  in  lieu  thereof  "or  any  such  fiscal  year", 

(4)  in  subsection  (b),  by  striking  out  "or  either  fiscal  year"  and 
inserting  in  lieu  thereof  "or  any  fiscal  year", 

(5)  in  subsections  (cXD  and  (c)(2XA),  by  striking  out  "or  either 
fiscal  year"  and  inserting  in  lieu  thereof  "or  any  fiscal  year 
(other  than  the  fiscal  year  ending  September  30, 1979)", 

(6)  in  subsection  (dXD — 

(A)  by  striking  out  the  word  "or"  which  appears  after 
"1977,",  and 

(B)  by  inserting  after  "1978"  the  following:  ",  or  the  fiscal 
year  ending  September  30, 1979",  and 

(7)  in  subsection  (dX2),  by  striking  out  "for  either  such  fiscal 
year"  and  inserting  in  lieu  thereof  "for  any  such  fiscal  year". 

SEC.  802.  CHANGE  IN  PUBLIC  ASSISTANCE  MATCHING  FORMULA,  AND 
INCREASE  IN  AMOUNT  OF  PUBLIC  ASSISTANCE  DOLLAR  LIMI- 
TATIONS,  FOR  PUERTO  RICO.  THE  VIRGIN  ISLANDS.  AND 
GUAM  IN  FISCAL  YEAR  1979. 

(a)  PuBuc  Assistance  Matching  Formula.— Section  1118  of  the 
Social  Security  Act  is  amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  "For  purposes  of  the  preceding  sentence,  the 
term  'Federal  medical  assistance  percentage'  shall,  in  the  case  of 
Puerto  Rico,  the  Virgin  Islands,  and  Guam,  mean  75  per  centum 
when  applied  to  quarters  in  the  fiscal  year  ending  September  30, 
1979.". 

(b)  Dollar  Limitations.— Subsection  (a)  of  section  1108  of  such  Act 
is  amended— 

(1)  in  paragraph  (1) — 

(A)  by  striking  out  "or"  at  the  end  of  clause  (D), 

(B)  by  striking  out  the  semicolon  at  the  end  of  clause  (E) 
and  inserting  in  lieu  thereof  "other  than  the  fiscal  year  1979, 
or";  and 

(C)  by  adding  at  the  end  thereof  the  following  new 
subparagraph: 

"(F)  $72,000,000  with  respect  to  the  fiscal  year  1979;", 

(2)  in  paragraph  (2) — 

(A)  by  striking  out  "or"  at  the  end  of  clause  (D), 

(B)  by  striking  out  ";  and"  at  the  end  of  clause  (E)  and 
inserting  in  lieu  thereof  "other  than  the  fiscal  year  1979,  or", 
and 

(C)  by  adding  at  the  end  thereof  the  following  new 
subparagraph: 
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"(F)  $2,400,000  with  respect  to  the  fiscal  year  1979;",  and 
(3)  in  paragraph  (3)— 

(A)  by  striking  out  "or"  at  the  end  of  clause  (D), 

(B)  by  striking  out  the  period  at  the  end  of  clause  (E)  and 
inserting  in  lieu  thereof  "other  than  the  fiscal  year  1979,  or", 
and 

(C)  by  adding  at  the  end  thereof  the  following  new 
subparagraph: 

"(F)  $3,300,000  with  respect  to  the  fiscal  year  1979.". 
Approved  November  6,  1978. 
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Filed  under  authority  of  the  order  of  the  Senate  of  September  28, 1978 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

together  with 
ADDITIONAL  AND  SUPPLEMENTAL  VIEWS 

[To  accompany  H.R.  13511] 
[Together  with  cost  estimates  of  the  Congressional  Budget  OflSce] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
13(511)  to  amend  the  Internal  Revenue  Code  of  1954  to  reduce  income 
taxes,  and  for  other  purposes,  having  considered  samefTeports  favor- 
ably with  an  amendment  and  recommends  that  the  bill  as  amended 
do  pass. 

(1) 
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Section  2117  of  the  Tax  Keform  Act  of  1976  (P.L.  94-455)  provided 
that  in  the  case  of  loans  forgiven  prior  to  January  1,  1979,  no  amount 
was  to  be  included  in  gross  income  by  reason  of  the  discharge  of  all  or 
part  of  the  indebtedness  of  the  individual  under  certain  student  loan 
programs.  The  exclusion  applies  to  a  discharge  of  indebtedness  if  the 
discharge  was  pursuant  to  a  provision  of  the  loan  agreement  under 
which  all  or  part  of  the  indebtedness  would  be  discharged  if 
the  individual  works  for  a  certain  period  of  time  in  certain 
professions  in  certain  geographical  areas  or  for  certain  classes  of  em- 
ployers. The  amendment  made  by  the  1976  Act  applies  to  student  loans 
made  to  an  individual  to  assist  him  in  attending  an  educational  insti- 
tution only  if  the  loan  was  made  by  the  United  States  or  an  instru- 
mentality or  agency  thereof  or  by  a  State  or  local  government  either 
directly  or  pursuant  to  an  agreement  with  an  educational  institution. 

Reasons  for  change 

Many  Sj^ates  and  cities  have  experienced  difficulty  in  attracting 
doctors,  nurses,  and  teachers  to  serve  certain  areas,  including  both 
rural  communities  and  low-income  urban  areas.  A  provision  in  stu- 
dent loan  programs  for  loan  cancellation  in  certain  circumstances  is 
intended  to  encourage  the  recipients,  upon  graduation,  to  perform 
needed  services  in  such  areas.  The  committee  agrees  with  the 
proponents  of  these  programs  that  the  loan  cancellation  is  not 
primarily  for  the  benefit  of  the  grantor,  as  the  Service  ruled  in  1973, 
but  for  the  benefit  of  the  entire  community.  The  committee  believes 
that  the  exclusion  from  income  of  the  amount  of  indebtedness  dis- 
charged in  exchange  for  these  services  would  promote  the  purpose  of 
the  programs. 

Explanation  of  provision 

The  provision  extends  to  loans  forgiven  prior  to  January  1,  1983, 
the  exclusion  from  income  provided  by  the  Tax  Reform  Act  of  1976 
with  respect  to  cancellation  of  certain  student  loans.  Accordingly,  no 
amount  shall  be  included  in  gross  income  by  reason  of  the  discharge 
of  all  or  part  of  a  student  loan  of  the  type  described  in  section  2117 
of  the  1976  Act  if  the  loan  is  forgiven  prior  to  January  1, 1983. 

There  is  no  comparable  provision  in  th€i  House  bill. 

Effective  date 

The  amendment  applies  with  respect  to  loans  forgiven  prior  to 
January  1, 1983. 

Revenue  effect 

This  provision  will  result  in  reduction  of  budget  receipts  of  less 
than  $5  million  annually. 

3.  Employer  educational  assistance  programs  (sec.  163  of  the  bill 
and  new  sec.  124  of  the  Code) 

Present  law 

Under  present  law,  there  is  no  provision  for  a  specific  exclusion  from 
an  individual's  income  for  educational  assistance  provided  by  an  em- 
ployer. Thus,  a  determination  as  to  T\^hether  an  individual  is  required 
to  include  in  income  money  or  benefits  furnished  to  assist  him  in  his 
education  generally  is  governed  by  sections  61  and  117  of  the  Code. 
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Section  61  provides  that  unless  otherwise  excluded  by  law  gross  in- 
come means  all  income  from  whatever  source  derived  includmg,  but 
not  limited  to,  compensation, for  services.  Under  section  117,  subject  to 
certain  qualifications,  amounts  received  as  scholarships  at  educational 
institutions  and  amounts  received  as  fellowship  grants  are  excluded 
from  gross  income.^  The  exclusion  also  covers  incidental  amounts  re- 
ceived to  cover  expenses  for  travel,  research,  clerical  help,  and  equip- 
ment when  they  are  expended  for  these  purposes.  ^ 

The  exclusion  for  scholai^hips  and  fellowship  grants  is  restricted 
to  educational  grants  by  relatively  disinterested  grantors  who  do 
not  require  any  significant  consideration  from  the  recipient.^^ 

Under  present  law  (Reg.  §  1.162-5),  educational  expenditures  made 
by  an  individual  for  his  own  education  generally  are  deductible  if 
they  are  for  education  that  (1)  maintains  or  improves  skills  required 
by  the  individual's  employment  or  other  trade  or  business,  or  (2)  meets 
the  express  requirements  of  the  individual's  employer  or  the  require- 
ments of  applicable  law  or  regulations  imposed  as  a  condition  to  the 
retention  by  the  individual  of  an  established  employment  relationship, 
status,  or  rate  of  compensation.  These  types  of  education  are  common- 
ly called  "job-related  education."  However,  no  deduction  is  allowed  for 
expenditures  for  education  required  of  the  individual  in  order  to  meet 
the  minimum  educational  requirements  for  employment  qualification  in 
the  individual's  employment  or  other  trade  or  business  or  for  expendi- 
tures for  education  which  is  part  of  a  program  of  study  which  will 
qualify  the  individual  in  a  new  trade  or  business.  Such  expenses  may 
not  be  deducted  even  if  the  education  maintains  or  improves  skills  re- 
quired by  the  individual  in  the  individual's  employment  or  other  trade 
or  business  or  meets  the  express  requirements  of  the  individual's 
employer  or  applicable  law  or  regulations.  Nondeductible  educational 
expenditures  are  personal  expenses  of  the  emplo3^ee.  .Similarly,  ex- 
penses which  are  incurred  by  an  individual  for  recreation  and  which 
are  not  connected  with  a  trade  or  business  or  the  production  of  income, 
such  as  taking  courses  in  connection  with  a  hobby,  are  personal  ex- 
penses of  the  individual  and  are  not  deductible.  Thus,  unless  the  educa- 
tional expenses  are  deductible  to  the  individual  under  the  above  rules, 
an  employee  ordinarily  will  have  income  which  is  not  offset  by  deduc- 
tions in  the  following  situations : 

(1)  the  employee  is  reimbursed  for  educational  expenses  by  the 
employer; 

(2)  the  employee's  educational  expenses  are  paid  directly  by 
the  employer;  or 


^To  some  extent,  qualifications  differ  for  individuals  who  are  candidates  for 
degrees  and  individuals  who  are  not  degree  candidates.  A  degree  candidate 
cannot  exclude  any  amount  to  the  extent  it  represents  compensation  for  teaching, 
research,  or  other  part-time  services  which  the  individual  is  required  to  render 
in  order  to  obtain  the  grant  unless  such  services  are  required  of  all  candidates 
for  a  particular  degree  as  a  condition  for  receiving  the  dej?ree. 

In  the  case  of  a  non-degree  candidate,  the  exclusion  is  available  only  for  up 
to  $300  per  month  for  no  more  than  36  months  and  then  only  if  the  grantor  of 
the  scholarship  is  a  qualified  governmental  unit,  charity,  or  international 
organization. 

'  Bingler  v.  Johnson,  394  U.S.  741  ( 1969) . 
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(3)  the  employer  furnishes  educational  services  directly  to  the 
employee. 

An  employer  ordinarily  can  deduct  amounts  paid  or  incurred  to 
provide  educational  assistance  to  employees  because  such  amounts 
are  treated  as  compensation  under  section  61.^  However,  such  amounts 
may  be  nondeductible  in  some  cases,  for  example,  either  as  excessive 
compensation  or  as  dividends,  if  the  benefitted  employees  are  share- 
holders. 

Generally,  unless  specifically  excluded  by  statute,  all  remuneration 
paid  to  employees,  regardless  of  the  form  in  which  paid,  constitutes 
wages  subject  to  withholding  of  income  and  employment  taxes.  Remu- 
neration is  not  necessarily  excluded  from  the  definition  of  employ- 
ment tax  wages  for  purposes  of  employment  taxes  and  income  tax  with- 
holding simply  because  it  is  excludible  from  gross  income  under  some 
other  section  of  the  Code.  However,  Treasury  regulations  provide  that 
certain  advances  and  reimbursements  paid  to  employees  for  ordinary 
and  necessary  business  expenses  are  excluded  from  the  definition  of 
wages  for  withholding  and  employment  tax  purposes.  Pursuant  to 
these  regulations,  the  Internal  Revenue  Service  has  ruled  that  educa- 
tional expenses  paid  on  behalf  of,  or  reimbursed  to,  an  employee  for 
courses  which  maintain  or  improve  skills  required  in  employment,  or 
meet  express  requirements  of  an  employer  as  a  condition  to  retaining 
employment,  that  is,  job-related  educational  expenses,  are  excludable 
from  the  wages  of  the  employee  for  purposes  of  employment  taxes 
and  income  tax  withholding.  If  the  courses  do  not  satisfy  these 
tests,  their  cost  is  considered  a  personal  expense  of  the  employee 
and  the  advance  or  reimbursement  is  includible  in  wages  and  subject 
to  employment  taxes  and  withholding.* 

Reasons  for  change 

The  committee  believes  that  the  treatment  of  employer-provided 
educational  assistance  under  present  law  occasionally  gives  rise  to 
inequitable  administration,  adds  to  the  complexity  of  the  tax  system, 
and  can  act  as  a  disincentive  to  continuing  education,  particularly 
among  those  at  the  lower  end  of  the  economic  scale. 

Because  ambiguities  exist  in  the  "improve  or  maintain  skills"  test 
imposed  under  present  law,  the  taxability  of  educational  assistance 
programs  of  particular  employers  necessarily  depends  on  IRS  agents' 
case-by-case  analyses  of  the  skills  needed  for  the  jobs  held  by  each 
employee  participating  in  such  programs. 

The  "job-related"  distinction  is  often  both  ambiguous  and  restric- 
tive. For  example,  if  a  person  with  little  or  no  work  experience  is 
employed  in  an  entry-level  position  and  receives  training  from  his 
employer  to  advance  to  a  job  requiring  some  greater  skills  or  experi- 


*  In  situations  where  an  employer  acquiTes  items  with  a  useful  life  in  excess  of 
one  year  and  uses  them  for  the  direct  furnishing  of  educational  assistance  to 
employees,  the  cost  would  have  to  be  recovered  through  deductions  for  deprecia- 
tion over  the  useful  lives  of  such  items.  In  other  situations,  the  deductions 
would  normally  be  allowed  when  the  amount  is  paid  or  incurred  (depending  on 
the  employer's  method  of  accounting). 

*See  Treas.  Reg.  §§  31.3121(a)-l (h),  31.3306(b)-l(h),  and  31.3401  (a)-! (b) 
(2)  ;  Rev.  Ruls.  78-184,  1978-20  I.R.B.  19;  7&-62,  1976-1  C.B.  12;  76-71,  1976-1 
C.B.  308 ;  and  76-352,  1976-2  C.B.  37. 
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ence,  the  value  of  the  training  may  be  taxable.  This  may  discourage 
self-improvement.  If  a  typist,  for  example,  receives  training  to  be  a 
secretary,  or  if  a  secretary  receives  training  in  a  paralegal  program, 
it  might  be  considered  not  job-related.  Also,  if  a  clerical  employee 
receives  computer  training,  it  may  be  treated  as  not  job-related,  even 
though  the  employee's  job  may  require  computer  skills  in  the  future 
because  of  normal  advances  in  business  technology. 

However,  the  higher  the  level  of  job  held  by  an  employee,  the  greater 
the  variety  courses  or  training  likely  to  qualify  as  related  to  the 
employee's  job.  The  committee  believes  that  the  unfairness  of  this 
anomalous  result  should  be  eliminated. 

The  committee  also  intends  to  reduce  to  the  complexity  of  present 
law  in  this  area.  Not  only  must  the  Internal  Revenue  Service  use 
valuable  personnel  time  in  making  determinations  of  taxability,  but 
employees  and  employers  also  must  justify  their  positions.  The  em- 
ployer also  must  determine  whether  income  tax  withholding  and 
employment  taxes  apply  to  reimbursement. 

More  serious  even  than  the  potential  inequities  of  administration 
and  the  complexities  of  the  tax  law  is  the  disincentive  to  upward 
mobility.  Although  most  citizens  recognize  the  need  to  provide  greater 
access  to  educational  and  economic  opportunity  to  those  who  have  had 
limited  access  in  the  past,  the  tax  Uiw  presently  requires  out-of-pocket 
tax  payments  for  employer-provided  educational  assistance  from  those 
least  able  to  pay,  even  though  they  receive  only  services,  not  an  in- 
creased paycheck. 

Therefore,  the  committee  provides  an  exclusion  for  employer-pro- 
vided educational  assistance.  To  avoid  abuse  of  this  expanded  tax-free 
treatment  of  educational  assistance,  the  bill  limits  the  exclusion  to 
benefits  provided  to  employees  and  provides  antidiscrimination  rules. 

Explanation  of  provision 

General 

The  provision  excludes  from  an  employee's  gross  income  amounts 
paid  for  expenses  incurred  by  the  employer  for  educational  assistance 
to  the  employee  if  such  amounts  are  paid  or  such  expenses  are  incurred 
pursuant  to  a  program  which  meets  certain  requirements.  In  the  case 
of  education  paid  for,  or  furnished  by,  an  individual's  employer  under 
such  a  program,  the  provision  eliminates  the  need  to  distinguish  job- 
related  educational  expenses  from  personal  educational  expenses  for 
income  tax  purposes.^ 

Excludihle  benefits 

The  educational  benefits  which  may  be  excluded  from  income  are 
those  furnished  by  an  employer  only  to  employees.  The  types 
of  educational  assistance  which  may  be  furnished  are  not  restricted. 
The  employer  may  provide  educational  assistance  to  the  employee 
directly  or  the  employer  may  reimburse  the  employee  for  the  latter's 
expenses.  Under  the  bill,  an  employee  can  exclude  from  income  tuition, 
fees,  and  similar  payments,  as  well  as  the  cost  of  books,  supplies,  and 
equipment  paid  for,  or  provided  by,  his  employer;  however,  the  em- 


°  However,  such  a  distinction  still  would  have  to  be  made  in  situations  where  the 
education  is  not  excluded  under  this  provision. 
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ployee  cannot  exclude  tools  or  supplies  which  the  employer  provides 
and  which  the  employee  may  retain  after  completion  of  the  course  of 
instruction.  Meals,  lodging,  or  transportation  also  may  not  be  excluded 
under  this  section.  There  is  no  restriction  as  to  who  may  furnish  the 
educational  assistance.  Such  assistance  may  be  furnished  by  an  educa- 
tional institution  or  any  other  party.  Also,  the  employer,  alone  or  in 
conjunction  with  other  employers,  may  furnish  the  education  directly 
to  the  employees.  The  education  which  may  be  furnished  is  not  limited 
to  job-related  courses  nor  to  courses  which  are  part  of  a  degree  pro- 
gram. However,  the  exclusion  does  not  apply  to  educational  assistance 
furnished  for  courses  involving  sports,  games,  or  hobbies,  except  where 
the  education  provided  involves  the  business  of  the  employer. 

For  a  program  to  qualify  under  this  provision,  the  employees  must 
not  be  able  to  choose  taxable  benefits  in  lieu  of  the  educational 
benefits. 

A  taxpayer  may  not  claim  any  deducation,  for  example,  a  business 
expense  deduction,  nor  mav  he  claim  any  credit  with  respect  to  any 
amount  which  is  excluded  from  his  income  under  this  provision.  Thus, 
no  double  tax  benefit  can  be  obtained. 

An  employer  educational  assistance  program  is  not  required  to  be 
fimded  nor  to  be  approved  in  advance  by  the  Internal  Revenue 
Service. 

Nondismmination  requirements 

In  order  to  be  a  qualified  program,  an  educational  assistance  pro- 
gram also  must  meet  requirements  with  respect  to  nondiscrimination 
in  contributions  or  benefits  and  in  eligibility  for  enrollment.  The  bill 
requires  that  a  program  must  benefit  employees  who  qualify  under  a 
classification  set  up  by  the  employer  and  found  by  the  Secretary  not  to 
be  discriminatory  in  favor  of  employees  who  are  officers,  shareholders, 
self-employed  individuals,  highly  compensated,  or  their  dependents.' 
The  program  must  be  available  to  a  broad  class  of  employees  rather 
than  to  a  particular  individual.  However,  employees  may  be  excluded 
from  a  program  if  they  are  members  of  a  collective  bar/oraining  unit 
and  there  is  evidence  that  educational  assistance  benefits  were  the 
subject  of  good  faith  bargaining  between  the  unit  and  the  employer 
or  employers  offering  the  program. 

The  bill  specifically  provides  that  a  program  shall  not  be  considered 
discriminatory  merely  because  it  is  utilized  to  a  greater  degree  by  one 
class  of  employees  than  by  another  class  or  because  successful  com- 
pletion of  a  course,  or  attaining  a  particular  course  grade,  is  required 
for,  or  considered  in,  determining  the  availability  of  benefits. 

Reasonable  notification  of  the  availability  and  terms  of  the  pro- 
gram must  be  provided  to  eligible  employees. 

Operation 

Under  the  bill,  the  exclusion  does  not  apply  if  the  program  discrim- 
inates in  favor  of  certain  employees.  A  program  is  discriminatory  if 
more  than  5  percent  of  the  benefits  can  be  paid  to  shareholders,  officers, 
highly  compensated  employees,  self-employed  individuals,  or  depend- 
ents of  any  of  these  groups. 
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Special  rules 

An  individual  who  qualifies  as  an  employee  within  the  definition  in 
section  401(c)  (1)  of  the  Code  is  also  an  employee  for  purposes  of 
these  provisions.  Thus,  in  general,  the  term  "self-employed  individ- 
ual" means,  and  the  term  "employee"  includes,  individuals  who 
have  earned  income  for  a  taxable  year,  as  well  as  individuals  who 
would  have  earned  income  except  that  their  trades  or  businesses  did 
not  have  net  profits  for  a  taxable  year. 

An  individual  who  owns  the  entire  interest  in  an  unincorporated 
trade  or  business  is  treated  as  his  own  employer.  A  partnership  is 
considered  the  employer  of  each  partner  who  is  also  an  employee  of  the 
partnership. 

For  determining  stock  ownership  in  corporations,  the  bill  adopts 
the  attribution  rules  provided  under  subsections  (d)  and  (e)  of  sec- 
tion 1563  (without  regard  to  sec.  1563(e)  (3)  (C) ).  The  Treasury  De- 
partment is  to  issue  regulations  for  determining  ownership  interests 
in  unincorporated  trades  or  businesses,  such  as  partnerships  or  pro- 
prietorships, following  the  principles  governing  the  attribution  of 
stock  ownership. 

The  bill  also  provides  that  amounts  excluded  from  income  as  educa- 
tional assistance  are  not  to  be  treated  as  wages  subject  to  withholding 
of  income  nor  as  wages  subject  to  employment  taxes. 

There  is  no  comparable  provision  in  the  House  bill. 

Effective  date 

The  bill  applies  to  taxable  years  beginning  after  December  31,  19T8. 
Revenue  effect 

It  is  estimated  that  this  provision  will  reduce  calendar  year  liabili- 
ties by  $23  million  in  1979,  $29  million  in  1980,  and  $40  million  in  1983. 
Budget  receipts  will  be  reduced  by  $18  million  in  fiscal  year  1979,  $28 
million  in  fiscal  year  1980,  and  $39  million  in  fiscal  year  1983. 

4.  Tax  counseling  for  tlie  elderly  (Sec.  164  of  the  bill) 
Present  law 

Present  law^  provides  a  number  of  specific  tax  benefits  for  elderly  or 
retired  individuals;  however,  it  contains  no  provision  dealing  with 
tax  counseling:  for  the  elderly.  The  Internal  Revenue  Service  has, 
however,  established  a  Volunteer  Income  Tax  Assistance  (VITA) 
program  which  provides  individual  taxpayer  assistance  through  the 
use  of  Internal  Revenue  Service-trained  volunteers. 

Reasons  for  change 

Preparation  of  a  tax  return  is  frequently  a  difficult  task  for  the  el- 
derly. Upon  reaching  retirement  age,  taxpayers  are  often  confronted 
with  new  provisions  and  complex  forms.  They  often  must  complete 
a  tax  credit  for  the  elderly  schedule  or  a  retirement  income  credit 
schedule,  determine  the  taxable  portion  of  retirement  annuities, 
or  compute  the  taxable  gain  when  they  sell  their  residences.  For  an 
untrained  elderly  individual,  who  has  perhaps  had  no  experience  with 
the  preparation  of  tax  returns  other  than  the  short  form  1040A,  this 
change  in  circumstances  may  result  in  overpayment  of  tax.  Alterna- 
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computed  as  follows:  (1)  Assuming  the  CPI  increased  at  a  7-percent 
rate  in  1979  and  1980,  the  specified  amount  of  $510  billion  would  be 
increased  by  14.49  percent  to  $584  billion.  (2)  The  excess  of  $600  billion 
over  $584  billion  is  $16  billion.  (3)  Assume,  for  illustration,  that  calen- 
dar year  1981  corporate  and  individiual  income  tax  liability  were  to  be 
estimated  by  the  Secretary  at  $280  billion.  (4)  The  surcharge  would  be 
obtained  by  dividing  $16  billion  by  $280  billion,  which  yields  5.7  per- 
cent which  would  be  rounded  up  to  6  percent. 

In  order  to  deal  with  situations  where  outlays  are  different  from 
those  agreed  to  in  the  second  budget  resolution  the  secretary  is  given 
the  autliority  to  adjust  the  percentage  whenever  necessary,  but  not 
more  than  twice  during  any  12-month  period,  to  compensate  for  errors 
of  estimate  or  significant  changes  in  Federal  outlays  or  revenues  not 
taken  into  account  when  the  percentage  was  determined  or  previously 
adjusted. 

The  surtax  is  to  apply  to  tax  before  credits  rather  than  after  credits. 
The  surtax  does  not  apply  to  certain  taxes,  including  the  minimum 
tax. 

The  surtax  is  to  be  suspended  for  any  calendar  year  in  which  the 
unemployment  rate  (as  determined  by  the  Bureau  of  Labor  Statistics) 
exceeds  7  percent  for  3  months  in  a  row  or  for  any  period  during 
which  a  declaration  of  war  is  in  effect. 

The  Secretary  of  the  Treasury  is  directed  to  note  on  the  Federal 
tax  forms  that  this  surtax  is  a  result  of  growth  in  Federal  spending  in 
excess  of  2  percent  per  year. 

Effective  date 

This  provision  is  to  be  effective  upon  enactment,  but  the  surtax 
could  not  apply  until  calendar  year  1980. 

Revenue  effect 

This  provision  is  not  expected  to  yield  any  revenue  because  it  is 
assumed  that  it  would  be  a  sufficiently  effective  deterrent  to  Federal 
spending  increases  that  Congress  would  not  trigger  the  tax. 

0.  Provisions  Related  to  Social  Security  Act  Programs 
1.  Fiscal  relief  for  State  and  local  welfare  costs 

(SECTION   601   OF  THE  BILL) 

Present  law 

Increased  welfare  costs  have  imposed  a  difficult  fiscal  burden  on 
States  and  localities  in  recent  years.  This  has  been  particularly  true  in 
those  areas  that  have  tried  to  maintain  adequate  levels  of  benefits 
through  their  various  social  welfare  programs,  including  aid  to  farni- 
lies  with  dependent  children,  supplemental  security  income,  medicaid, 
social  services  and  general  assistance.  Nationwide,  there  has  been 
nearly  a  50  percent  increase  in  State  and  local  expenditures  for  these 
programs  in  the  last  5  years. 
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State  and  local  expenditures  for  the  AFDC  program  alone  have 
increased  from  $3.4  billion  in  1973  to  an  estimated  $5.5  billion  in 
1978.  In  1967,  States  and  localities  bore  42  percent  of  the  cost  of  the 
AFDC  program.  Currently  they  are  bearing  46  percent  of  the  cost. 

Each  State's  share  of  AFDC  cash  maintenance  payments  is  deter- 
mined by  a  formula  which  provides  Federal  matching  of  State  pay- 
ments at  a  rate  of  50  to  83  percent,  depending  upon  the  State's  per 
capita  income.  The  following  table  shows  the  distribution  of  expendi- 
tures for  AFDC  payments  for  each  State  for  1976.  Preliminary  expend- 
iture data  provided  by  the  Department  of  Health,  Education,  and 
Welfare  indicate  that,  although  overall  expenditures  for  AFDC  will 
show  an  increase  for  1977,  the  proportions  borne  by  States  and  locali- 
ties will  not  be  substantially  different  from  1976. 
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The  need  to  provide  some  relief  for  welfare  costs  now  being  borne 
at  the  State  and  local  levels  was  recognized  earlier  by  the  95th  Con- 
gress when  it  approved  $187  million  in  fiscal  relief  payments  to  States 
under  the  AFDC  program  for  fiscal  year  1978.  This  amount,  which 
was  agreed  to  by  a  House-Senate  Conference  as  part  of  the  Social 
Security  Amendments  of  1977  (P.L.  95-216)  was  half  of  the  amount 
approved  earlier  by  the  Senate  in  its  version  of  the  1977  Social  Se- 
curity Act  amendments.  The  conferees  agreed  that  the  second  half  of 
the  1978  Senate  fiscal  relief  amount  would  be  considered  as  part  of 
H.R.  7200,  the  Public  Assistance  Amendments  of  1977.  However,  that 
bill  has  not  yet  been  considered  by  the  full  Senate. 

H.R.  7200,  as  reported  by  the  Finance  Committee,  also  included 
provision  for  up  to  $500  million  in  fiscal  relief  for  States  and  localities 
for  fiscal  year  1979. 

Committee  provision 

The  committee  believes  that,  although  it  may  not  be  possible  to  act 
on  all  the  provisions  of  H.R.  7200  this  year  because  of  insufficient  time 
to  consider  its  many  important  provisions,  the  issue  of  fiscal  relief 
is  an  urgent  one  which  should  not  be  delayed  until  the  next  Congress. 
Thus  the  committee  bill  includes  a  provision  for  welfare  fiscal  relief 
for  1979  which  is  essentially  the  same  as  the  provision  which  it  ap- 
proved last  year  as  part  of  H.R.  7200. 

The  committee  bill  would  make  available  an  estimated  $400  million 
in  additional  Federal  funding  for  AFDC  costs  for  1979.  This  one-time 
provision  would  be  payable  as  soon  as  possible  after  March  31,  1979. 
The  payment  would  be  based  on  an  allocation  of  $500  million  on  the 
basis  of  a  two-part  formula.  Half  of  the  fiscal  relief  funds  would  be 
allocated  to  each  State  in  proportion  to  its  share  of  total  expenditures 
under  the  program  of  aid  to  families  with  dependent  children  for 
December,  1976,  and  half  would  be  allocated  under  the  general  revenue 
sharing  formula. 

To  receive  its  full  share  of  the  payment,  however,  each  State  would 
have  to  demonstrate  that  it  had  reduced  its  payment  error  rate  in  the 
AFDC  program  to  4  percent  or  less  as  of  the  October,  1978-March, 
1979  quality  control  sampling  period.  For  purposes  of  this  provision, 
the  payment  error  rate  would  be  calculated  by  considering  excess  pay- 
ments made  to  recipients,  that  is,  payments  to  ineligible  individuals 
and  overpayments  to  eligible  persons.  States  which  had  not  reached 
a  4-percent-or-less  payment  error  rate  by  that  period  could  still  receive 
some  payment  depending  on  the  degree  of  their  progress  toward  that 
rate  since  a  base  period.  At  State  option,  the  base  period  could  be  either 
the  July-December,  1974  or  January- June,  1975  quality  control 
sampling  period.  If,  for  example,  a  State  had  a  10-percent  error  rate  in 
the  base  period  and  had  reduced  that  error  rate  to  8  percent  as  of 
October,  1978 — March,  1979,  the  State  would  receive  a  payment  equal 
to  one-half  of  its  full  fiscal  relief  allocation  since  it  had  progressed  one- 
half  of  the  way  toward  the  4-percent  goal.  In  any  case,  a  State  would 
receive  at  least  90  percent  of  its  full  allocation  if  its  AFDC  error  rate 
for  October,  1978 — March,  1979  is  5  percent  or  less.  A  State  would 
receive  at  least  75  percent  of  its  full  allocation  if  its  error  rate  in  that 
period  is  6  percent  or  less. 


227 


The  committee  has  long  been  concerned  about  weaknesses  in  admin- 
istration of  the  AFDC  program  and  about  the  very  high  error  rates 
that  have  characterized  AFDC  payments  in  recent  years.  The  com- 
mittee recognizes  that  both  the  Administration  and  the  States  have 


determination  process,  and  that  significant  progress  has  been  made  in 
reducing  errors  under  the  AFDC  program.  The  provision  for  relating 
State  fiscal  relief  payments  to  improvements  in  quality  control  error 
rates  is  included  as  a  way  of  rewarding  those  States  that  have  already 
successfully  reduced  their  error  rates  to  low  levels,  and  as  an  incentive 
to  other  States  to  make  needed  improvements.  The  provision  em- 
phasizes the  committee's  belief  that  improved  AFDC  administration 
should  be  a  major  concern  of  the  Department  of  HEW,  in  order  to 
assure  that  those  persons  who  are  most  in  need  of  help  are  indeed  the 
persons  who  receive  it. 

In  most  States  the  cost  of  the  non-Federal  share  of  AFDC  is 
borne  entirely  by  the  State.  However,  a  number  of  States  require 
substantial  contribution  by  localities  to  the  cost  of  the  program. 
States  reporting  local  contributions  ranging  from  1  to  27  percent  of  the 
cost  of  AFDC  maintenance  payments  in  fiscal  year  1976  include: 
California,  Colorado,  Indiana,  Maryland,  Minnesota,  Montana,  New 
Jersey,  New  York,  North  Carolina,  North  Dakota,  Virginia,  and 
Wyoming.  Localities  in  these  States  can  expect  to  benefit  from  the 
provision  in  the  committee  bill  which  requires  the  States  to  pass  the 
fiscal  relief  through  to  localities  in  any  case  where  local  governments 
pay  part  of  the  program's  costs.  However,  States  would  not  be  required 
to  pass  through  an  amount  in  excess  of  90  percent  of  the  AFDC  costs 
for  which  the  local  government  was  otherwise  responsible.  (It  is 
intended  that  this  amount  paid  to  localities  would  be  allocated  among 
the  various  local  jurisdictions  in  the  State  in  proportion  to  each 
locality's  share  of  AFDC  costs.) 

Although  the  fiscal  relief  provisions  of  the  committee  bill  would  be 
computed  under  a  formula  related  in  part  to  the  AFDC  program  and 
would  be  provided  to  the  States  in  the  form  of  increased  funding  for 
that  program,  the  committee  wishes  to  make  clear  that  it  views 
these  provisions  as  an  attempt  to  provide  some  relief  for  the  overall 
welfare  burden  faced  by  the  States.  That  burden  falls  not  only  on 
the  AFDC  program  but  also  in  the  areas  of  aid  to  the  aged,  blind, 
and  disabled  in  States  which  supplement  the  SSI  program,  in  medicaid 
and  general  assistance,  and  in  programs  of  social  and  child  welfare 
services. 

Table  P-2  shows  how  the  fiscal  relief  payment  imder  the  bill  would 
be  distributed  among  the  States. 
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2.  Increase  in  Title  XX  Social  Services  ceiling 

(SECTION  602  OF  THE  BILL) 

Present  law 

In  addition  to  providing  Federal  funding  for  cash  public  assistance 
to  certain  categories  of  needy  individuals,  the  welfare  titles  of  the 
Social  Security  Act  have  provided  funding  for  a  variety  of  social 
services  programs.  Originally,  the  costs  of  social  services  were  con- 
sidered a  part  of  the  administrative  costs  of  operating  cash  public 
assistance  programs,  but  subsequent  amendments  provided  separate 
recognition  of  social  services  programs,  expanded  their  availability  to 
persons  not  receiving  cash  assistance,  permitted  funding  of  services 
provided  by  other  than  the  welfare  agency  itself  (including  services 
by  non-public  agencies) ,  and  increased  the  Federal  rate  of  matching  to 
75  percent  (90  percent  in  the  case  of  family  planning  services). 

Prior  to  fiscal  year  1973,  Federal  matching  for  social  services,  like 
Federal  matching  for  welfare  payments,  was  mandatory  and.  open- 
ended.  Every  dollar  a  State  spent  for  social  services  was  matched  by 
three  Federal  dollars.  In  1971  and  1972  particularly,  States  made  use 
of  these  provisions  to  increase  at  a  rapid  rate  the  amount  of  Federal 
money  going  into  social  services  programs. 

In  1972,  the  Congress  established  a  $2.5  billion  annual  ceiling  on  the 
amount  of  Federal  funding  for  social  services  programs  effective  for 
fiscal  year  1973  and  subsequent  fiscal  years.  Under  this  overall  na- 
tional ceiling,  each  State  has  a  ceiling  established  which  is  based  on  its 
population  relative  to  the  population  of  the  entire  Nation. 

In  1974,  Congress  substantially  revised  the  statutes  governing  the 
social  services  programs.  The  1974  legislation  transferred  the  provi- 
sions governing  social  services  programs  from  the  cash  public  assistance 
titles  of  the  Social  Security  Act  to  a  new  separate  services  title  (title 
XX).  The  Federal  matching  percentage  for  services  remained  at  75 
percent  under  the  new  title  XX  program  and  the  overall  ceiling  of 
$2.5  billion  allocated  among  the  States  on  a  population  basis  was  not 
changed. 

The  amount  of  the  general  title  XX  spending  ceiling  has  not  been 
increased  since  1972.  The  only  additional  funding  which  has  been 
available  to  the  States  for  social  services  has  been  earmarked  for  child 
care  services.  The  94th  and  95th  Congresses  authorized  $200  million 
for  child  care  for  each  of  fiscal  years  1977  and  1978. 

Since  the  enactment  of  the  Social  Services  Amendments  in  1974, 
many  States  have  undertaken  to  revise  and  strengthen  their  social 
services  programs.  Efforts  have  been  made  to  expand  the  variety  of 
services  offered  and  to  expand  eligibility  to  a  broader  segment  of  the 
population.  The  result  has  been  that  although  only  17  States  were 
spending  all  or  nearly  all  of  their  full  allocation  under  title  XX  in 
1975,  41  States  are  at  or  near  their  spending  ceiling  at  the  present 
time.  The  following  table  shows  the  number  of  States  using  less  than 
their  full  allocation  under  title  XX. 
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TABLE  P-3.-NUMBER  OF  STATES  USING  LESS  THAN  FULL 
AVAILABLE  TITLE  XX  FUNDING  UNDER  $2.5  BILLION  CEILING, 
1975-79 

[Number  of  States] 


98  to  100     90  to  98     80  to  90    Less  than 
percent  of   percent  of   percent  of  80  percent        Federal  cost 


Fiscal  year  ceiling        ceiling        ceiling     of  ceiling  (000) 


1975   12  5  5  29  $1,962,581 

1976   18  7  9  17  2,130,380 

1977  *   19  14  9  9  2,259,726 

1978^   35  6  6  4  2,382,604 

1979^   48  1  1  1  2,450,000 


*  Estimated. 

Source:  Fiscal  1979  budget  estimates,  Department  of  Health,  Education,  and 
Welfare. 

The  law  allows  each  State  to  decide  the  kinds  of  services  it  wishes 
to  provide.  It  is  estimated  that  child  care  services  will  consume  about 
22  percent  of  Federal  title  XX  fimds  in  1979.  Other  major  services 
provided  are  homemaker/chore  services  and  services  involving  educa- 
tion, training  and  employment.  Although  States  vary  widely  in  the 
way  they  spend  their  social  services  funds,  the  following  table  shows 
how  funds  are  expected  to  be  spent  in  1979  for  the  Nation  as  a  whole. 

TABLE  P-4.— TITLE  XX  SERVICES:  ESTIMATED  DISTRIBUTION  OF  FEDERAL 
FUNDING  BY  TYPE  OF  SERVICES  AND  NUMBER  OF  RECIPIENTS,  FISCAL  1979 

[In  thousands] 


Federal  funding 

Number  of  

Type  of  service  recipients  Amount  Percent 


Total  

(0 

$2,650,000 

100.0 

Child  day  care  

649 

580,350 

21.9 

Homemaker/chore  

411 

302,100 

11.4 

Education,  training  and  employ- 

272,950 

10.3 

ment  

511 

Protective  services  

723 

262,350 

9.9 

Child  foster  care  

327 

222,600 

8.4 

Counseling  

642 

185,500 

7.0 

Health-related  services  

804 

127,200 

4.8 

Residential  care  

123 

95,400 

3.6 

Family  planning  

312 

63,600 

2.4 

Other  

e) 

537,950 

20.3 

»  Number  of  recipients  is  not  additive  as  recipients  may  receive  more  than  1  type 
of  service. 
*  Not  estimated. 

Source:  Fiscal  1979  budget  estimates,  Department  of  Health,  Education,  and 
Welfare. 
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Committee  provision 

The  committee  believes  that  in  order  to  assure  that  States  can  con- 
tinue to  offer  their  current  level  of  services  in  this  period  of  high 
inflation,  the  overall  ceiling  on  spending  for  title  XX  should  be  ad- 
justed to  take  into  account  the  increase  in  the  cost  of  living  that  has 
taken  place  in  the  last  year.  Based  on  the  $2.7  billion  amount  avail- 
able to  the  States  for  fiscal  year  1978,  this  adjustment  requires  an 
increase  of  approximately  $200  million.  The  committee  bill  therefore 
provides  an  overall  ceiling  for  1979  of  $2.9  billion.  As  under  the 
temporary  provisions  of  Public  Law  94^-401,  however,  $200  million 
will  be  earmarked  for  child  care  services  and  will  be  allocated  to  the 
States  on  the  basis  of  State  population,  using  the  regular  title  XX 
distribution  formula.  These  funds  will  be  available  to  the  States  for 
child  care  on  a  100  percent  Federal  funding  basis.  The  current  Fed- 
eral matching  rate  of  75  percent  (90  percent  for  family  planning)  will 
continue  for  the  other  $2.7  billion  of  title  XX  funds. 

The  following  table  shows  how  the  funds  made  available  under  the 
committee's  bill  would  be  allocated. 

TABLE  P-5.-ALL0CATI0N  OF  1979  TITLE  XX  FUNDS  UNDER 
THE  COMMITTEE  BILL 


Amount  of  alio- 
Allocation  of    cation  earnnarked 
State  $2.9  billion  for  child  care 


Alabama   49,524,000  3,415,000 

Alaska   5,162,000  356,000 

Arizona   30,674,000  2,115,000 

Arkansas   28,498,000  1,965,000 

California   290,790,000  20,054,000 

Colorado   34,903,000  2,407,000 

Connecticut   42,119,000  2,905,000 

Delaware   7,864,000  542,000 

District  of  Columbia   9,486,000  654,000 

Florida   113,789,000  7,848,000 

Georgia   67,158,000  4,632,000 

Hawaii   11,986,000  827,000 

Idaho   11,229,000  774,000 

Illinois   151,733,000  10,464,000 

Indiana   71,644,000  4,941,000 

Iowa   38,781,000  2,675,000 

Kansas   31,214,000  2,153,000 

Kentucky   46,321,000  3,195,000 

Louisiana   51,902,000  3,579,000 

Maine   14,458,000  997,000 
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TABLE  P-5.-ALL0CATI0N  OF  1979  TITLE  XX  FUNDS  UinDER 
THE  COMMITTEE  BILL-Continued 


Amount  of  allo- 
Allocation  of    cation  earmarked 
State  $2.9  billion         for  child  care 


Maryland   55,996,000  3,862,000 

Massachusetts   78,494,000  5,413,000 

Michigan   123,018,000  8,484,000 

Minnesota   53,577,000  3,695,000 

Mississippi   31,809,000  2,194,000 

Missouri   64,563,000  4,453,000 

Montana   10,175,000  702,000 

Nebraska   20,985,000  1,447,000 

Nevada   8,243,000  569,000 

New  Hampshire   11,107,000  766,000 

New  Jersey   99,128,000  6,836,000 

New  Mexico   15,783,000  1,089,000 

New  York   244,361,000  16,852,000 

North  Carolina   73,900,000  5,097,000 

North  Dakota   8,689,000  599,000 

Ohio   143,869,000  9,922,000 

Oklahoma   37,376,000  2,578,000 

Oregon   31,471,000  2,170,000 

Pennsylvania   160,286,000  11,054,000 

Rhode  Island   12,526,000  864,000 

South  Carolina   38,484,000  2,654,000 

South  Dakota     9,270,000  639,000 

Tennessee   56,942,000  3,927,000 

Texas     168,731,000  11,637,000 

Utah   16,593,000  1,144,000 

Vermont...   6,432,000  444,000 

Virginia   67,995,000  4,689,000 

Washington   48,807,000  3,366,000 

West  Virginia   24,606,000  1,697,000 

Wisconsin   62,279,000  4,295,000 

Wyoming   5,270,000  364,000 


Source:  Department  of  Health,  Education,  and  Welfare. 

The  committee  bill  would  also  provide  States  with  additional  flexi- 
bility in  planning  their  social  services  programs.  Present  law  requires 
that  States  develop  annual  plans  describing  how  funds  are  to  be  used 
and  who  will  be  eligible  for  services.  The  planning  process  required  in 
law  provides  for  publication  by  the  State  of  a  proposed  plan  and  for  a 
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f)eriod  during  which  public  comment  must  be  accepted.  Federal  rel- 
ations place  additional  requirements  on  the  States  for  consultation 
with  various  parties  involved  in  social  services  programs  either  as 
providers  or  as  consumers. 

After  several  years  experience  with  the  annual  planning  process,  a 
number  of  States  have  concluded  that  their  planning  could  best  be 
done  on  a  multi-year  basis.  In  its  proposed  social  services  amendments 
this  vear  the  Administration  reconmiended  that  States  be  allowed  to 
develop  plans  for  up  to  3  years.  The  committee  agrees  that  it  is 
desirable  to  allow  States  to  develop  plans  over  a  longer  period  of  time, 
according  to  their  needs,  and  therefore  has  provided  that  States  may 
use  a  1,  2,  or  3-year  planning  process.  As  under  present  law.  State 
plans  could  be  amended  at  any  time. 

In  addition,  the  committee  has  been  informed  that  some  States  are 
hindered  in  coordinating  their  social  services  progiams  by  the  require- 
ment in  present  law  that  they  use  either  the  Federal  or  State  fiscal 
year  for  their  title  XX  services'  program  year.  The  committee  bill 
would  give  these  States  added  flexibility  by  allowing  them  also  the 
choice  of  using  the  county  fiscal  year.  Within  any  one  State,  however, 
the  planning  period  would  have  to  be  a  single  period  of  either  12,  24, 
or  36  months. 

3.  Management  Information  System 

(SECTION  603  OF  THE  BILL) 

Present  law 

There  is  increasing  evidence  that  administration  of  the  AFDC  pro- 
gram could  be  significantly  improved  if  States  establish  and  use  com- 

uterized  information  systems  in  the  management  of  their  programs. 

uch  systems  have  been  demonstrated  to  be  helpful  in  program  plan- 
ning and  evaluation.  They  also  make  day-to-day  operations  more  effi- 
cient, and  they  are  crucial  to  assuring  that  eligibility  determinations 
are  properly  made  and  that  fraud  and  abuse  are  discovered  on  a  timely 
and  ongoing  basis.  Although  the  merits  of  such  systems  are  generally 
recognized,  the  States  have  been  slow  to  develop  them  because  of  the 
large  initial  outlays  which  are  necessary,  and  because  of  the  ongoing 
cost  of  operating  them.  States  may  currently  receive  Federal  matching 
for  the  systems  as  an  administrative  cost,  but  Federal  matching  is  lim- 
ited to  50  percent.  This  is  in  contrast  to  the  medicaid  program,  in 
which  90  percent  Federal  matching  is  authorized  for  the  cost  of  devel- 
oping and  implementing  computer  systems,  and  75  percent  for  their 
operation. 

Committee  provision 

The  committee  is  convinced  that  the  administration  of  State  AFDC 
programs  could  be  greatly  improved  through  judicious  use  of  modern 
computerized  management  information  systems.  Kecipients  could  be 
expected  to  benefit  from  more  expeditious  handling  of  their  cases  and 
decreases  in  processing  time ;  local,  State,  and  Federal  Governments — 
and  the  taxpayer — could  be  expected  to  benefit  from  a  decrease  in  costs 
because  of  a  reduction  in  errors  and  use  of  better  planning  and  man- 
agement techniques. 
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carefully  study  this  issue.  The  Congress  should  not  adopt  a  quick  fix- 
up  without  careful  consideration. 

Conclusion 

Finally,  there  are  some  provisions  in  this  bill  which  I  do  not  sup- 
port. Particularly,  I  am  concerned  that  the  Committee  agreed  to  raise 
the  maximum  amount  of  the  earned  income  credit  to  $600  from  $400 
and  to  extend  eligibility  to  $11,000  of  income. 

The  American  taxpayer  needs  and  deserves  a  tax  break.  The  Ameri- 
can economy  needs  tax  reduction  and  iiew  capital  for  business  expan- 
sion. The  Penance  Committee,  to  a  limited  extent,  accomplished  these 
goals. 

Provisions  related  to  Social  Security  Act  Programs 

Section  601  of  the  bill  provides  for  a  one-time  fiscal  relief  payment 
to  the  States  designed  to  help  meet  State  and  local  welfare  costs.  The 
payment  would  be  based  on  improvement  in  State  welfare  error 
rates  through  March  1979.  Since  the  formula  used  would  be  based  on 
quality  control  reports  made  imder  existing  regulations,  the  provision 
would  also  have  no  significant  regulatory  impact. 

Section  602  of  the  bill  modifies  the  title  XX  social  services  program 
primarily  by  providing  an  increased  level  of  Federal  funding.  Also 
included  in  this  section,  however,  are  amendments  to  the  State  plan- 
ning requirements  which  should  give  States  added  flexibility  and  thus 
lessen  somewhat  the  regulatory  impact  of  the  program. 

Sections  603-606  of  the  bill  contain  a  number  of  amendments  de- 
signed to  improve  the  operations  of  the  aid  to  families  with  dependent 
children  (AFDC)  program  and  the  related  child  support  program. 
The  AFDC  program  is  a  State-operated  assistance  program  which 
receives  Federal  matching  funds  through  title  IV  of  the  Social  Secu- 
rity Act.  As  of  March  1978,  10.9  million  individuals  were  recipients 
of  benefits  under  this  program.  The  regulatory  impact  of  the  provi- 
sions in  these  sections  of  the  bill  are  largely  confined  to  these  individ- 
uals and  the  State  and  local  welfare  agencies  which  administer  the 
program  and  their  employees.  In  general  these  sections  provide  addi- 
tional Federal  support  to  the  States  in  the  attempt  to  strengthen  the 
administration  of  these  programs.  The  regulatory  impact  would  be 
minimal  and  would  be  largely  confined  to  the  necessary  assurances  that 
the  added  Federal  aid  was  properlv  utilized. 

Sections  607  and  608  increase  Federal  funding  for  public  assistance 
programs  in  Guam,  the  Virgin  Islands,  and  Puerto  Rico.  Apart  from 
regulations  implementing  the  increased  funding,  no  regulatory  impact 
should  result  from  these  provisions.  Section  609  extends  to  the  North- 
em  Marianas  the  welfare  programs  now  applicable  to  the  other  terri- 
tories. This  would  require  HEW  regulations  to  become  applicable  to 
that  jurisdiction  in  the  same  manner  as  they  are  applicable  to  the  other 
territories. 

B.  Vote  of  the  Committee 

In  compliance  with  section  133  of  the  legislative  Reorganization 
Act  of  1946,  the  following  statement  is  made  relative  to  the  vote  by 
the  committee  on  the  motion  to  report  the  bill.  H.R.  5263,  as  amended 
by  the  committee,  was  ordered  favorably  reported  by  the  following 
rollcall  vote:  In  favor  (15)  :  Messrs.  Long,  Talmadge,  Ribiooff,  Byrd 
(Va.),  Gravel,  Bentsen,  Hathaway,  Matsunaga,  Moynihan,  Curtis, 
Hansen,  Dole,  Pack  wood,  Laxalt,  and  Danforth;  Opposed  (3): 
Nelson,  Haskell  and  Roth. 
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95th  Congress  HOUSE  OF  EEPEESENTATIVES  Report 

2d  Session  No.  95-1800 


Revenue  Act  of  1978 


October  l5  (legislative  day,  October  11+),  1978— Ordered  to 

be  printed 


Mr.  Ullman,  from  the  committee  of  conference, 
submitted  the  following 

CONIERENCE  REPORT 


(To  accompany  H.R.  135ll) 


VIII.  PROVISIONS  RELATING  TO  SOCIAL  SECURITY  ACT 

PROGRAMS 

118.  Title  XX  Social  Services  Programs 

a.  Ceiling  on  Federal  title  XX  funds 

House  hill. — No  provision. 

Senate  amendment. — Under  existing  law  there  is  a  permanent  annual 
ceiling  of  $2.5  billion  on  Federal  matching  funds  for  the  state  Title 
XX  social  services  programs.  Since  October  1,  1976  an  additional 
$200  million  of  Federal  Title  XX  funds  has  been  available  to  states  on 
a  non-matching  basis.  To  qualify  for  their  portion  of  the  $200  million 
states  have  to  spend  for  day  care  under  Title  XX  an  amount  equal  to 
their  additional  allotment  under  the  temporary  $200  million.  Author- 
ity for  this  $200  million  expired  September  30,  1978. 

The  Senate  amendment  increases  the  permanent  ceiling  to  $2.9 
billion  beginning  with  fiscal  year  1979.  $200  million  of  the  Title  XX 
funds  would  be  designated  for  child  care  services  with  no  state  match- 
ing requirement  in  Fiscal  year  1979. 

Conference  agreement. — The  conference  agreement  follows  the  Senate 
amendment  except  that  the  increase  in  the  ceiling  to  $2.9  billion  is 
for  one  year  only  (fiscal  year  1979).  After  1979,  the  ceiling  reverts  to 
$2.5  billion. 

6.  Multiyear  planning  program 

House  bUl. — No  provision. 

Senate  amendment.- — Present  law  requires  states  to  develop  an 
annual  services  ^lan  for  the  title  XX  program  in  the  state.  The  Senate 
amendment  provides  the  option  for  a  state  to  establish  either  a  one, 
two  or  three  year  Title  XX  program  period. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

c.  Program  year  used  by  States 

House  hill. — No  provision. 

Senate  amendment. —  Under  present  law  states  must  use  either  the 
Federal  or  state  fiscal  year  as  their  program  year  for  their  Title  XX 
social  services  program  year.  The  Senate  amendment  would  also  give 
states  the  option  to  establish  their  social  services  program  plans 
according  to  the  fiscal  year  which  applies  to  counties  in  the  state. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

119.  AFDC  management  information  system 

House  hill. — No  provision. 

Senate  amendment. — Present  law  provides  that  states  receive  50 
percent  Federal  matching  for  the  cost  of  administering  their  AFDC 
programs.  The  Senate  amendment  provides  90  percent  Federal  match- 
mg  to  states  for  the  costs  of  developing  and  implementing  computer- 
ized AFDC  management  information  systems  and  75  percent  for  the 
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cost  of  their  operation.  HEW  would  be  required  to  approve  state 
systems  as  a  condition  of  Federal  matching  (both  initially  and  on  a 
continuing  basis).  A  state  system  would  have  to  include  certain 
specified  characteristics,  including  ability  to  provide  data  on  AFDC 
eligibility  factors,  capacity  for  verification  of  factors  with  other 
agencies,  capability  for  notifying  child  support,  food  stamps,  social 
services  and  Medicaid  programs  of  changes  in  AFDC  eligibility  and 
benefit  amount,  compatibility  with  systems  in  other  jurisdictions,  and 
security  against  unauthorized  access  to  or  use  of  data  in  the  system. 
HEW  would  be  required  to  provide  technical  assistance  to  the  states. 
Increased  matching  would  oe  payable  for  quarters  beginning  Janu- 
ary 1,  1979. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

120.  Amendments  to  AFDC  employment  requirements  under  WIN 
program 

a.  Employment  search  requirement 

Hovse  hill. — No  provision. 

Senate  amendment. — Present  law  provides  that  AFDC  recipients 
who  are  not  specifically  exempt  are  required  to  register  for  manpower 
services,  training  and  employment  as  a  condition  of  AFDC  eligibility. 
The  Senate  amendment  adds  "other  employment  related  activities" 
to  the  types  of  activities  for  which  recipients  must  register.  Requires 
that  necessary  social  and  supportive  services  be  provided  during 
employment  search. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

6.  Termination  of  assistance 

House  bill. — No  provision. 

Senate  amendment. — Present  law  provides  assistance  is  to  be  ter- 
minated for  so  long  as  an  individual  (who  has  been  certified  by  the 
welfare  agency  as  ready  for  employment  or  training)  refuses  without 
good  cause  to  participate  in  WIN.  There  is  a  60  day  counseling 
period  during  which  assistance  may  not  be  terminated  despite  an 
individuaFs  refusal  to  participate  m  WIN  so  long  as  the  individual 
accepts  counseling  and  other  services  aimed  at  persuading  the  in- 
dividual to  participate  in  a  WIN  program. 

The  Senate  amendment  eliminates  provision  for  the  60  day  coun- 
seling neriod.  It  also  authorizes  the  Secretaries  of  Labor  and  HEW 
to  establish  by  regulation  the  period  of  time  during  which  an  individual 
will  not  be  eligible  for  assistance  in  the  case  of  refusal  without  good 
cause  to  participate  in  a  WIN  program. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

c.  Support  units 

House  bill. — Ko  provision. 

Senate  amendment. — Present  law  requires  states  to  have  special 
units  to  provide  social  and  supportive  services  to  enable  WIN  regis- 
trants to  engage  in  seeking  and  retaining  employment. 

The  Senate  amendment  requires  that  tnese  special  units  be  co- 
located  with  the  WIN  manpower  units  to  the  maximum  extent 
feasible. 
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Conjerence  agreement. — The  conference  agreement  does  not  include 
this  provision. 

d.  State  matching  funds 

House  bill. — No  provision. 

Senate  amendment. — Present  law  provides  that  states  must  provide 


activities  may  be  in  cash  or  in-kind,  but  matching  for  the  supportive 
services  must  be  in  cash. 

The  Senate  amendment  would  allow  state  matching  for  the  support- 
ive services  to  be  in  cash  or  in-kind. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

€.  Treatment  of  public  service  employment  earnings 

House  bill. — No  provision. 

Senaie  amendment. — Current  law  makes  it  unclear  whether  income 
from  public  service  employment  is  excluded  in  determining  AFDC 
benefits. 

The  Senate  amendment  clarifies  that  income  from  public  service 
employment  is  not  excluded  in  determining  AFDC  benefits. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

/.  Individuals  exempt  from  WIN 

House  bill. — No  provision. 

Senate  amendment. — Present  law  provides  that  certain  categories  of 
AFDC  recipients  are  exempted  from  the  WIN  registration  require- 
ment, including  children  under  16;  persons  caring  for  a  child  under  6; 
persons  who  are  ill  or  needed  as  caretaker  of  someone  in  the  home  who 
IS  ill;  or  persons  who  are  remote  from  a  WIN  project. 

The  Sentate  amendment  adds  to  the  individuals  who  are  exempted 
from  registration  for  WIN  individuals  who  are  working  at.  least  30 
hours  a  week. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

121.  Incentive  for  AFDC  recipients  to  report  earnings 

House  6iZZ.— No  provision. 

Semite  amendment. — Present  law  requires  AFDC  recipients  to  report 
earnings  to  the  welfare  agency.  There  is  provision  for  disregarding 
portions  of  earned  income  in  determining  eligibility  for  and  amount 
of  the  AFDC  payment.  When  unreported  earnings  resulting  in  over- 
payments are  discovered,  the  earned  income  disregards  are  applied 
to  the  unreported  earnings  in  calculating  the  amount  of  the  overpay- 
ment. 

The  Senate  amendnient  provides  that,  if  a  recipient  fails  without 

food  cause  to  make  a  timely  report  of  earnings,  the  recipient  would  not 
ave  the  benefit  of  having  the  earned  income  disregards  apphed  to 
such  imreported  earnings. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 


10%  of  the  cost  of  the  WIN 


Matching  for  manpower 
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122.  Matching  for  child  support  costs  of  court  personnel 

House  bill. — No  provision. 

Senate  amendment. — Under  present  law  State  plans  imder  the 
Title  rV-D  child  support  enforcement  program  must  provide  for 
entering  into  cooperative  arrangements  with  appropriate  courts  and 
law  enforcement  officials  to  assist  the  child  support  agency  in  ad- 
ministering the  program.  The  law  provides  or  entering  mto  financial 
arrangements  with  courts  and  officials.  HEW  regulations  prohibit 
Federal  matching  for  salaries  of  judges  and  their  support  staff. 

The  Senate  amendment  authorizes  matching  for  compensation  for 
judges  and  other  support  and  administrative  personnel  of  courts  who 
performed  Title  IV-L)  functions,  but  only  for  those  functions,  speci- 
fically identifiable  as  IV-D  functions.  Matching  would  be  provided 
only  for  expenditures  in  excess  of  levels  of  spending  in  the  state  for 
these  activities  in  1976. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

123.  Increase  in  Federal  funding  for  territorial  assistance  programs 

House  bill. — No  provision. 

Senate  amendment.— Under  present  law,  public  assistance  programs 
in  Puerto  Rico,  Guam  and  the  Virgin  Islands  qualify  for  Federal  match- 
ing at  a  50  percent  rate  and  are  subject  to  dollar  limits  on  the  amount 
of  Federal  funding  available.  The  annual  limit  is  $24  million  for  Puerto 
Rico,  $800,000  for  the  Virgin  Islands  and  $1.1  million  for  Guam. 

The  Senate  amendment  would  increase  the  Federal  matching  rate 
for  public  assistance  programs  (aid  to  the  aged,  blind  and  disabled 
and  AFDC)  to  75  percent  and  would  triple  the  maximum  annual 
amount  of  Federal  funding  to  $72  million  for  Puerto  Rico,  $2.4  million 
for  the  Virgin  Islands,  and  $3.3  miUion  for  Guam. 

Conference  agreement. — The  conference  agreement  follows  the  Senate 
amendment,  except  that  the  increase  in  the  matching  rate  and  ceilings 
is  effective  only  for  one  year — fiscal  year  1979. 

124.  Northern  Mariana  Island  provisions 

House  bill. — No  provision. 

Senate  amendment. — In  present  law,  the  covenant  establishing  the 
Commonwealth  of  the  Northern  Marianas  specifically  extended  the 
supplemental  security  income  (SSI)  program  to  that  jurisdiction  and 
irpplicitly  extends  other  public  assistance  programs.  Statutory  pro- 
visions do  not  specifically  include  the  Marianas  under  any  Social 
Security  Act  programs. 

The  Senate  amendment  provides  for  bringing  the  Mariana  Com- 
monwealth under  the  Social  Security  Act  public  assistance  programs 
in  a  manner  compatible  to  the  other  territories.  This  would  allow  the 
Commonwealth  to  provide  assistance  and  social  services  under  state 
plan  programs  of  the  aged,  blind  and  disabled  and  aid  to  families 
with  dependent  children.  Coverage  under  the  medical  assistance 
(Medicaid)  program  would  also  be  provided.  Under  the  Senate  amend- 
ment, the  SSI  pro-am  would  no  longer  be  applicable  in  the  Marianas. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 
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125.  Foster  care,  adoption  assistance  and  child  welfare  services 

a.  Ceiling  on  Federal  AFDC  foster  care  funds 

House  hill. — No  provision. 

Senate  amendment. — Under  present  law  Title  IV-A  authorized  open- 
ended  Federal  matching  for  use  by  states  to  provida  foster  care  pay- 
ments for  the  care  of  children  who  (1)  meet  the  state  AFDC  eligibility 
requiremens  and  (2)  have  been  removed  from  their  homes  as  the  result 
of  judicial  determination.  Federal  matching  rate  is  the  same  as  for 
AFDC  income  maintenance  pajmaents. 

The  Senate  amendment  creates  a  new  Part  E  of  Title  IV  "Federal 
Payments  for  Adoption  Assistance  and  Foster  Care"  and  amends  the 
child  welfare  services  program.  It  also  establishes  a  ceiling  on  Federal 
foster  care  funding.  The  state's  fiscal  year  1978  expenditures  of  Federal 
f\;nds  for  foster  care  would  be  the  base  and  the  allotment  for  each  state 
could  not  exceed  an  additional  20  percent  in  1979  and  10  percent  per 
year  in  each  of  the  next  4  years.  To  provide  room  for  growth  in  states 
vHth  small  programs  an  alternative  ceiling  would  be  provided  equal  to 
each  state's  share  of  $100  million  based  on  state  population  under  age 
21.  States  that  did  not  use  their  full  allotment  for  foster  care  could 
use  excess  funds  for  IV-B  child  welfare  services. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

b.  Foster  care  provided  in  institutions 

House  bill. — No  provision. 

Senate  amendment. — Present  law  provides  that  Federal  foster  care 
matching  funds  are  available  for  foster  care  provided  in  institutions 
only  in  the  tase  of  nonprofit  private  institutions. 

The  Senate  amendment  allows  funding  of  foster  care  maintenance 
payments  for  children  in  public  facilities,  but  only  if  the  public^ 
institution  serves  no  more  than  25  children.  Funding  would  not  be 
available  for  children  in  such  institutions  prior  to  enactment  of 
these  provisions. 

Conference  a^greem^nt. — The  conference  agreement  does  not  include 
this  provision. 

c.  Adoption  assistance 

House  hiU. — No  provision. 

Senate  amendment. — Under  present  law  Federal  AFDC  matching 
fimds  are  not  available  for  adoption  subsidies. 

The  Senate  amendment  authorizes  states  to  make  assistance  pay- 
ments to  parents  who  adopt  "hard-to-place"  children.  The  matching 
rate  would  be  the  same  as  under  the  AFDC  program.  States  woulu 
have  to  find  that  the  child  would  have  been  receiving  AFDC  but  for 
the  child's  removal  from  the  home  of  his  relatives;  that  the  child 
cannot  be  returned  to  that  home ;  and  that  after  making  a  reasonable 
effort  consistent  with  the  child's  needs,  the  child  has  not  been  adopted 
without  offering  of  financial  assistance.  The  determination  of  whether 
a  child  is  difficult  to  place  would  have  to  be  made  by  the  state  based 
on  a  specific  fact  or  condition  because  of  which  it  is  reasonable  to 
conclude  that  the  child  cannot  be  adopted  without  adoption  assistance. 
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Families  would  be  eligible  for  an  adoption  subsidy  so  long  as  their 
income  does  not  exceed  115  percent  of  the  median  family  income 
for  a  family  of  four  in  the  state,  adjusted  to  reflect  family  size.  The 
amount  of  the  subsidy  would  be  agreed  on  by  the  family  and  the  agency 
but  could  not  exceed  the  amount  paid  for  foster  care  (in  a  foster 
family  home)  and  would  be  terminated  when  the  child  reached  18  or 
the  family's  income  exceeded  the  specified  limits.  A  child  with  a 
medical  disability  that  existed  at  the  time  of  adoption  would  continue 
to  be  covered  under  medicaid  for  treatment  related  to  that  medical 
disability.  States  would  be  permitted  to  make  an  adopted  child  with 
a  pre-existing  medical  condition  eligible  for  treatment  under  medicaid 
for  other  medical  conditions  as  well.  Matching  for  adoption  subsidies 
would  not  be  provided  for  adoption  agreements  entered  into  after 
January  1,  1983. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

d.  Federal  funds  for  child  welfare  services 

House  but. — No  provision. 

Senate  amendment — Present  law  authorizes  $266  million  (of  which 
$56.5  million  was  appropriated  for  fiscal  year  1978)  in  Federal 
matching  funds  to  be  alloted  to  the  States  for  a  wide  range  of  child 
welfare  services  and  for  foster  care  payments.  The  theoretical  Federal 
matching  rate  ranges  from  33)^  to  66%  percent.  There  are  no  pro- 
hibitions on  the  use  of  funds  for  foster  care  maintenance  payments. 

The  Senate  amendment  retains  the  present  law  authorization  of 
up  to  $266  million  for  child  welfare  services,  but  increases  the  Federal 
matching  to  75  percent,  and  provides  that  funds  appropriated  in 
future  years  that  are  above  the  amount  appropriated  for  fiscal  year 
1978  ($56.5  million)  may  not  be  used  for  foster  care  maintenance 
payments. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 

e.  Foster  care  protections 

House  hill. — No  provision. 

Senate  amendment. — There  is  no  provision  in  present  law.  The 
Senate  amendment  permits  States  to  use  child  welfare  service  funds 
for  State  tracking  and  information  systems,  individual  case  review 
systems,  services  to  reunite  families  or  place  children  in  adoption, 
and  procedures  to  protect  the  rights  of  natural  parents,  children  and 
foster  parents.  The  amendment  allows  the  Congress  to  designate  that 
any  new  funding  be  specifically  used  for  these  purposes.  In  the  first 
year  for  which  a  State  receives  funds  for  these  purposes  it  would  be 
allowed  to  use  them  to  conduct  an  inventory  of  children  who  have 
been  in  foster  care  for  6  months  preceding  the  inventorv,  and  to 
design  and  develop  a  statewide  information  system  for  children  in 
foster  care,  a  case  review  system  for  each  child,  and  a  service 
program  designed  to  help  children  remain  with  their  families. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 
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126.  AFDC  earned  income  disregard 

House  hill. — No  provision. 

Senate  amendment. — Under  present  law,  in  determining  the  amount 
of  benefits  to  be  paid  to  an  AFDC  recipient  with  earning  the  follow- 
ing formula  is  used:  Disregard  (1)  $30  a  month  in  eammgs,  (2)  one- 
third  of  remaining  earnings,  and  (3)  the  amount  of  work  related 
expenses. 

The  Senate  amendment  provides^  for  disregarding  from  earned 
income  (1)  an  amount  equal  to  reasonable  child  care  expenses  (subject 
to  limitation  prescribed  by  HEW),  (2)  from  the  remaining  income 
$60  a  month  m  the  case  of  an  individual  working  full  time  and  $30 
in  the  case  of  an  individual  working  part- time  (3)  one-third  of  the 
next  $300  of  monthly  earnings,  and  (4)  one-fifth  of  the  remaining 
earnings. 

Conference  agreement. — The  conference  agreement  does  not  include 
this  provision. 
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PUBLIC  LAW  95-626— NOV.  10,  1978 


92  STAT.  3551 


ublic  Law  95-626 
5th  Congress 


An  Act 


')  amend  the  Public  Health  Service  Act  and  related  health  laws  to  revise  and 
extend  the  programs  of  financial  assistance  for  the  delivery  of  health  services, 
the  provision  of  preventive  health  services,  and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
nited  States  of  America  in  Congress  assembled^ 

SHORT  title;  reference  to  act 

Section  1.  (a)  This  Act  may  be  cited  as  the  "Health  Services  and 
♦mters  Amendments  of  1978". 

(b)  Except  as  otherwise  specifically  provided,  whenever  in  this  Act 
11  amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to,  or 
1  peal  of,  a  section  or  other  provision,  the  reference  shall  be  considered 
1'  be  made  to  a  section  or  other  provision  of  the  Public  Health  Service 

ct. 

TITLE  I— HEALTH  CENTERS  AND  PRIMARY  HEALTH 

CARE 

Part  A — Migrant  Health  Centers  and  Community  Health 

Centers 

SHORT  title 

Sec.  101.  This  part  may  be  cited  as  the  "Migrant  and  Community 
i'ealth  Centers  Amendments  of  1978". 


Nov.  10,  1978 
[S.  2474] 


Health  Services 
and  Centers 
Amendments  of 
1978. 

42  use  201  note. 


42  use  201  note. 


Migrant  and 
Community 
Health  Centers 
Amendments  of 
1978. 

42  use  201  note. 
42  use  247d. 


REDESIGNATION  OF  MIGRANT  HEALTH  CENTERS  PROVISION 

Sec.  102.  (a)  Section  319  is  redesignated  as  section  329  and  is  trans-  42  USC  254b. 
Tred  and  inserted  before  section  330. 

(b)  (1)  Section  217(g)  is  amended  by  striking  out  "319"  and  insert-  42  USC  218. 
Lg  in  lieu  thereof  ''329"  each  place  it  appears. 

(2)  Section  6(b)  of  the  Health  Maintenance  Organization  Act  of 

)73  (Public  Law  93-222)  is  amended  by  striking  out  "310"  and  42  USC  300e-14a. 
iserting  in  lieu  thereof  "329". 

(3)  Section  1903 (m)  (2)  (B)  (i)  of  the  Social  Security  Act  is  42  USC  1396b. 
nended  by  striking  out  "section  319(d)(1)(A)"  and  inserting  in 

eu  thereof  "section  329(d)  (1)  (A)". 

AMENDMENTS  TO  MIGRANT  HEALTH  CENTERS  PROGRAM 

Sec.  103.  (a)  (1)  (A)  Paragraph  (1)  of  subsection  (a)  of  section 
29  (as  redesignated  by  section  102(a)  of  this  part)  is  amended  bj  Supra. 
iserting  "(as  determined  by  the  centers)"  after  "as  may  be  appropri- 
te  for  particular  centers"  in  subparagraphs  (D)  and  (E). 


92  STAT.  3602 


PUBLIC  LAW  95-626— NOV.  10,  1978 


TITLE  VIII— STUDY  OF  ADOLESCENT  PREGNANCY 

G)ntract  Sec.  801.  (a)  The  Secretary  of  Health,  Education,  and  Welfare  shall 

authority.  contract  with  an  independent  entity  to  perform  a  study  of  the  problem 

42  use  300a-21  of  adolescent  pregnancies.  The  study  shall  evaluate  the  effectiveness 
note.  of  existing  programs  relating  to  health,  education,  and  public  wel- 

fare, as  they  relate  to  this  prohlem,  and  shall  include  suggestions  as  to 
the  most  effective  means  for  reducing  or  eliminating  unwanted  adoles- 
Report  to  cent  pregnancies.  The  Secretary  shall  report  the  results  of  such  study 

G)ngress.  to  the  Congress  not  later  than  one  year  after  the  date  of  the  enact- 

ment of  this  Act. 

Appropriation  (b)  There  are  authorized  to  be  appropriated  such  sums,  not  to  exceed 

authorization.       $500,000,  as  may  be  necessary  to  carry  out  the  provisions  of  this 
section. 

Approved  November  10,  1978. 


LEGISLATIVE  HISTORY; 

HOUSE  REPORTS:  No.  95-1191  accompanying  H.R.  12370  (Comm.  on  Interstate  and  ,  | 

Foreign  Commerce)  and  No.  95-1799  (Comm.  of  Conference). 
SENATE  REPORT  No.  95-860  (Comm.  on  Human  Resources). 
CONGRESSIONAL  RECORD,  Vol.  124  (1978): 

Sept.  25,  H.R.  12370  considered  and  failed  of  passage  in  House. 

Sept.  29,  considered  and  passed  Senate. 

Oct.  11,  13,  H.R.  12370  considered  and  passed  House;  passage  vacated,  and 

S.  2474,  amended!,  passed  in  lieu. 
Oct.  15,  Senate  and  House  agreed  to  conference  report. 


o 


M  sS'*}     HOUSE  OF  BBPKBSENTATIVES    {  Na^Wl 


HEALTH  SERVICES  AMENDMENTS 
OF  1978 


REPORT 

BY  THE 

COMMITTEE  ON  INTERSTATE  AND 
FOREIGN  COMMERCE 

[To  accompany  H.R.  12370] 

together  with 
SEPARATE  VIEWS 
[Including  Cost  Estimate  of  the  Congressional  Budget  Office] 


Mat  15,  1978.— Committed  to  the  Committee  of  the  Whole  House  on 
the  State  of  the  Union  and  ordered  to  be  printed 


U.S.  GOVERNMENT  PRINTING  OFFICE 
WASHINGTON  :  1978 


I 


37 

and  public  education,  and  are  working  in  areas  of  social  and  behavioral 
sciences  and  genetic  coimselling  as  well.  Outreach  programs  are  also 
beiDg  developed  so  that,  according  to  testimonjr  before  the  Subcom- 
mittee, five  Northeastern  Area  centers  are  providing  services  in  nine 
States. 

PROPOSED  LEGISLATION 

The  proposed  legislation  would  continue  for  three  fiscal  years,  with 
no  statutory  changes,  the  authorities  for  programs  of  hemophilia 
treatment  centers  and  blood  separation  centers.  The  Committee  is 
pleased  with  the  apparent  progress  of  the  centers  and  wishes  to  assure 
the  continued  availability  of  blood  products  necessary  for  the  treat- 
ment of  the  hemophiliac. 

VIII.  Home  Health  Services  (Currently  Section  602  of  Public 
Law  94-63;  Proposed  To  Be  a  New  Section  312  of  the  Pub- 
lic Health  Service  Act) 

background 

Over  the  past  few  years,  as  hospital  and  nursing  home  costs  have 
spiraled  upward,  much  attention  has  been  given  to  the  search  for 
alternative  modes  of  care.  Home  health  care  has  been  increasingly 
recognized  as  providing,  in  many  instances,  a  less  expensive  and  often 
more  efiPective  alternative  to  continuing  hospital  and  nursing  home 
care.  In  addition  to  any  cost  savings  involved,  there  is  the  psychological 
advantage  to  most  patients  who  would  prefer  to  remain  in  their  own 
home  for  as  long  as  possible,  rather  than  to  receive  institutional  care. 

A  report  prepared  for  the  Senate  Special  Committee  on  Aging  in 
July  1973  ("Home  Health  Services  in  the  United  States:  A  Working 
Paper  on  Current  Status"),  summarized  the  benefits  of  effective  home 
health  care  programs  as  follows: 

1.  Patients  prefer  care  that  can  be  provided  in  the  normalcy  of 
their  home  environment. 

2.  Home-bound  people  can  be  taught  to  live  relatively  inde- 
pendently 

3.  The  need  for  initial  admission  or  readmission  to  in-patient 
institutions  can  be  diminished. 

4.  For  the  necessary  institutional  admission,  unnecessary  days  can 
be  eliminated  through  early  discharge  to  home  care. 

5.  Capital  construction  costs  for  mpatient  facilities  can  be  reduced. 

6.  The  efficiency  of  the  practicing  physician  can  be  increased  by 
expanding  the  team  approach.  The  physician  can  care  for  a  greater 
number  of  patients  through  a  home  care  program  because  he  does  not 
have  to  assemble  and  individually  coordmate  the  services  needed  for 
his  patients  in  their  home  settings. 

7.  Home  care  staff  can  readSy  interpret  medical  orders,  explain 
treatment  regimes,  and  offer  reassurance  and  support. 

8.  Home  care  staff  can  identify  day-to-day  problems  and  thus  help 
to  reduce  the  possibility  of  emergency  situations  arising. 

In  part,  the  large  increase  in  home  health  agencies  in  the  early 
years  of  Medicare  was  due  to  the  availability  of  a  new  source  of  reim- 
bursement which  encouraged  many  communities  to  create  home  health 
care  providers.  The  increase  also  resulted  from  the  availability  of 
Federal  formula  grants  in  1966  and  1967  which  provided  almost  $16 
million  to  State  health  departments  for  the  creation  or  expansion  of 
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public  and  private  nonprofit  home  health  agencies.  The  Partnership 
for  Health  Amendments  in  1967  (Public  Law  89-749)  integrated  the 
home  health  grant  program  into  the  314(d)  formula  grant;  most 
States  decided  not  to  direct  any  portion  of  their  limited  noncategorical 
funds  into  home  health  services. 

While  the  enactment  of  the  Medicare  and  Medicaid  legislation 
gave  impetus  to  the  establishment  of  home  health  agencies,  reimburse- 
ment for  home  health  services  available  under  these  programs  does 
not  provide  an  adequate  mechanism  for  creating  resources.  Payments 
from  these  two  programs  are  made  only  to  agencies  which  have  been 
certified  as  meeting  the  standards  for  participation  established  by  the 
programs  and  only  after  covered  services  have  been  rendered  to  the 
patients.  Medicare  and  Medicaid  funds,  therefore,  are  not  available 
to  assist  in  initiating  services  by  a  new  agency  and  only  moderately 
useful  in  assisting  in  the  expansion  of  services. 

The  Health  Revenue  Sharing  and  Health  Services  Act  of  1975 
(Public  Law  94-63)  authorized  demonstration  grants  for  the  initial 
costs  of  establishing  and  operating  home  health  services  agencies  in 
areas  in  which  such  services  were  not  then  available  and  for  the  expan- 
sion of  services  provided  by  existing  agencies.  It  also  authorized 
demonstration  grants  for  training  professional  and  paraprofessional 
personnel  in  the  provision  of  home  health  care.  The  program  was 
extended  for  fiscal  year  1977  under  the  Health  Maintenance  Organi- 
zation Amendments  of  1976  (Public  Law  94-460),  and  for  fiscal  year 
1978  under  Public  Law  95-83. 

The  home  health  grant  program  has  reduced  the  number  of  counties 
in  the  United  States  which  are  not  served  by  home  health  care  serv- 
ices. During  the  first  two  years  of  the  program,  92  counties  were  able 
to  avail  themselves  of  this  new  program  support  to  establish  their  first 
home  health  agencies. 

PROPOSED  LEGISLATION 

The  proposed  legislation  would  move  the  home  health  services  pro- 
gram intact  into  a  new  section  312  of  the  Public  Health  Service  Act. 
The  effect  of  this  change  would  be  to  formally  place  his  grant  program 
under  the  review  process  established  by  the  National  Health  Planning 
and  Resource  Development  Act  of  1974.  In  fact,  Departmental  regu- 
lations have  already  included  home  health  programs  authorized  in  this 
section  to  be  given  such  review.  The  fiscal  year  1978  authorization  for 
home  health  demonstration  projects  was  $8  million;  the  appropriation 
$5  million.  The  fiscal  year  1978  authorization  for  home  health  training 
was  $4  million;  the  appropriation  $1  million.  For  fiscal  year  1979  the 
demonstration  authorization  is  $14  million  and  the  training  authoriza- 
tion is  $2  million. 

The  Committee  is  aware  that  there  are  still  in  excess  of  600  counties 
without  formal  home  health  care  programs ;  however,  these  are  essenti- 
ally sparsely  populated  areas.  Accordingly,  the  Committee  intends  for 
funds  appropriated  imder  this  title  to  be  used  primarily  to  strengthen 
and  expand  existing  service  programs  where  such  expansion  is  war- 
ranted based  on  actual  community  need. 


8Q 

(In  millions] 


1978  1979  1980  1981 


Note:  These  new  authorizations  begin  with  the  coming  fiscal  year. 

6.  Rape  Prevention  Programs  (authorized) : 

Minions 

Fiscal  year  1978  $7.  088 

Fiscal  year  1979   8.  0 

Fiscal  year  1980     9.0 

Fiscal  year  1981   10.  0 

7.  Provides  grants  for  Mental  Health  Services  which  combines  past 
support  under  Sec.  314(d)  with  planning  money. 

Million* 

Fiscal  year  1979.  $21 

Fiscal  year  1980  .   25 

Fiscal  year  1981   28 


8.  Totals — (in  millions) : 

a.  1979— $935.4  (Items  1,  4,  5,  6,  7). 

b.  1980— $929.5  (Items  2  through  7). 

Figures  for  1980  do  not  include  future  extensions  of  the  Comprehen- 
sive Health  Services  detailed  in  Item  1. 

c.  1981— $1,071.5  (Items  2  through  7). 

Figures  for  1981  do  not  include  future  extensions  of  the  Comprehen- 
sive Health  Services  detailed  in  Item  1. 

d.  1982 — $500 — two  programs  are  extended  through  1982  (Items  2 
and  3). 

e.  Total  for  whole  bill — $3,436.4.  Assuming,  however,  that  Item  1 
costs  remained  at  about  $500  million  for  each  of  fiscal  year  1980  and 
1981,  those  years  would  cost  $1,429.5  and  $1,571.5  respectively,  which 
added  to  1979  total  of  $935.4  equals  $3,  936.4. 
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HEALTH  SERVICES  EXTENSION  AND  PRIMARY 
HEALTH  CARE  ACT  OF  1978 


May  15  (legislative  day  Apbil  24),  1978--Ordered  to  be  printed 


Mr.  KjENNEDT,  from  the  Committee  on 
Hmnan  Resources,  submitted  the  following 


The  Committee  on  Human  Resources,  to  which  was  referred  the  bill 
(S.  2474)  to  amend  the  Public  Health  Service  Act  to  extend  through 
the  fiscal  year. ending  September  30,  1983,  the  assistance  program  for 
community  health  centers,  migrant  health  services ;  to  extend  through 
the  fiscal  year  ending  September  30,  1981,  hemophilia,  home  health 
services ;  to  extend  through  the  fiscal  year  ending  September  30, 1979, 
the  assistance  programs  for  comprehensive  public  health  services, 
hypertension  programs,  disease  control  programs,  veneral  disease 
programs,  genetic  diseases  programs,  and  lead-based  paint  programs, 
and  for  other  purposes,  having  considered  the  same,  reports  favorably 
thereon  with  an  amendment  to  the  text  and  an  amendment  to  the  title 
and  recommends  that  the  bill  (as  amended)  do  pass. 


As  approved  by  the  committee  S.  2474 : 

(1)  Extends  through  the  fiscal  year  ending  September  30,  1979, 
without  major  substantive  modification,  the  assistance  programs  under 
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I.  Summary  of  Legislation 


(1) 
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reduction  in  health  services  offered  by  the  center  while  the  conversion 
is  being  planned  or  occurring,  or  as  a  result  of  the  conversion. 

The  5 -percent  limitation  on  spending  of  migrant  health  funds  for 
prepayment  does  not  refer  in  any  way  to  centers,  projects  or  contracts 
presently  financir  ^  the  delivery  of  care  through  a  prepaid  capitation 
mechanism,  but  reiers  only  to  the  funding  of  centers  which  will  offer 
health  services  oii  a  prepaid  basis  as  a  result  of  conversion  financed 
through  this  authorization. 

Environmental  services 

The  committee  has  added  a  provision  relating  to  modification  of 
private  property,  incidental  to  providing  environmental  health  serv- 
ices. This  is  necessary  because,  under  present  Federal  regulations, 
modifications  cannot  be  made  to  privately  owned  property  unless 
specifically  authorized.  However,  it  is  specified  in  Senate  Report  94-29 
that  centers  and  projects  are  required  to  work  through  all  available 
Federal,  State,  and  local  enforcement  and  environmental  programs  to 
obtain  a  solution  to  environmental  health  problems.  If  these  efforts 
do  not  produce  a  solution  to  the  particular  environmental  health  prob- 
lem, and  if  the  problem  is  of  serious  concern  or  if  there  is  an  immediate 
health  or  safety  hazard  which  needs  to  be  corrected,  use  may  be  made 
of  migrant  health  funds  for  the  purposes  of  making  the  necessary 
improvements. 

Technical  assistance 

In  providing  technical  assistance  under  this  program  the  Secretary 
may  contract  for  services  which  will  assist  and  support  a  number  of 
centers  and  projects  within  a  region  of  the  country  in  operating  pro- 
grams under  this  authority.  Specifically,  projects  which  track  migrants 
through  their  migration  or  which  attempt  to  centralize  and  coordi- 
nate medical  records  for  migrants  are  considered  technical  assistance 
within  the  intent  of  this  authority. 

Hospitalization 

S.  2474  substantially  increases  the  authorization  of  funds  to  meet 
the  inpatient  care  needs  of  the  nation's  migrant  farmworker  popula- 
tion. At  present,  such  services  are  available  only  to  high  risk  mothers 
and  infants.  Migrant  hospitalization  is  a  critical  unmet  need  and 
under  past  funding  restrictions  HEW  has  been  able  to  defray  less 
than  5  percent  of  migrant  hospitalization  needs  each  year.  Migrants 
are  frequently  deprived  of  care  in  hospitals  because  they  do  not  have 
health  care  plans  provided  by  their  employers,  they  are  not  able  to 
meet  medicaid  residency  requirements  in  many  States,  and  the  number 
of  hours  they  work  excludes  them  from  medicaid  eligibiHty  during  the 
9-  to  10-month  season  during  which  they  are  employed.  The  committee 
expects  that  this  increase  in  authorization  will  double  the  number 
of  migrant  health  centers  able  to  provide  hospitalization  services  and 
thereby  increase  the  access  of  migrant  and  seasonal  workers  to  neces- 
sary hospital  care. 

Medicaid  eligihility 

Title  XTX  of  the  Social  Security  Act  establishes  medicaid  eligibility 
for  individuals  receivinsf  categorical  assistance  throup^h  other  titles 
under  the  act  Csection  1902  Ta")  (13) )  and  prohibits  the  Secretarv  from 
approving  a  State  plan  which  conditions  eligibility  on  any  residence 
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requirement  (section  1902(b)(3)).  The  Secretary  by  regulation  has 
provided  that  "a  resident  of  a  State  is  one  who  is  living  in  the  State 
voluntarily  with  the  intention  of  making  his  home  there  and  not  for 
a  temporary  purpose." 

While  the  conformity  of  the  regulation  to  the  underlying  statute 
may  be  questioned,  some  States  have  interpreted  this  regulation  to 
impose  a  requirement  of  "domicile"  rather  than  "residence"  as  a  con- 
dition of  medicaid  eligibility.  The  committee  understands  that  "domi- 
cile" refers  to  a  family's  legal,  principal  and  permanent  home  while 
"residence"  refers  to  a  family's  actual  place  of  abode.  Confusion  be- 
tween the  two  terms  has  caused  uncertainty  and  inappropriate  rulings 
on  eligibility,  especially  in  the  context  of  migrant  families  who  may 
reside  at  considerable  distances  from  their  domicile  for  extended  pe- 
riods. The  committee  anticipates  that  the  Secretary  will  clarify  any 
uncertainty  at  the  State  level  in  the  application  of  the  medicaid  pro- 
hibition to  residency  requirements. 

Community  health  centers 


Milliom 

Actual,  fiscal  year  1977  $230. 148 

Estimate,  fiscal  year  1978   262.  0 

Authorization,  fiscal  year  1978   262.  9 

HEW  budget  requested,  fiscal  year  1979  ^  286.  0 

Committee  recommendation,  fiscal  year : 

1979    330.0 

1980    362.0 

1981   397.2 

1982    435.9 

1983    478.5 


1  Excludes  request  for  research  and  development  (HURA)  programs  authorized  under 
another  section  of  the  Senate  bill. 

Program  extension 

In  1975,  Congress  enacted  Public  Law  94-63  which  was  identical 
to  a  bill  which  had  been  pocket  vetoed  by  President  Ford  a  few  months 
earlier,  at  the  end  of  the  93d  Congress.  In  the  report  accompanying  S. 
66  (Report  No.  94-25,  March  6, 1975)  the  committee  responded  in  de- 
tail to  the  issues  which  had  been  raised  by  the  Presidential  pocket  veto 
of  the  bill.  In  particular,  the  committee  noted  that  its  purpose  in  re- 
pealing section  314(e)  and  replacing  it  with  separate  categorical  au- 
thorities was  to  give  Congress  the  prerogative  of  establishing  the  struc- 
ture of  programs.  Section  330  (now  being  redesignated  as  section  372) 
which  established  a  distinct  authority  for  community  health  centers, 
accordingly  established  highly  specific  criteria  concerning  the  goals^ 
organization,  services,  and  target  populations  which  it  intended  com- 
munity health  centers  to  serve. 

The  committee  is  generally  pleased  by  the  achievements  of  com- 
munity health  centers  in  the  subsequent  3  years  and  the  improvement 
in  nianagement  and  efficiency  which  have  been  achieved.  Indeed, 
despite  relatively  stable  funding  in  this  period  the  program  has  sig- 
nificantly expanded  the  number  of  centers  and  the  number  of  people 
served  by  these  centers.  Nevertheless,  the  program  is  only  able  to  reach 
less  than  10  percent  of  the  49  million  people  living  in  medically  under- 
served  areas,  and  only  164  of  544  centers  are  delivering  truly  compre- 
hensive services.  Because  the  committee  is  pleased  by  the  current  status 
of  the  community  health  center  program  and  views  it  as  an  outstanding 
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demonstration  projects^  inpHmary  health  care;  and  for  other  purposes,. 

Provisions  of  S.  2474  which  atmerid  laws  other  than  the  Public 
Health  Service  Act : 

KATIOFAL  SICKLE  CELL  ANEMIA,  TAY-SACHS  AND 
GENETIC  DISEASE  ACT 

^  *  *  *  «  «  * 

Title  IV — Genetic  Diseases 

Sec.  402.  In  order  to  preserve  and  protect  the  health  and  welfare- 
of  all  6iti^ens,  it  is  the  purpose  of  this  title  to  establish  a  national  pro- 
gram to  provide  for  basic  and  applied  research,  research  training, 
testing.  Counseling,  and  information  and  education  programs  with, 
respect  to  genetic  'diseases,  ^  [incltiding  sickle  cell  anemia,  Gooley's 
anemia,  Tay-Saohs  disease,  cystic  fibrosis,  dysautonomia,  hemophilia, 
retiilis  pigmentosa,  Httntington's  chorea,  and  muscular  dystrophy  .J 
''^ and  genetic  donditiom^  suvh  as  Sickle  Cell'  anemia,  Oooley'^s  anemia, 
Tay-Sachs  disease,  cy^ic  fvbrosis,  dysautonomia',  hemophilia,  retinitis 
pipiMntosa,  Huntington^ s  chorea,  muscular'  dystrophy,  and  '  genetic 
conditions  leading  to  mental  retardation  or  mental  illness,  and  condi- 
tibfis  requiring  genetic  services.'^'' 

*  *  *  *  *  *  * 

PUBLIC  LAW  91-695— LEAD-BASED  PAINT  POISONING 

PEEVENTION  ACT 

Title  V — General 

APPROPRIATIOXS 

Sec.  503.  (a)  There  are  authorized  to  be  appropriated  to  carry  out 
this  Act  $10,000,000  for  the  fiscal  year  1976,  $12,000,000  for  the 'fiscal 
year  1977,"  [andjf  $14,000,000"  [for ^fiscal  year  1978 J  for  the  fiscal  year 
ending  September  30, 1978,  and  $11^,000,000  for  the  fiscal  year  ending 
September  30, 1979, 

PUBLIC  LAW  94-63  HEALTH  SERVICES  EXTENSION 

ACT  OF  1973 

Title  YI — ^Miscellaneous 

HOME  HEALTH  SERVICES 

[Sec.  602.  (a)  (1)  For  the  purpose  of  demonstrating  the  establish- 
ment and  initial  operation  of  public  and  nonprofit  private  agencies 
(as  defined  in  section  1861  (o)  of  the  Social  Security  Act)  which  will 
provide  home  health  services  (as  defined  in  section  1861  (m)  of  the 
Social  Security  Act)  in  areas  in  which  such  services  are  not  otherwise 
available,  the  Secretary  of  Health,  Education,  and  Welfare  may,  in 
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accordaiiGe  with  the  provisions  of  this  section,  make  grants  to  meet 
the  initial  costs'  of  establishing  and  operating  such  agencies  and  ex- 
panding the  services  available  through  existing  agencies,  and  to  meet 
the  costs  of  compensating  professional  and  paraprofessional  person- 
nel during  tiie  initiial  operation  of  such  asgencies  or  the  expansion  of 
ser\dces  of  existing  agencies. 

(2)  In  making  grants  under  this  subsection,  the  Secretary  shall 
consider  the  relative  needs  of  the  several  States  for  home  health 
services  and  preference  shall  be  given  to  areas  within  a  State  in 
which  a  high  percentage  af  the  population  proposed  to  be  served  is 
composed  of  individuals  who  are  elderly,  medically  indigent,  or  both. 

(3)  Applications  for  grants  imder  this  subsection  shall  be  in  such 
foirm  and  contain  such  information  as  the  Secretary  shall  prescribe 
by  regulation. 

(4)  Payment  of  grants,  under  this  subsection  may  be  made  in  ad- 
vance or  by  way  ox  reimbursement  or  mstallments  as  the  Secretary 
may  determine. 

(5)  There  are  authorized  to  be  appropriated  $8,000,000  for  fiscal 
yBar  1976.,  $2,000,000  for  the  period  July  1,  1976  through  September 
*a0, 1976^  and  $8,000,000  for  the  fiscal  year  ending  September  30, 1977. 
And  $4,000,000  for  the  fiscal  year  ending  September  30, 1978  for  pay- 
ments under  this  subsectimi. 

(b)  (1)  The  Secretary  of  Health,  EdUication,  and  Welfare  may  make 
grants  to  public  and  nonprofit  private  entities  to  assist  them  in  dem- 
onstrating the  training  of  professional  and  paraprofessional  person- 
nel to  provide  home  health  services  (as  defined  in  section  1861  (m)  of 
the  Social  Security  Act) 

(2)  Applications  for  grants  under  this  subsection  shall  be  in  such 
form  and  contain  such  information  as  the  'Secretary  shall  be  regula- 
tions, prescribe. 

(3)  Payment  of  grants  under  this  section  may  be  made  in  advance 
or  by  way  of  reimbursement,  or  installments,  as  the  Secretary  shall 
determine. 

(4)  There  is  authorized  to  be  appropriated  $2,000,000  for  fiscal  year 
197Bv  $1,000/)00  for  tlie  period  July  1,  1976  through  September  30, 
197^,  and  $4,000,000  for  the  fiscal  year  ending  September  30^  1977  for 
payments  under  grants  under  this  subsection,] 
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Mr.  Staggers,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  S.  2474] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  House  to  the  bill  (S.  2474)  to  amend 
the  Public  Health  Service  Act  to  extend  trough  the  fiscal  year  ending 
September  30,  1981,  the  assistance  program  for  community  health 
centers  and  migrant  health  services ;  assistance  to  venereal  disease  pro- 
grams ;  genetic  diseases  programs ;  hemophilia  programs ;  home  health 
programs;  and  to  extend  through  the  fiscal  year  ending  Septem- 
ber 30, 1979,  the  assistance  programs  for  comprehensive  public  health 
services ;  hypertension  programs ;  disease  control  programs ;  lead-based 
paint  poisoning  programs ;  and  to  establish  hospital-affiliated  primary 
care  centers;  to  provide  for  research  and  demonstration  projects  in 
primary  health  care;  and  for  other  purposes,  having  met,  after  full 
and  free  conference,  have  agreed  to  recommend  and  do  recommend  to 
their  respective  Houses  as  follows : 

That  the  Senate  recede  from  its  disagreement  to  the  amendment  of 
the  House  to  the  text  of  the  bill  and  agree  to  the  same  with  an  amend- 
ment as  follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  House  amend- 
ment insert  the  following : 

SHORT  title;  reference  to  ACT 

Section  1.  (a)  This  Act  may  he  cited  as  the  ^''Health  Services  and 
Centers  Ameridments  of  197 

(&)  Except  as  otherwise  specifically  provided,  whenever  in  this  Act 
an  amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to, 
or  repeal  of,  a  section  or  other  provision,  the  reference  shall  he  con- 
sidered to  he  made  to  a  section  or  other  provision  of  the  Puhlic  Health 
Service  Act, 
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TITLE  I— HEALTH  CENTERS  AND  PRIMARY 
HEALTH  CARE 

Part  A — Migrant  Health  Centers  and  Community  Health  Centers 

SHORT  TITLE 

Sec.  101.  This  part  may  he  cited  as  the  ''''Migrant  and  Community 
Health  Centers  Amemdmenta  of  197S^\ 

REDESIGN ATION  OF  MIGRANT  HEALTH  CENTERS  PROVISION 

Sec.  102.  (a)  Section  319  is  redesignated  as  section  329  and  is  trans- 
ferred and  inserted  before  section  330. 

(&)  (i)  Section  217(g)  is  amended  by  striking  out  ''^319^^  and  insert- 
ing in  lieu  thereof  ''329^^  each  place  it  appears. 

(2)  Section  6(b)  of  the  Health  Maintenance  Organization  Act  of 
1973  (Public  Law  93-222)  is  amended  by  striking  out  ^'310^'^  and  insert- 
ing in  lieu  thereof  "329^\ 

(3)  Section  1903 (m)  (2)  (B)  (i)  of  the  Social  S«mrity  Act  is 
amended  by  striking  out  ''section  319(d)  (i)  ) "  and  inserting  in  lieu 
thereof  "section  329(d)  (1)  (A)'\ 

AMENDMENTS  TO  MIGRANT  HEALTH  CENTERS  PROGRAM 

Sec.  103.  (a)(1)(A)  Paragraph  (1)  of  subsection  (a)  of  section 
329  (as  redesign/ited  by  section  102(a)  of  this  part)  is  amended  by 
inserting  "(as  determined  by  the  centersy^  after  "as  may  be  appro- 
priate for  particular  centers'^''  in  subparagraphs  (D)  and  (E). 

(B)  Subparagraph  (G)  of  such  paragraph  is  amended  to  read  as 
follows : 

"((r)  information  on  the  availability  and  proper  use  of  health 
services  and  setrvices  which  promote  and  facilitate  optimal  use 
of  health  services^  including^  if  a  substantial  number  of  the  indi- 
vidvdls  in  the  population  served  by  a  center  are  of  limdted 
English-speaking  ability,  the  services  of  appropriate  personnel 
fluent  in  the  language  spoken  by  a  predominant  number  of  such 
individudls^\ 

(C)  Su^h  paragraph  is  further  amended  by  inserting  the  following 
before  the  period  at  the  end  thereof:  "and  individuals  who  have  pre- 
viously been  migratory  agricultural  workers  but  can  no  longer  meet 
the  requirem^ents  of  paragraph  (2)  of  this  subsection  because  of  age 
or  disability  and  members  of  their  families  within  the  area  it  serves^\ 

(2)  Paragraph  (6)  of  su^h  subsection  is  amended  (A)  by  striking 
out  "and^^  at  the  emd  of  subparagraph  (E),  (B)  by  striking  oul;  the 
period  at  the  end  and  inserting  in  lieu  thereof  "/  and^^,  and  (C)  by 
inserting  after  subparagraph  (F)  the  folloioing  new  subparagraph: 

"(G)  Pharmaceutical  services,  as  may  be  appropriate  for  par- 
ticular centers.^\ 

(3)  Paragraph  (7)  of  such  subsection  is  amended — 

(A)  by  striking  oui  "(including  nutrition  education  and  social 
servicesy  in  subparagraph  (K)  and  inserting  in  lieu  thereof 
"(including,  for  the  social  and  other  nonmedical  needs  which 
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coordination  and  consultation  with  the  Deputy  Assistant  Secretary 
for  Population  Affairs,  deleting  the  requirement  concerning  parental 
notification,  and  reducing  the  levels  of  authorizations  of  appropria- 
tions to  $50  million  for  fiscal  year  1979,  $65  million  for  fiscal  year 
1980,  and  $75  million  for  fiscal  year  1981  for  the  program  in  titles  VI 
and  VII. 

Harley  O.  Staggers, 
Paul.  G.  Rogers, 
David  Satterfieu), 
Richardson  Preyer, 
James  H.  Scheuer, 
Tim  Lee  Carter, 
Jabces  T.  Broyhill, 
Managers  on  the  Part  of  the  House. 
Edward  M.  Kennedy, 
Gaylord  Nelson, 
Claiborne  Pell, 
William  Hathaway, 
Harrison  A.  Williams, 
Richard  S.  Schweiker, 
Jacob  K.  Javtts, 
John  H.  Chafee, 

  Alan  Cranston, 

Managers  on  the  Part  of  the  Senate. 
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